
taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

2019/20 Tax Year

Tax and Financial Strategies 
This guide is designed to help you to make the most of your business and your personal finances by highligh�ng the 
main tax allowances and incen�ves and sugges�ng strategies that you might wish to incorporate into your own 
financial planning. To discuss how we can help you take advantage of these tax saving opportuni�es, speak to our 
team to book a free, no obliga�on consulta�on.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments

We will talk you through the steps you should be taking to 

ensure you only pay the tax you are required to pay and not a 

penny more. Book a FREE, no obliga�on mee�ng today.



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

DISCLAIMER: This publica�on is for guidance only, and professional advice should be obtained before ac�ng on any informa�on contained herein. Neither the publishers nor the 

distributors can accept any responsibility for loss occasioned to any person as a result of ac�on taken or refrained from in consequence of the contents of this publica�on.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 

Contents
•    Introduc�on

•    Personal tax essen�als

•    Business tax strategies

•    Tax and employment

•    Business exit strategies

•    Personal and family financial strategies

•    Tax Calendar

When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments

Tax Calendar 2019

May 2019
3rd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th April 

2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5May 2019.

June 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today.

7th Deadline to file first monthly VAT return under the new MTD 

rules for the month ending 30th April 2019. 

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th June 2019.

30th End of CT61 quarterly period.

July 2019
5th Deadline for reaching a PAYE Se�lement Agreement for 

2018/19.

6th Deadline for forms P11D and P11D(b) for 2018/19 to be 

submi�ed to HMRC and copies to be issued to employees 

concerned.

 Deadline for employers to report share incen�ves for 

2018/19.

14th Due date for income tax for the CT61 period to 30th June 

2019.

19th Class 1A NICs due for 2018/19.

 PAYE, Student loan and CIS deduc�ons due for the month to 

5th July 2019.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th April 2019 to 5th July 2019.

31st Second payment on account 2018/19 due.

August 2019
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th July 2019.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 30th June 2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th August 2019.

September 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 31st July 2019.

19th PAYE, Student loan and CIS deduc�ons are due for month to 

5th September 2019.

30th End of CT61 quarterly period.

October 2019
1st Due date for payment of Corpora�on Tax for period ended 

31st December 2018.

5th Deadline for no�fying HMRC of new sources of taxable 

income or gains or liability to the High-Income Child Benefit 

Charge for 2018/19 if no tax return has been issued.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 31st August 2019.

14th Due date for income tax for the CT61 quarter to 30th 

September 2019.

19th Tax and NICs due under a 2018/19 PAYE Se�lement 

Agreement.

 PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th October 2019.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th July 2019 to 5th October 2019.

31st Deadline for submi�ng ‘paper’ 2018/19 self assessment 

returns.

November 2019
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th October 

2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th November 2019.

December 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today. 

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th December 2019.

30th Online filing deadline for submi�ng 2018/19 self assessment 

return if you require HMRC to collect any underpaid tax by 

making an adjustment to your 2020/21 tax code.

31st End of CT61 quarterly period.

 Filing date for Company Tax Return Form CT600 for period 

ended 31st December 2018.

Tax Calendar 2020

January 2020
1st Due date for payment of corpora�on tax for period ended 

31th March 2019.

14th Due date for income tax for the CT61 quarter to 31st 

December 2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th January 2020.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th October 2019 to 5th January 2020.

31st Deadline for submi�ng your 2018/19 self assessment return 

(£100 automa�c penalty if your return is late) and the balance 

of your 2018/19 liability together with the first payment on 

account for 2019/20 are also due.

 Capital gains tax payment for 2018/19.

 Balancing payment – 2018/19 income tax, Classes 2 and 4 

NICs.

February 2020
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th January 

2020.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th February 2020.

March 2020
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today. 

2nd 5% late payment penalty on any 2018/19 outstanding tax 

which was due on 31st January 2020 and remains unpaid.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5 March 2020.

31st End of corpora�on tax financial year.

 End of CT61 quarterly period.

 Filing date for Company Tax Return Form CT600 for period 

ended 31st March 2019.

 Last minute planning for tax year 2019/20 – please contact us 

for advice.

April 2020
5th Last day of 2019/20 tax year.

 Deadline for 2019/20 ISA investments.

 Last day to make disposals using the 2019/20 CGT exemp�on.

14th Due date for income tax for the CT61 period to 31st March 

2020.

19th Automa�c interest is charged where PAYE tax, Student loan 

deduc�ons, Class 1 NICs or CIS deduc�ons for 2019/20 are not 

paid by today. Penal�es may also apply if any payments have 

been made late throughout the tax year.

 PAYE quarterly payments are due for small employers for the 

pay periods 6 January 2020 to 5 April 2020. 

 PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th April 2020.

 Deadline for employers' final PAYE return to be submi�ed 

online for 2019/20.

DISCLAIMER: This publica�on is for guidance only, and professional advice should be obtained before ac�ng on any informa�on contained herein. Neither the publishers nor the 

distributors can accept any responsibility for loss occasioned to any person as a result of ac�on taken or refrained from in consequence of the contents of this publica�on.



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments

Tax Calendar 2019

May 2019
3rd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th April 

2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5May 2019.

June 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today.

7th Deadline to file first monthly VAT return under the new MTD 

rules for the month ending 30th April 2019. 

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th June 2019.

30th End of CT61 quarterly period.

July 2019
5th Deadline for reaching a PAYE Se�lement Agreement for 

2018/19.

6th Deadline for forms P11D and P11D(b) for 2018/19 to be 

submi�ed to HMRC and copies to be issued to employees 

concerned.

 Deadline for employers to report share incen�ves for 

2018/19.

14th Due date for income tax for the CT61 period to 30th June 

2019.

19th Class 1A NICs due for 2018/19.

 PAYE, Student loan and CIS deduc�ons due for the month to 

5th July 2019.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th April 2019 to 5th July 2019.

31st Second payment on account 2018/19 due.

August 2019
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th July 2019.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 30th June 2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th August 2019.

September 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 31st July 2019.

19th PAYE, Student loan and CIS deduc�ons are due for month to 

5th September 2019.

30th End of CT61 quarterly period.

October 2019
1st Due date for payment of Corpora�on Tax for period ended 

31st December 2018.

5th Deadline for no�fying HMRC of new sources of taxable 

income or gains or liability to the High-Income Child Benefit 

Charge for 2018/19 if no tax return has been issued.

7th Deadline to file first quarterly VAT return under the new MTD 

rules for the quarter ending 31st August 2019.

14th Due date for income tax for the CT61 quarter to 30th 

September 2019.

19th Tax and NICs due under a 2018/19 PAYE Se�lement 

Agreement.

 PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th October 2019.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th July 2019 to 5th October 2019.

31st Deadline for submi�ng ‘paper’ 2018/19 self assessment 

returns.

November 2019
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th October 

2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th November 2019.

December 2019
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today. 

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th December 2019.

30th Online filing deadline for submi�ng 2018/19 self assessment 

return if you require HMRC to collect any underpaid tax by 

making an adjustment to your 2020/21 tax code.

31st End of CT61 quarterly period.

 Filing date for Company Tax Return Form CT600 for period 

ended 31st December 2018.

Tax Calendar 2020

January 2020
1st Due date for payment of corpora�on tax for period ended 

31th March 2019.

14th Due date for income tax for the CT61 quarter to 31st 

December 2019.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th January 2020.

 PAYE quarterly payments are due for small employers for the 

pay periods 6th October 2019 to 5th January 2020.

31st Deadline for submi�ng your 2018/19 self assessment return 

(£100 automa�c penalty if your return is late) and the balance 

of your 2018/19 liability together with the first payment on 

account for 2019/20 are also due.

 Capital gains tax payment for 2018/19.

 Balancing payment – 2018/19 income tax, Classes 2 and 4 

NICs.

February 2020
2nd Deadline for submi�ng P46 (car) for employees whose 

car/fuel benefits changed during the quarter to 5th January 

2020.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th February 2020.

March 2020
1st New Advisory Fuel Rates (AFR) for company car users apply 

from today. 

2nd 5% late payment penalty on any 2018/19 outstanding tax 

which was due on 31st January 2020 and remains unpaid.

19th PAYE, Student loan and CIS deduc�ons are due for the month 

to 5 March 2020.

31st End of corpora�on tax financial year.

 End of CT61 quarterly period.

 Filing date for Company Tax Return Form CT600 for period 

ended 31st March 2019.

 Last minute planning for tax year 2019/20 – please contact us 

for advice.

April 2020
5th Last day of 2019/20 tax year.

 Deadline for 2019/20 ISA investments.

 Last day to make disposals using the 2019/20 CGT exemp�on.

14th Due date for income tax for the CT61 period to 31st March 

2020.

19th Automa�c interest is charged where PAYE tax, Student loan 

deduc�ons, Class 1 NICs or CIS deduc�ons for 2019/20 are not 

paid by today. Penal�es may also apply if any payments have 

been made late throughout the tax year.

 PAYE quarterly payments are due for small employers for the 

pay periods 6 January 2020 to 5 April 2020. 

 PAYE, Student loan and CIS deduc�ons are due for the month 

to 5th April 2020.

 Deadline for employers' final PAYE return to be submi�ed 

online for 2019/20.

We will talk you through the steps you should be taking to 

ensure you only pay the tax you are required to pay and not a 

penny more. Book a FREE, no obliga�on mee�ng today.



taxpayer’s savings income each year. The allowance is not available to 

addi�onal rate taxpayers.

In addi�on to the PSA, some taxpayers benefit from the star�ng rate for 

savings, which taxes £5,000 of savings income at 0%. This is not available 

if the taxable non-savings income exceeds the star�ng rate band.

Dividend income 
The Dividend Tax Allowance (DTA) is £2,000. The DTA does not change 

the amount of income that is brought into the income tax computa�on. 

Instead, it charges £2,000 of the dividend income at 0% tax – the 

dividend nil rate. Like the PSA, the DTA does not reduce total income for 

tax purposes, and dividends within the allowance s�ll count towards the 

appropriate basic or higher rate bands. Dividends in excess of the DTA 

are taxed at 7.5% (BR); 32.5% (HR); and 38.1% (AR).

Case Study
Tina has a gross income of £56,000 (made up of £26,000 earnings, 

£5,000 of interest and UK dividends of £25,000). Her tax liability is 

£6,825.

  Earnings Interest Dividends

Income and gains 26,000 5,000 25,000

Deduct: PA  –12,500  

Deduct: AE   

Taxable  13,500 5,000 25,000

Tax at:

0% on PSA / DTA 0 500 2,000

20% on  13,500 4,500  

7.5% on    17,000

32.5% on    6,000

Total tax  £2,700 £900 £3,225

Total tax liability  £6,825

The ‘hidden’ 45% and 60% tax rates
The top rate of income tax, for those with taxable income in excess of 

£150,000, is 45% (38.1% for dividends). The PA is scaled back if ‘adjusted 

net income’ exceeds £100,000, being reduced by £1 for every £2 of 

income in excess of that limit. This means that an individual with total 

taxable income of £125,000 or more will not be en�tled to any PA. This 

gives an effec�ve tax rate on this slice of income of 60% – higher if you 

are a Sco�sh taxpayer paying the Sco�sh Top rate of tax of 46%. It may 

be possible to reduce your taxable income and retain your allowances if 

approached with due considera�on, e.g. by making pension 

contribu�ons or Gi� Aid dona�ons. Contact us now for advice on 

minimising the impact of the top tax rates.

Business tax strategies

Star�ng a business
Star�ng a business is an exci�ng and challenging experience, and one 

which also carries a fair degree of risk. During the start-up phase you will 

need to make all kinds of decisions that could be cri�cal to the 

long-term success of the enterprise. You’ll need to consider such things 

as: the type of business and its a�ributes; your target market and 

compe��on; profit poten�al and how you will extract those profits; the 
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When reading this guide please note: The general effect of the Civil 

Partnership Act is to treat registered civil partners on a consistent basis 

with married couples. For the purposes of this guide we have on 

occasions referred only to spouses.

‘HMRC’ refers to HM Revenue and Customs.

This guide is based on current understanding of legisla�on and the 

Government’s proposals at the �me of publica�on and under no 

circumstances should ac�on be taken without first seeking appropriate 

professional advice.

Introduc�on
The UK economy con�nues to operate under challenging economic 

condi�ons. Meanwhile, Making Tax Digital for VAT now takes effect, and 

business owners are urged to consider the changes to Entrepreneurs’ 

Relief condi�ons, and to take advantage of the increased capital 

allowances Annual Investment Allowance. Here, we provide an overview 

of these latest developments. 

Making Tax Digital for VAT  
HMRC has launched its landmark Making Tax Digital (MTD) ini�a�ve, 

which sees a fundamental change to the way in which businesses keep 

records and report to HMRC. It requires businesses and individuals to 

register, file, pay and update their informa�on via a secure online tax 

account.

Under the MTD for VAT rules, businesses with a turnover above the VAT 

registra�on threshold (currently £85,000) must keep digital records for 

VAT purposes and provide their VAT return informa�on to HMRC using 

func�onal compa�ble so�ware. Businesses below the VAT threshold 

which have voluntarily registered for VAT can opt to join the scheme.

The MTD rules generally apply from the first VAT accoun�ng period 

beginning on or a�er 1st April 2019, however, for some VAT-registered 

businesses with more complex requirements, the rules take effect on 

1st October 2019. Included in this deferral category are VAT divisions, 

VAT groups and firms using the annual accoun�ng scheme.

VAT returns must be submi�ed to HMRC via an Applica�on 

Programming Interface (API). Submission can be from API-enabled 

spreadsheets, so�ware or bridging so�ware. The transfer of data to 

HMRC, from the mandatory digital records to the filing of the return, 

must be en�rely digital. MTD for VAT is backed up by a system of 

penal�es. For the first year, however, HMRC intends to take a slightly 

more lenient approach on penal�es for the issue of digital links between 

so�ware products. Businesses are given un�l at least 31st March 2020 

to have digital links in place between so�ware products. HMRC refers to 

this as a ‘so� landing’ penalty period.

 

In the 2019 Spring Statement, Chancellor Philip Hammond confirmed 

that the Government will not mandate MTD for any new taxes or 

businesses in 2020. 

Changes to the Annual Investment 
Allowance 
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of the expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures. 

The AIA increased from £200,000 to £1 million from 1st January 2019, 

for a period of two years (complex rules apply to ‘straddling’ accoun�ng 

periods). Businesses are urged to �me their capital expenditure to make 

full use of the increase. 

Entrepreneurs’ Relief
A special tax relief, Entrepreneurs’ Relief (ER), may be available for those 

in business, which reduces the tax rate on the first £10 million of 

qualifying life�me gains to 10%. In a change to the previous rules, the 

relief will be available to individuals on the disposal a�er two complete 

qualifying years of:

•   all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s ‘personal’ 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% ‘personal’ trading company rules
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital; and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29th October 2018, they must also sa�sfy one 

of the following tests:

•   a distribu�on test – an individual is en�tled to at least 5% of the 

company’s profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

With the UK con�nuing to face tough economic challenges 
and uncertainty, taxpayers are advised to keep their accounts 
up to date. Meanwhile, the introduc�on of Making Tax Digital 
has helped to modernise the UK tax system, requiring 
businesses to alter the way in which they keep their financial 
records.

To help you make the most of your business and personal finances, we 

look at the main allowances. However, minimising your tax liability 

represents just one element of your overall planning strategy. Every 

individual and business situa�on will be different, and your needs will 

vary according to your own specific circumstances. We recommend that 

you use this guide as a star�ng point, and contact us for expert, tailored 

advice on any areas which apply to you.

How to benefit from our services
We would welcome the opportunity to assist you. As your advisers, we 

can help you to clarify your wider objec�ves, and suggest a range of 

strategies to help you achieve your personal and business goals.

 

Please read those chapters which are relevant to you as soon as 

possible.

•   Take note of the key points arising from this guide, and any ac�on 

you may wish to consider. 

•   Contact us to discuss your ac�on points, and to evaluate your 

long-term financial plans.

Your financial planning strategy
In the face of ongoing change, it is more important than ever to 

have a robust business and personal financial planning strategy 

in place, to help ensure that you and your family are financially 

secure and on course to achieve your long-term goals. 

We can help with all your business and personal tax and financial 

planning needs. For a strategic review of your finances, please 

contact us. 

 

Personal tax essen�als
Personal allowance 
Everyone is en�tled to his or her own personal allowance (PA) of 

£12,500 for 2019/20. The PA reduces an individual’s taxable income. For 

those with income in excess of £100,000, the allowance is restricted. 

A�er reducing income by the PA, a series of rate bands are assigned first 

to your non-savings (this may include income from wages, 

self-employment, property income and pensions), then to your savings 

income, and finally to any dividend income.

Income tax rates for 2019/20 
Non-savings income for English and Northern Irish taxpayers is taxable 

as follows:

Band £     Rate %
0 - 37,500  Basic rate (BR)  20

37,501 - 150,000 Higher rate (HR)  40

Over 150,000 Addi�onal rate (AR)  45

Welsh taxpayers
From 6th April 2019, the Na�onal Assembly for Wales has the right to 

vary the rates of income tax payable by Welsh taxpayers. The Welsh rate 

of income tax has been set at 10% and is added to the UK rates, which 

are each reduced by 10%. This means that for 2019/20, the tax payable 

by Welsh taxpayers con�nues to be the same as English and Northern 

Irish taxpayers.

Sco�sh taxpayers
However, the following rates and bands apply for Sco�sh taxpayers (on 

non-savings and non-dividend income):

Band £  Band Name   Rate %
0 - 2,049  Starter   19 

2,050 - 12,444 Basic   20

12,445 - 30,930 Intermediate  21

30,931 - 150,000 Higher   41 

Over 150,000 Top   46

Rates that apply across the UK
Savings income
The Personal Savings Allowance (PSA) applies to income such as bank 

and building society interest. The allowance applies for up to £1,000 of a 

basic rate taxpayer’s savings income, and up to £500 of a higher rate 

rate of business growth; and the impact of running the business on your 

personal life. At some point, you’ll also need to consider how you will 

exit the business when the �me comes and realise its value. We can 

provide expert, tailored advice and help you avoid the common 

mistakes.

Wri�ng a business plan
One of the first things you need to consider is your business plan. This is 

not only for the benefit of poten�al investors, but to help you stay on 

the right course in the short, medium and long-term.

It should include: the business structure that best meets your needs 

(such as sole trader, partnership, limited liability partnership or limited 

company); your intended funding sources; tax-efficient borrowings; 

whether a PAYE scheme is necessary; and whether the business should 

be VAT registered.

We can guide you through these important decisions and help you to 

complete the appropriate registra�ons. We can assist with cash flow 

forecasts, helping you to spot poten�al cash shor�alls, and provide 

regular updates so you can monitor your business’s performance.

Choosing your business structure – Deciding on the most appropriate 

structure for your business isn’t necessarily straigh�orward. Sole 

traders, partnerships, limited companies and limited liability 

partnerships all have their own pros and cons, with different 

implica�ons for control, percep�on, support and costs. For example, 

careful considera�on is needed regarding whether to retain personal 

ownership of any freehold property on incorpora�on. We can help you 

to decide on the best structure for your business.

Deciding on a year end
It’s also important to choose a year end that suits your business. Is there 

a �me of year when it will be more convenient to close off your 

accoun�ng records, ready for us? What �me of year would be best for 

stock-taking? Is your trading seasonal? From a tax perspec�ve, choosing 

a year end early in the tax year for an unincorporated business usually 

means that an increase in profits is more slowly reflected in an increased 

tax bill and, over �me, the delay between earning profits and paying the 

tax can create a source of working capital for the business. On the other 

hand, a decrease in profits will more slowly result in a lower tax bill. 

Speak to us for advice about choosing your year end.

Registering with HMRC 

When you start a business, it is important to inform HMRC of your new 

self-employed status as soon as possible. If and when you take on 

employees you need to register for and set up a PAYE scheme and 

accept all the responsibili�es and obliga�ons that go with it, including 

compliance with Real Time Informa�on repor�ng (and remember for 

this purpose you will most likely be an employee of your limited 

company, if you incorporate).

You will also have to comply with the pensions auto-enrolment 

obliga�ons, although exemp�ons apply to director-only companies, so 

do get in touch for advice in this area.

Please talk to us as soon as you envisage having employees so we can 

help you set up a PAYE scheme and comply with your payroll obliga�ons 

or take on the task on your behalf.

 

Claiming expenses
As your accountants and tax advisers, our job is to help ensure 

that you benefit from all the allowances and reliefs available to 

you. You will pay tax on your taxable profits, so a crucial element 

of tax planning is to claim all deduc�ble expenses, many of which 

will be included in your accoun�ng records.

If you are self-employed and carry on your business from home, 

you can claim tax relief on part of your household expenses, 

including insurance, repairs and u�li�es. You may also be able to 

claim for the cost of travel and accommoda�on when you are 

working away from your main place of business, so you should 

keep adequate business records, such as a log of business 

journeys. In addi�on to ensuring that your accounts are 

accurate, these records may also be requested by HMRC.

With the introduc�on of Making Tax Digital for VAT, an 

appropriate computer package is essen�al to aid concise and 

effec�ve record-keeping and to enable you to meet your Making 

Tax Digital and VAT obliga�ons. We can advise you on suitable 

so�ware to meet your business needs.

You may also wish to consider the voluntary cash basis for 

calcula�ng taxable income for small businesses, which allows 

eligible self-employed individuals and partnerships to calculate 

their profits based on the cash that passes through their 

business. Businesses are eligible if they have annual receipts of 

up to £150,000 and they will be able to con�nue to use the cash 

basis un�l receipts reach £300,000. This is something we should 

discuss with you in detail if you are eligible. Allowable payments 

include most purchases of plant and machinery, when paid, 

rather than claiming capital allowances.

Unincorporated businesses can choose to deduct certain 

expenses on a flat rate basis. However, this is worth discussing 

before op�ng for it, as the flat rates are not generous.

Capital allowances
‘Capital allowances’ is the term used to describe the deduc�on we are 

able to claim on your behalf for capital expenditure, such as business 

equipment, in lieu of deprecia�on.

Annual Investment Allowance (AIA)
Most businesses can claim a 100% Annual Investment Allowance (AIA) 

on a por�on of expenditure on most types of plant and machinery 

(except cars). The AIA applies to businesses of any size and most 

business structures, but there are provisions to prevent mul�ple claims.

 

The AIA increased from £200,000 to £1 million, which applies to 

expenditure incurred from 1st January 2019 to 31st December 2020. 

Complex calcula�ons may apply to accoun�ng periods which straddle 

these dates. It is, therefore, important to �me the purchase of plant and 

machinery carefully, in order to make the most of the increase. 

Businesses can allocate their AIA in any way they wish – it is quite 

acceptable for them to set their allowance against expenditure 

qualifying for a lower rate of allowances (such as integral features).

Enhanced Capital Allowances (ECAs)
In addi�on to the AIA, a 100% first year allowance is also available on 

new energy saving or environmentally friendly equipment. Where 

companies (only) have losses arising from ECAs, they may choose how 

much they wish to carry forward and how much they wish to surrender 

for a cash payment (tax credit is payable at 19%, but subject to limits).

A separate ECA scheme is available for new electric and low carbon 

dioxide (CO2) emission cars (up to 50g/km from 1st April 2018) and new 

zero emissions goods vehicles (up to 31st March 2021 (corporates) or 

5th April 2021 (others)). They s�ll qualify for the 100% first year 

allowance, but do not qualify for the payable ECA regime.

Wri�ng Down Allowance (WDA)
Any expenditure not covered by the AIA (or ECAs) enters either the main 

rate pool or the special rate pool, a�rac�ng WDA at the appropriate rate 

– 18% and 6% respec�vely for 2019/20 (the special rate pool WDA was 

8% in 2018/19). The reduc�on applies from 1st April 2019 (corporates) 

and 6 April 2019 (others). Again, complex calcula�ons may apply to 

accoun�ng periods which straddle these dates.

The special rate pool applies to higher emission cars, long-life assets and 

integral features of buildings, specifically:

•   electrical systems (including ligh�ng systems)

•   hot and cold-water systems

•   space or water hea�ng systems, powered systems of ven�la�on, air 

cooling or purifica�on and any floor or ceiling comprised in such 

systems

•   li�s, escalators and moving walkways

•   external solar shading.

For most other plant and equipment, including some cars (see below), 

the main rate applies.

A WDA of up to £1,000 may be claimed by businesses where the 

unrelieved expenditure in the main pool or the special rate pool is 

£1,000 or less.

Enterprise Zones
The Enterprise Zones in assisted areas qualify for enhanced capital 

allowances. In these areas, 100% First Year Allowances will be available 

for expenditure incurred by trading companies on qualifying plant or 

machinery.

Cars
Currently for cars purchased with CO2 emissions exceeding 50g/km, the 

main rate of 18% applies. However, cars with CO2 emissions above 

110g/km will be restricted to the special rate WDA. For non-corporates, 

cars with a non-business use element are dealt with in single asset 

pools, so the correct private use adjustments can be made but the rate 

of WDA will be determined by the car’s CO2 emissions. Remember, cars 

do not qualify for the AIA.

Buildings
When a building is purchased for business use, it may be possible to 

claim capital allowances on plant elements contained therein, e.g. air 

condi�oning, subject to certain condi�ons. A joint elec�on may need to 

be made with the vendor. Please contact us for further details and 

advice prior to any purchase. 

Dra� legisla�on has been published on a new type of capital allowance, 

the Structures and Buildings Allowance. This allowance is available on 

new non-residen�al structures and buildings. Relief will be provided on 

eligible construc�on costs incurred on or a�er 29 October 2018, at an 

annual rate of 2%, on a straight-line basis.

Research and Development (R&D) 
investment
Tax relief is available on R&D revenue expenditure incurred by 

companies at varying rates. The current rates of relief are as 

follows:

•   for small and medium-sized companies paying Corpora�on 

Tax at 19%, the effec�ve rate of tax relief is 43.7% (that is a 

tax deduc�on of 230% on the expenditure). For small and 

medium-sized companies (SMEs) not yet in profit, the relief 

can be converted into a tax credit payment, effec�vely worth 

33.35% of the expenditure

•   an ‘above the line’ credit exists for large company R&D 

expenditure. This is known as the R&D Expenditure Credit 

(RDEC) scheme and allows SMEs to claim a taxable credit of 

12% (11% prior to 1st January 2018). The credit is fully 

payable, net of tax, to companies with no corpora�on tax 

liability 

•   SMEs barred from claiming SME R&D tax credit by virtue of 

receiving some other form of state aid (usually a grant) for 

the same project may be able to claim under the large 

company RDEC scheme. An SME may also be en�tled to the 

large company RDEC for certain work that has been 

subcontracted to it.

Involving your family 
If it can be jus�fied commercially, you can employ family members in 

your business. They can be remunerated with a salary, and possibly also 

with benefits such as a company car or medical insurance. You can also 

make payments into a registered pension scheme.

Family members may also be taken into partnership, thereby gaining 

more flexibility in profit alloca�on. Taking your non-minor children into 

partnership and gradually reducing your own involvement as their 

contribu�on increases can be a very tax-efficient way of passing on the 

family business. Of course, you should be aware that this could put your 

whole family wealth at risk, if the business were to fail.

It is worth no�ng that HMRC may challenge excessive remunera�on 

packages or profit shares for family members, so seek our advice first. In 

most cases, if you operate your business through a trading limited 

company, under current tax law you can pass shares on to other family 

members and thus gradually transfer the business with no immediate 

tax liability. However, a tax saving for the donor usually impacts on the 

donee, and you need to steer clear of the ‘se�lements legisla�on’, so 

again, contact us for advice before taking any ac�on.

Unincorporated businesses
Business profits are charged to income tax and Class 2 and Class 4 

na�onal insurance contribu�ons (NICs) on the current year basis. This 

means that the profits ‘taxed’ for each tax year (ending 5th April) are 

those earned in the accoun�ng period ending in the tax year. For 

example, in the case of a trader who draws up his accounts to 31st July 

each year, his profits for the year ended 31st July 2019 will normally be 

taxed in 2019/20.

There are special rules for the early and final years of a business, and for 

partnership joiners and leavers.

Numerous ‘fines’ are being administered for those who fail to comply 

with the rules and regula�ons set by Government departments. We 

have already men�oned income tax but other possible ‘traps’ to avoid 

are:

•   late VAT registra�on and late filing penal�es

•   late payment penal�es and interest

•   penal�es for errors in returns

•   penal�es for late PAYE returns

•   penal�es for failing to operate a PAYE or sub-contractors’ scheme

•   penal�es for failing to comply with pensions auto-enrolment 

regula�ons

In order to help you to steer clear of these pi�alls, we must receive all 

the details for your accounts and Tax Returns in good �me and be kept 

informed of any changes in your business, financial and personal 

circumstances.

Employment or self-employment?
There is no statutory defini�on of ‘employment’ or ‘self-employment’, 

so determining whether someone is employed or self-employed is not 

straigh�orward.

Instead, HMRC applies a series of ‘tests’ in order to ascertain whether 

someone is classified correctly. As large amounts of both tax and NICs 

can be at stake, HMRC o�en takes quite an aggressive line regarding this 

issue, and errors can be costly, so seeking advice that is tailored to your 

situa�on is essen�al. Please contact us for assistance in this ma�er.

Under the ‘IR35’ rules, companies and partnerships providing the 

personal services of the ‘owners’ of the business must consider every 

contract they enter for the provision of personal services. The test is 

whether the contract is one which, had it been between the owner or 

partner and the customer, would have required the customer to treat 

the owner or partner as an employee and therefore be subject to PAYE.

The contract ‘passes’ if the owner/partner would have been classified as 

self-employed; it fails if the owner/partner would have been classified as 

an employee. If the contract ‘fails’, the business is required to account 

for PAYE and NICs on the ‘deemed’ employment income from the 

contract at the end of the tax year. This is done using specific rules. We 

can advise you about these, so please contact us for further informa�on.

The posi�on for individuals working through their own company in the 

public sector changed from April 2017. The public sector employer, 

agency, or third party that pays the worker’s intermediary now must 

decide if the IR35 rules apply to a contract, and if so, account for and 

pay the relevant tax and NICs. The government is consul�ng on 

extending these IR35 rules to the larger businesses in the private sector 

from April 2020. Contact us for the latest posi�on.

Whose risk?
If the ques�on is whether an individual is an employee or self-employed, 

the risk lies with the ‘engager’ or payer – with a poten�al liability for the 

PAYE which should have been paid over without right of recourse to the 

‘employee’. If the ques�on is whether IR35 applies, the ques�on (and 

any liability due) is for the individual and his/her company (the payee) 

(unless the company is engaged in the public sector or some large 

private sector businesses from April 2020 as explained above).

 

Unpaid bills and unbilled work
As explained in this guide, small businesses may opt into the cash basis 

and calculate their profits based on the cash passing through the 

business. However, it is a feature of the tax system that other businesses 

(including all corporates) must include in their turnover for the year the 

value of incomplete work, of unpaid bills (debtors) and of work 

completed but not yet billed, all as at the end of the year.

We will need to discuss with you exactly what needs to be iden�fied and 

the basis of valua�on. Keeping an eye on debtors and unbilled work is 

very important to your cash flow.

Forming a limited company
Forming a limited company may be a considera�on if the limita�on of 

liability is important, but it should be noted that banks and other 

creditors o�en require personal guarantees from directors for company 

borrowings.

Trading through a limited company can be an effec�ve way of sheltering 

profits. Profits paid out in the form of salaries, bonuses or dividends may 

be liable to top tax rates, whereas profits retained in the company will 

be taxed at 19%.

Funds retained by the company can be used to buy equipment or to 

provide for pensions – both of which can be eligible for tax relief. They 

could be used to fund dividends when profits are scarce (spreading 

income into years when you might be liable to a lower rate of income 

tax) or capitalised and poten�ally taxed at 10% and/or 20% on a 

liquida�on or sale.

Na�onal insurance contribu�ons (NICs)
Leaving profits in the company may be tax-efficient, but you will of 

course need money to live on, so you should consider the best ways to 

extract profits from your business.

A salary will meet most of your needs, but you should not overlook the 

use of benefits, which could save income tax and could also result in a 

lower NIC liability.

Five key NIC-saving strategies:

1.   Increasing the amount, the employer contributes to company 

pension schemes. Care should be taken however as there are limits 

on the amount of pension contribu�ons an individual can make both 

annually and over their life�me  

2.   Share incen�ve plans (shares bought out of pre-tax and pre-NIC 

income) 

3.   For some companies, disincorpora�on and instead opera�ng as a 

sole trader or partnership may be beneficial 

4.   Instead of an increased salary, paying a bonus to reduce employee 

(not director) contribu�ons 

5.   Paying dividends instead of bonuses to owner-directors.

Increasing your net income as an 
owner-director
As an example, consider how much you might save if, as an 

owner-director, you wanted to extract £10,000 profit (pre-tax) your 

company makes in 2019/20 by way of a dividend rather than a bonus. 

We have assumed in this scenario that the director has already taken 

salary in excess of the upper earnings limit for NICs, is a 40% taxpayer, 

and the £2,000 dividend tax allowance has already been u�lised.

Case Study 
As you can see in this case study, the net income is increased by 7% by 

op�ng to declare a dividend. Be sure to discuss this with us, as this is a 

complex area of tax law.

     Bonus £     Dividend £

Profit to extract   10,000     10,000

Employers’ NICs (13.8% on gross bonus) -1,213  

Gross bonus   8,787  

Corpora�on tax (19% - dividend is not      -1,900

deduc�ble for corpora�on tax)   

Dividend          8,100

Employees’ NICs (2% on gross bonus) -176  

Income tax (40% on gross bonus)  -3,515  

Income tax on dividend (32.5%)        -2,633

Net amount extracted   5,096     5,467

For Sco�sh taxpayers paying the Sco�sh Higher Rate of 41%, the net 

amount extracted on the bonus would be reduced to £5,008 (£8,787 

less tax @ 41% and NICs of £176). The tax payable on dividends is the 

same wherever you are in the UK so the net income would be increased 

by 9%. Remember that dividends are usually payable to all shareholders 

and are not earnings for pension contribu�ons and certain other 

purposes. It is possible to waive dividends, although this can result in tax 

complica�ons. Finally, you need to consider with us the effect of regular 

dividend payments on the valua�on of shares in your company.

Planning for the year end
Tax and financial planning should be undertaken before the end of your 

business year, rather than le� un�l the end of the tax or financial year. 

Some of the issues to consider include:

•   the impact that accelera�ng expenditure into the current financial 

year, or deferring it into the next, might have on your tax posi�on and 

financial results

•   making addi�onal pension contribu�ons or reviewing your pension 

arrangements

•   how you might take profits from your business at the smallest tax 

cost, and how the �ming of payment of dividends and bonuses can 

reduce or defer tax.

Minimising the risk of late filing penal�es
It is important to keep your personal tax affairs in order so that you 

avoid incurring any Tax Return late filing penal�es. The cut-off dates are 

shown in the calendar, but the penal�es can be substan�al.

The �metable for making tax payments is rela�vely straigh�orward for 

the self-employed:

•   31st January in the tax year, first payment on account

•   31st July a�er the tax year, second payment on account

•   31st January a�er the tax year, balancing payment.

A system of interest and penal�es applies. For example, if any balance of 

tax or NICs due for 2018/19 is not paid within 30 days a�er 31st January 

2020, further penal�es may apply as HMRC will seek to charge a 5% late 

payment penalty as well as the interest that will be charged from 1st 

February 2020, with further 5% penal�es chargeable on 31st July 2020 

and 31st January 2021, plus interest on any outstanding liabili�es.

If your business is incorporated, it will be liable to Corpora�on Tax, 

which is usually payable nine months and one day a�er the end of the 

company’s accoun�ng period.

If there are cash flow issues, HMRC might be persuaded to accept a 

spreading of your next business tax payment – you will have to pay 

interest at the HMRC rate but keep to the agreed schedule and late 

payment penal�es will be waived. Arrangements need to be put in place 

before the due date for paying the tax, so talk to us in good �me if you 

wish to apply.

Payments on account
Payments on account are normally equal to 50% of the previous year’s 

net liability. A claim can be made to reduce your payments on account, if 

appropriate, although interest will be charged if your actual liability is 

more than the reduced amount paid on account. There is no equivalent 

mechanism to make increased payments on account when the year’s tax 

will be higher, so you should ensure that you build a reserve of money to 

pay the balance of tax due.

Don’t wait until it’s too late if you have difficulties! Please tell us in 
good time about any issues facing your business, as we may be able 
to offer solutions.

Payments on account are not due where the relevant amount is less 

than £1,000 or if more than 80% of the total tax liability is met by 

income tax deducted at source. In these cases, the balance of tax due 

for the year, including capital gains tax, is payable on the 31st January 

following the end of the tax year.

Case Study 
Tim is self-employed. His accounts are made up to 31st August each 

year. When we prepare the 2019 Return, we will be including his profit 

for the year ended 31 August 2018, and that is the profit which will be 

taxed for 2018/19.

Tim’s payments on account for 2019/20 will automa�cally be based on 

the 2018/19 liability. Providing we know that Tim’s profits for the year to 

31st August 2019 are significantly less than the previous year, we can 

examine the figures, perhaps even prepare the annual accounts and, 

taking into account any other sources of taxable income, make a claim 

to reduce Tim’s 2019/20 payments on account, easing his cash flow by 

reducing the tax payments due in January and July 2020.

Contact us to discuss:
•   Star�ng up a new business

•   Raising finance for your venture

•   Timing capital and revenue expenditure to maximum tax 

advantage

•   Minimising employer and employee NIC costs

•   Improving profitability and developing a plan for tax-efficient 

profit extrac�on

Tax and employment
In this sec�on we consider some of the most important tax issues for 

both employers and employees.

Is your tax code correct?
The purpose of the PAYE system is to collect the right amount of tax 

from your earnings throughout the course of the year. Your employer 

uses your tax code – or some�mes a series of tax codes – to work out 

how much tax to deduct from your earnings. However, if individuals 

have an incorrect tax code, they can go for years paying the wrong 

amount of tax – either too much or, perhaps more worryingly, too li�le. 

They may not have no�fied HMRC of changes in their circumstances that 

would affect their tax posi�on, such as a change in jobs or acquiring or 

losing the benefit of a company car. Alterna�vely, they may have started 

or stopped inves�ng in a personal pension plan.

Checking your PAYE code now is vital: it is much easier to rec�fy 

mistakes before the tax year ends. As a first step, you should look at your 

salary slip to see which code is currently being applied.

The le�er in the code tells us whether your code includes one of the 

standard allowances, and you can see if this is right for your 

circumstances. The le�ers are as follows:

L – includes the basic personal allowance

N – taxpayers who are ‘transferors’ of the Marriage Allowance

M – taxpayers who are ‘recipients’ of the Marriage Allowance

T – there is usually an adjustment in your code which requires manual 

checking by HMRC each year – for example, you might have a tax 

underpayment being ‘coded out’ 

K – HMRC may try to increase the tax you pay on one source of income 

to cover the tax due on another source which cannot be taxed directly – 

for example, the tax due on your taxable employment benefits might be 

collected by increasing the amount of tax you would otherwise pay on 

your company salary. A ‘K’ code applies when the ‘other income’ 

adjustment reduces your allowances to less than zero – in effect, it 

means that the payer must add no�onal income to your real income for 

PAYE purposes.

The maximum tax which can be deducted is 50% of the source income.

HMRC will o�en try to collect tax on other income through your PAYE 

code, but you may prefer to pay the tax through self assessment. For 

more informa�on on this, please contact us, as we can arrange for the 

adjustment to be removed.

If you are resident in Scotland, you will pay Sco�sh income tax. In such 

cases, your code will start with an ‘S’ to tell your employer to deduct tax 

using the Sco�sh income tax rates and bands on your pay.

From 6th April 2019, if you are resident in Wales you will pay the Welsh 

rates of income tax. The codes for Welsh taxpayers will begin with a ‘C’. 

Dynamic coding
HMRC uses informa�on received from employers, such as no�fica�on of 

a new benefit, to recalculate employee tax codes in real-�me. Where a 

poten�al underpayment is iden�fied, HMRC make an in-year adjustment 

to the code for the current tax year (so-called 'dynamic coding'), rather 

than wai�ng un�l the following tax year to code out the difference.

Employer loans
Where loans from an employer total more than £10,000 at any point 

during the tax year, tax is chargeable on the difference between any 

interest actually paid and interest calculated at the official rate of 2.5% 

(for 2018/19). Contact us for the latest posi�on. 

Expense payments
Expense payments are generally exempt, and do not need to be 

reported to HMRC on a form P11D. However, expense payments can s�ll 

be subject to review from �me to �me, including during an employer 

compliance visit from HMRC.

You may be able to claim tax relief for other expenses you incur in 

connec�on with your job, but the rules are fairly restric�ve. An 

a�rac�ve remunera�on package might include any of the following:

•    A salary

•    Bonus schemes and performance-related pay

•    Reimbursement of expenses

•    Pension provision

•    Life assurance and/or healthcare

•    A mobile phone

•    Op�onal Remunera�on Arrangements (OpRAs)

•    Share incen�ve arrangements

•    Trivial benefits-in-kind (BIK) (worth no more than £50 each)

•    The choice of a company car 

•    Addi�onal salary and reimbursement of car expenses for business 

travel in your own car

•    Contribu�ons to the addi�onal costs of working at home

•    Other benefits including, for example, an annual func�on cos�ng not 

more than £150 (including VAT) per head, or long service awards.

Most benefits are fully taxable, but some a�ract specific tax breaks. 

Salary Sacrifice and Op�onal Remunera�on 
Transi�onal rules have been introduced where BIK have been offered 

through salary sacrifice or Op�onal Remunera�on Arrangements 

(OpRAs), such that an income tax and NIC charge will arise on the higher 

of the salary sacrificed (or cash op�on) and the value of the BIK taken. 

What the benefit is will determine when the rules change. By taking the 

BIK, the only saving made will be in employee NICs. By 6th April 2021, all 

BIK will be covered by these rules, except for pension contribu�ons; 

childcare provided in workplace nurseries and Employer Supported 

Childcare (usually by way of childcare vouchers); cycle to work schemes; 

and ultra-low emission cars.

Contribu�ng to a pension scheme
Employer contribu�ons to a registered employer pension scheme or 

your own personal pension policies are not liable for tax or NICs.

Please be aware that while your employer can contribute to your 

personal pension scheme, these contribu�ons are combined with your 

own for the purpose of measuring your total pension input against the 

‘annual allowance’. Further informa�on is provided in this guide.

Travel and subsistence costs
Site-based employees may be able to claim a deduc�on for travel to and 

from the site at which they are working, plus subsistence costs when 

they stay at or near the site.

Employees working away from their normal place of work can claim a 

deduc�on for the cost of travel to and from their temporary place of 

work, subject to a maximum period.

Approved business mileage allowances – own vehicle
Vehicle  First 10,000 miles Therea�er

Car/van  45p  25p

Motorcycle 24p  24p

Bicycle  20p  20p

The company car
The company car con�nues to be an important part of the remunera�on 

package for many employees, despite the increases in the taxable benefit 

rates over the last few years. Employees and directors pay tax on the 

provision of the car and on the provision of fuel by employers for private 

mileage. Employers pay Class 1A NICs at 13.8% on the same amount.

This is payable by the 19th July following the end of the tax year.

The amount on which tax and Class 1A NICs are paid in respect of a 

company car depends on several factors. Essen�ally, the amount 

charged is calculated by mul�plying the list price of the car, including 

most accessories, by a percentage. The percentage is set by reference to 

the rate at which the car emits CO2 – please see the table for the 

2019/20 rates.

CO2 emissions (g/km) Appropriate percentage
   Petrol %  Diesel %*
0 – 50   16  20

51 – 75   19  23

76 – 94   22  26

95 – 99   23  27

100 – 104   24  28

105 – 109   25  29

110 – 114   26  30

115 – 119   27  31

120 – 124   28  32

125 – 129   29  33

130 – 134   30  34

135 – 139   31  35

140 – 144   32  36

145 – 149   33  37

150 – 154   34  37

155 – 159   35  37

160 – 164   36  37

165 and above  37  37

* Diesel cars that are registered on or a�er 1st September 2017 and 

meet Euro 6d emission standard are exempt from the 4% supplement.

Car – fuel-only advisory rates
Engine capacity  Petrol Diesel Gas
Up to 1400cc  11p 10p 7p

1401cc - 2000cc  14p 11p 8p

Over 2000cc  21p 13p 13p

Rates from 1st March 2019 and are subject to change . Note the 

advisory fuel rates are revised in March, June, September and 

December. Please contact us for any updated rates.

In addi�on, a rate of 4 pence per mile can be paid to electric-only 

company car drivers.

Pooling your resources
Some employers find it convenient to have one or more cars that are 

readily available for business use by several employees. The cars are 

only available for genuine business use and are not allocated to any one 

employee. Such cars are usually known as pool cars. The defini�on of a 

pool car is very restric�ve, but if a car qualifies there is no tax or NIC 

liability.

Mileage allowance vs free fuel
A frequently asked ques�on is: would I be be�er off giving up the 

company car and instead claiming mileage allowance for the business 

travel I do in a car that I buy myself? The rule-of-thumb answer to this is 

that you are more likely to be be�er off if your annual business mileage 

is high.

Another frequent ques�on is: would I be be�er off having my employer 

provide me with fuel for private journeys, free of charge, and paying tax 

on the benefit, or bearing the cost myself? In this case, the 

rule-of-thumb answer is that you are only likely to be be�er off taking 

the free fuel if your annual private mileage is high. However, the cost to 

the employer of providing this benefit is likely to be high.

Every case should be judged on its own merits and considered from 

both the employee’s and the employer’s point of view. While cost is an 

important factor, it is not the only one. As an employee, using a 

company car removes the need to worry about bills or the cost of 

replacement. As an employer, running company cars allows you to retain 

control over what may, for your business, be key opera�ng assets.

Fuel for private travel
If your employer provides fuel for any private travel, there is a taxable 

benefit, calculated by applying the same percentage used to calculate 

the car benefit to the fuel benefit charge mul�plier of £24,100.

You can avoid the car fuel charge either by paying for all fuel yourself 

and claiming the cost of fuel for business journeys at HMRC’s fuel-only 

advisory rates, or by reimbursing your employer for fuel used privately 

using the same rates.

Considering a company van
Many employers and employees have benefi�ed from significant savings 

by replacing company cars with employee-owned cars, part-funded by 

mileage allowances at HMRC rates. Where a company vehicle is s�ll 

appropriate, it is worth considering a van as opposed to a car.

Unrestricted use of a company van results in a taxable benefit of £3,430, 

with a further £655 benefit if free fuel is also provided. Limi�ng the 

employee’s private use to only home-to-work travel could reduce both 

figures to zero.

Considering hybrid cars
From April 2020 a new range of BIK bands is set to be introduced for 

hybrid vehicles. The appropriate percentages will range from 2%-19% for 

ultra-low emission vehicles (ULEVs) emi�ng less than 75g/km of CO2 

and depending on how far hybrid vehicles can travel under electric 

power. 

Case Study
Beth is an owner-director. For her company car she had chosen one with 

a list price of £25,785. The car runs on petrol and emits CO2 at a rate of 

148g/km. 

Beth’s company is successful, and she pays tax at 45%. Her 2019/20 tax 

bill on the car is therefore £3,829 (£25,785 x 33% x 45%). Beth’s 

company will pay Class 1A NICs of £1,174 (£25,785 x 33% x 13.8%).

The company also pays for all of Beth’s petrol. Because she does not 

reimburse the cost of fuel for private journeys, she will pay tax of £3,579 

(£24,100 x 33% x 45%) and the company will pay Class 1A NICs of £1,098 

(£24,100 x 33% x 13.8%).

The total tax and NIC cost is £9,680. Furthermore, as well as paying for 

the fuel, the company will also need to pay a gross amount of over 

£13,977 to provide Beth with the funds to pay the tax and employee 

NICs.

When employers’ na�onal insurance is taken into account, the gross 

cost before tax relief of funding Beth’s tax and the NIC liabili�es will be 

over £15,906 – higher in Scotland where the Top rate of tax is 46%.

Childcare schemes
Employer-Supported Childcare (ESC) closed to new entrants in October 

2018, with exis�ng recipients being able to choose to remain in the 

scheme for as long as their employer con�nues to provide it or move to 

the new Tax-Free Childcare scheme. For those already within ESC, 

usually in the form of childcare vouchers, ESC may con�nue to be 

offered in addi�on to employees’ pay or as a reduc�on in pay 

(commonly known as salary sacrifice), enabling them to reduce the cost 

of childcare.

 

Your next steps: contact us to discuss…

•   PAYE and payroll issues

•   Ensuring you have the correct PAYE code

•   Pu�ng together an a�rac�ve and tax-efficient remunera�on package

•   Cu�ng the cost of company cars and reviewing the alterna�ves

•   Minimising NIC costs and understanding the tax implica�ons of 

company cars

Business exit strategies

The importance of forward planning
At some point you will want to stop working in your business and either 

sell up – in which case business exit planning is a crucial element of your 

financial strategy, and could make all the difference to your long-term 

personal finances – or hand over the reins to your successors, in which 

case good planning will also help to ensure a smooth transi�on.

Important issues to consider include:

•   passing on your business to your children or other family members, 

or to a family trust

•   selling your share in the business to your co-owners or partners

•   selling your business to some or all the workforce

•   selling the business to a third party

•   public flota�on or sale to a public company

•   winding up

•   minimising your tax liability

•   what you will do when you no longer own the business.

Selling the business
If your business has a market value, or if you are looking to your 

business to provide you with a lump sum on sale, it is important to start 

planning in advance, especially if you envisage realising the value of your 

business in the next 20 years. Selling your business is a major personal 

decision and it is very important to plan now if you want to maximise 

the net proceeds from its sale.

You will need to consider:

•   the �ming of the sale

•   the prospec�ve purchasers

•   the opportuni�es for reducing the tax due following a sale.

We can help with these considera�ons.

Maximising the sale value
Up-to-date management accounts and forecasts for the next 12 months 

and beyond will be close to the top of the list of the informa�on which 

you will need to make available to prospec�ve purchasers.

Anyone who is considering buying your business will want to be clear 

about the underlying profitability trends. Are profits on the increase or 

declining? Historical profits drive the value a�ributable to many 

businesses, and therefore a rising trend in profitability should result in 

an increase in the business’s value.

This means that profitability planning is par�cularly important in the 

years leading up to the sale. So, what is the range of values for your 

business?

A professional valua�on will put you on more solid ground than 

educated guesswork. We can work with you to determine how you can 

add value to your business.

Your business valua�on
When considering business valua�ons, some of the key ques�ons to ask 

are:

•   Are sales declining, flat, growing only at the rate of infla�on, or 

exceeding it?

•   Are stock and equipment a large part of your business’s value, or is 

yours a service business with limited fixed assets?

•   To what extent does your business depend on the health of other 

industries/the economy?

•   What is the outlook for your line of business as a whole?

•   Are your business’s products and services diversified?

•   How up to date is your technology?

When is the best �me to sell?
It is important to consider several factors when deciding on the best 

�me to sell your business. These could be factors that may influence 

poten�al buyers as well as your own personal circumstances.

Personal factors to consider might include:
•   When are you planning to re�re?

•   Do you have any health issues?

•   Do you s�ll relish the challenges of running your business?

•   Does your business have an heir apparent?

•   Will your income stream and wealth be adequate, post-sale?

Meanwhile, business ques�ons might be:
•   What are the current trends in the stock market?

•   To what extent is your business ‘trendy’ or at the leading edge?

•   Are your business forecas�ng increases to the top and bo�om lines?

•   How well is your business performing when compared to other, 

similar businesses?

•   Is your business running at, or near, its full poten�al?

Considering Capital Gains Tax (CGT) 
Taxes are perhaps one of the less welcome aspects of a businessperson’s 

life. When you raise that final sales invoice and realise the proceeds 

from the sale of your business, you should be comple�ng one of the last 

steps in a strategy aimed at maximising the net return by minimising the 

CGT on sale.

As a basic rule, CGT is charged on the difference between what you paid 

for an asset and what you receive when you sell it, less your annual CGT 

exemp�on if this has not been set against other gains. There are several 

other provisions, which may also need to be factored into the 

calcula�on of any CGT liability.

CGT reliefs can reduce a 20% CGT bill significantly. To maximise your net 

proceeds, it is vital that you consult with us about the �ming of a sale, 

and the CGT reliefs and exemp�ons to which you might be en�tled. 

Calcula�ng your CGT liability
The taxable gain is measured simply by comparing net proceeds with 

total cost (including costs of acquisi�on and enhancement expenditure). 

The rate of tax depends on your overall income and gains posi�on for 

2019/20. Gains will be taxed at 10% to the extent that your taxable 

income and gains fall within the upper limit of the income tax basic rate 

band and 20% therea�er. These CGT rates are increased to 18% and 

28% for carried interest and gains on residen�al property.

A special tax relief, Entrepreneurs’ Relief (ER), is available for those in 

business, which may reduce the tax rate on the first £10 million of 

qualifying life�me gains to 10%. This is targeted at working directors and 

employees who own at least 5% of the ordinary share capital of the 

company and the owners of unincorporated businesses.

From 6th April 2019, in a change to the previous rules, the relief will be 

available to individuals on the disposal a�er two complete qualifying 

years of:

•  all or part of a trading business carried on alone or in partnership

•   the assets of a trading business a�er cessa�on

•   shares in the individual’s ‘personal’ trading company

•   assets owned by the individual used by the individual’s personal 

trading company or trading partnership where the disposal is 

associated with a qualifying disposal of shares or partnership 

interest.

New 5% rules for company shareholders
To qualify for ER, the company needs to be an individual’s personal 

company where the individual must:

•   be a company employee or office holder

•   hold at least 5% of the company’s ordinary share capital and

•   be able to exercise at least 5% of the vo�ng rights.

For disposals on or a�er 29 October 2018, they must also sa�sfy one of 

the following tests:

•   distribu�on test – an individual is en�tled to at least 5% of the 

company's profit available for distribu�on to equity holders and 5% 

of the assets available for distribu�on to equity holders in a winding 

up; or

•   a proceeds test – an individual is en�tled to at least 5% of the 

proceeds in the event of a disposal of the whole of the ordinary 

share capital of the company.

All planned transac�ons require scru�ny to ensure that the available 

Entrepreneurs’ Relief is maximised. Remember to keep us in the picture 

– we are best placed to help and advise if you involve us at an early 

stage. Investors’ Relief also provides a 10% rate with a life�me limit of 

£10 million for everyone. The main beneficiaries of this relief are 

external investors in unquoted trading companies.

Contact us to discuss:
•   Ge�ng your business ready for sale and minimising the tax due

•   Iden�fying successors within the business

•   Exploring possible purchasers

•   Valuing your business

•   Timing the sale and maximising the sale price

•   Planning your transi�on to your next venture

Personal and family
financial strategies

Looking to the future
It is likely that you will have a range of different financial requirements 

and goals. You might be looking to maximise your wealth so that you can 

enjoy more of your hard-earned money now and in re�rement. You may 

need to pay for your children’s educa�on, or to help support ageing 

parents. As your accountants, we can suggest prac�cal ways to help your 

objec�ves become reality.

Using allowances and exemp�ons
Everyone within your family is taxed separately and is en�tled to his or 

her own allowances and exemp�ons. The personal allowance (PA) is set 

at £12,500 for 2019/20, while the capital gains tax (CGT) annual 

exemp�on is £12,000.

By using the available PAs and gains exemp�ons, a couple and their two 

children could have income and gains of at least £98,000 tax-free, and 

income up to £200,000 before paying any higher rate tax. Through 

careful tax planning, we can help you and your family to benefit from 

more of your wealth.

Your tax planning objec�ves should include taking advantage of tax-free 

opportuni�es; keeping marginal tax rates as low as possible; and 

maintaining a spread between income and capital.

The Marriage Allowance
Some married couples and civil partners are eligible for the Marriage 

Allowance, enabling spouses to transfer a fixed amount of their PA to 

their partner. The op�on is available to couples where neither pays tax 

at the higher or addi�onal rate. If eligible, one partner will be able to 

transfer 10% of their PA to the other partner (£1,250 for the 2019/20 tax 

year). For those couples where one person does not use all their PA, the 

benefit will be up to £250 (20% of £1,250). 

Transferring assets
Planning can be hindered by the poten�al for tax charges to arise when 

assets are moved between members of the family. Most gi�s are 

poten�ally taxable as if they were disposals at market value, with a 

resul�ng exposure to CGT and Inheritance Tax (IHT). However, special 

rules govern the transfer of assets between spouses. In many cases, for 

both CGT and IHT there is no tax charge, but there are some excep�ons 

– please contact us for further advice. In addi�on, gi�s must be outright 

to be effec�ve for tax, and must not comprise a right only to income. 

Careful �ming and advance discussion with us are essen�al.

High Income Child Benefit Charge
A charge arises on a taxpayer who has adjusted net income over 

£50,000 in a tax year where either they or their partner are in receipt of 

Child Benefit for the year. Where both partners have adjusted net 

income in excess of £50,000, the charge applies to the partner with the 

higher income.

The income tax charge applies at a rate of 1% of the full Child Benefit 

award for each £100 of income between £50,000 and £60,000. The 

charge on taxpayers with income above £60,000 will be equal to the 

amount of Child Benefit paid. Claimants may elect not to receive Child 

Benefit if they or their partner do not wish to pay the charge. Equalising 

income can help to reduce the charge for some families. 

Case Study
Paul and Sarah have two children and receive £1,789 Child Benefit for 

2019/20. Sarah has li�le income. Paul expects his adjusted net income 

to be £55,000. On this basis the tax charge will be £895. This is 

calculated as £1,789 x 50% (£55,000 - £50,000 = £5,000/£100 x 1%).

If Paul can reduce his income by a further £5,000 no charge would arise. 

This could be achieved by transferring investments to Sarah or by 

making addi�onal pension or Gi� Aid payments.

Cap on reliefs
There is a ‘cap’ on certain otherwise unlimited tax reliefs (excluding 

charitable dona�ons) of the greater of £50,000 and 25% of your income. 

This cap applies to relief for trading losses and certain types of qualifying 

interest.

Giving your children a good start
Funding university degrees and saving up a deposit for a first home are 

increasingly expensive prospects, so the sooner you start planning, the 

be�er. All children have their own PA, so income up to £12,500 escapes 

tax this year, if it does not originate from parental gi�s. If income from 

parental gi�s exceeds £100 (gross), the parent is taxed on it, unless the 

child has reached 18, or has married. Parental gi�s could be invested to 

produce tax-free income, or in a Cash or Stocks and Shares Junior 

Individual Savings Account (Junior ISA) to help build a fund to help offset 

university expenses and minimise debts. The £100 limit does not apply 

to gi�s into JISAs or Na�onal Savings Children’s Bonds. 

Childcare scheme
The Government has introduced the Tax-Free Childcare (TFC) scheme, 

which operates via an online childcare account. Under the TFC scheme, 

relief is given at 20% of the costs of childcare, up to a total childcare cost 

of £10,000 per child per year. The scheme is worth a maximum of 

£2,000 per child (£4,000 for a disabled child). All children under 12 years 

old are eligible (or up to 17 for children with disabili�es), but parents 

must meet certain eligibility criteria.

Genera�on skipping
If your child is grown up and financially secure, it may be worth 

‘skipping’ a genera�on, as income from capital gi�ed by grandparents or 

more remote rela�ves will usually be taxed as the child’s, as will income 

distribu�ons from a trust funded by such capital.

Marriage breakdown
Maintenance payments do not usually qualify for tax relief. The special 

CGT and IHT treatment for transfers between spouses applies throughout 

the tax year in which separa�on occurs. For CGT, transfers in subsequent 

years are dealt with under the rules for disposals between connected 

persons, with the disposal treated as a sale at market value, which could 

result in substan�al chargeable gains. For IHT, transfers remain exempt 

un�l the decree absolute. Timing is crucial; we can assist you.

A con�ngency plan
Con�ngency planning could help to protect your family if you die or 

become incapacitated. This might include taking out adequate insurance 

cover, perhaps with life assurance wri�en into trust to ensure quick 

access to funds. It is also essen�al to make a Will. We also strongly 

recommend that you and your spouse:

•   Make a living Will (also called ‘advance decisions’): so that your 

wishes are clear regarding medical treatment if, for example, you 

were seriously injured following an accident

•   Execute a las�ng power of a�orney: so that if you become unable to 

manage your affairs as a result of an accident or illness, responsibility 

will pass to a person of your choosing.

Remember to tell your spouse, your parents, and your business partners 

where your Will and related documents are kept. If you are passing on 

responsibility for managing your affairs, it might be advisable to talk 

ma�ers through with them.

Contact us to discuss:
•   Making the most of allowances and reliefs

•   Ensuring that your tax liability is kept to a minimum 

within the law

•   Using savings, capital and other vehicles to give your 

children a be�er start in life

•   Tax-efficient savings and investments



DISCLAIMER: This publica�on is for guidance only, and professional advice should be obtained before ac�ng on any 
informa�on contained herein. Neither the publishers nor the distributors can accept any responsibility for loss occasioned to 
any person as a result of ac�on taken or refrained from in consequence of the contents of this publica�on.


