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Welcome to our Tax E - News tax newsletter, designed to keep you informed of the measurer taken effect from July 2016 . We hope
you enjoy reading this; and remember - we are here to help you so please contact us if you need any further information on any of the
topics covered.
SHOULD I USE THE VAT FLAT RATE SCHEME
FOR MY SMALL BUSINESS?

The VAT Flat Rate Scheme is intended to simplify VAT
accounting and reporting for small businesses, and some
may even find that they pay less VAT than using normal
VAT accounting.
To join the scheme your VAT turnover must be £150,000
or less (excluding VAT), and you must apply to HMRC to
use the scheme. You can remain in the scheme until your
turnover including VAT exceeds £230,000. With the Flat
Rate Scheme you pay a fixed rate of VAT to HMRC
depending on your business category and you keep the
difference between what you charge your customers and
pay to HMRC. However, you can’t reclaim the VAT on
your purchases, except for certain capital assets over
£2,000.

THINKING ABOUT INCORPORTING YOUR
BUSINESS?

Where a sole trader, partnership or LLP has
established a significant value for the goodwill of
their business it was possible up until 3 December
2014 to transfer that goodwill to a limited company
and pay just 10% capital gains tax by claiming
entrepreneurs’ relief. The former owner(s) could
then draw down on the loan account created with
the transferee company over time as future cash
was generated by the business. This tax planning
strategy became less attractive when
entrepreneurs relief was denied where the
transferor and transferee were related parties,
although the latest Finance Act has relaxed this
rule where the former owner receives less than
5% of the acquiring company’s shares.
Now that the top rate of CGT has been reduced to
20% from 6 April 2016 for such transfers, rather
than 28%, it may be worth reconsidering this
strategy. For example where an individual’s share
of goodwill is worth £500,000 the CGT due would
be £100,000 leaving £400,000 net of tax. Note
that for a transfer in June 2016 the CGT would not
be due until 31January 2018.

HMRC have recently revised their guidance on different
business categories. For example not all consultants
should use the 14% flat rate applicable to management
consultants and should instead use the 12% rate for
‘business services not listed elsewhere’.

That would

result in them paying over 2% less of their takings to
HMRC. On £150,000 a year that would be a £3,000 VAT
saving. There is a further 1% reduction in the first year
that the business is VAT registered.

Consider charging interest to the company on the
loan account balance as that is now more tax
efficient than dividends for higher rate taxpayers.
Note that although the goodwill would generally
need to be written off against the company’s
profits, there is no longer a tax deduction for the
amortisation resulting in higher taxable profits.
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REPORTING BENEFITS IN KIND
SHARES ISSUED TO EMPLOYEES AND
DIRECTORS

AND

It’s that time of year again when the annual return of
benefits in kind and expenses paid on behalf of
directors and employees needs to be made to HMRC.
Unless the employer holds a dispensation, this
includes expenses such as travel and subsistence
that are reimbursed to employees and directors.
Note however that from 2016/17 the employer will no
longer need such a dispensation if the expenses are
wholly, exclusively and necessarily incurred in the
performance of the individuals’ duties.
Remember also that whenever companies issue
shares to employees and directors they need to
consider whether or not an entry needs to be made on
the end of year HMRC Form 42. This form is used to
report events relating to shares and securities obtained
by reason of employment and needs to be submitted
online by 7 July following the end of the tax year. As
usual we can assist you on complying with these
reporting requirements.

COMPANY CAR ADVISORY FUEL RATES

These rates are the suggested reimbursement rates
for employees’ private mileage in their company cars
and are reviewed each quarter on 1 March, 1 June, 1
September and 1 December. In line with an increase
in fuel prices, the rates that apply from 1 June 2016
are shown below:
engine size

petrol

1,400 cc or less

10p

1,600 cc or less
1,401cc to 2,000cc

LPG
7p

9p (8p)
13p

9p

(12p)

(8p)

1,601cc to 2,000cc
over 2,000cc

diesel

10p
20p

12p

(19p)

(11p)

13p

Where there has been a change, the rates that applied
prior to 1 June 2016 are shown in brackets.
You can use the previous rates for up to 1 month from
the date the new rates apply.
If you reimburse your employees the tax free amount
of 45p a mile (25p after 10,000 miles) for using their
own car for business purposes, then 20/120ths of the
above amounts can be reclaimed as input VAT by your
business. For example, a diesel-engine car emitting
over 2,000cc = 12p x 1/6 = 2p input VAT a mile.

TRIVIAL BENEFITS IN KIND NOW EXEMPT

Employees are no longer taxable on trivial benefits in
kind, provided the cost to the employer is less than
£50. This must not be cash or vouchers or a reward for
past or future services but is intended to cover gifts of
flowers on a birthday or a turkey at Christmas.
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