helping our clients prosper...

Spring 2016

In this issue:
The pros and cons of
incorporation for buy-to-let
landlords
PAYE: a warning and an
opportunity
Scottish tax residence rules
coming in
A ten mile distinction on
business claims

iStock©Pauws99

End of permanent
non-domicile status

2

Spring 2016

The pros and cons of incorporation
for buy-to-let landlords
Tax changes announced during 2015 will increase costs for many
buy-to-let landlords and may make some lettings unprofitable. But there
may be ways of mitigating some of these costs.
The summer 2015 Budget ushered in the removal
of higher and additional rate income tax relief
on the costs of buying residential property for
letting, a change that will be phased in over four
years starting in 2017/18. At present, loan interest
is deducted from rental income, together with
other costs of letting, and tax is charged on the
resulting profit. This means that owners receive
tax relief for the interest at their highest rate or
rates of tax. For example, if rental income before
interest is £30,000 and the owner pays interest of
£20,000, the profit of £10,000 is currently subject
to income tax. For a higher rate (40%) taxpayer
that would result in tax of £4,000. From 2020/21
the same owner will pay tax of £8,000 – i.e. 40%
of £30,000 less 20% basic rate tax relief on the
£20,000 interest.
Owners of commercial property and furnished
holiday lettings will still be able to get full tax relief
for interest, so one way of avoiding the restriction
will be to diversify into these types of properties.
However it can be difficult to meet the qualifying
conditions for furnished holiday lettings.
Holding properties in a company
Companies won’t be affected by the restriction
on interest relief and by 2020/21, the corporation
tax rate will have fallen to 18%. A company
with rental income of £30,000 paying interest of
£20,000, as in the example above, will therefore
pay tax of £1,800. Against this benefit must be
set some costs. There will be more tax to pay if
income is drawn from the company, although
from April 2016 every individual will have a taxfree dividend allowance of £5,000. Dividends

that an individual receives above that amount
will be taxed at 7.5% basic rate, 32.5% higher
rate or 38.1% additional rate. To reduce tax on
distributions, you could spread ownership of
the company’s shares among family members,
especially those who do not pay more than
basic rate tax. The 18% corporation tax rate will
normally also apply to a company’s profits
on selling properties. Furthermore,
companies benefit from an
indexation allowance which
reduces their chargeable
gains. However an
individual who
withdraws the
profits will have
to pay further
tax, so
the low
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corporation tax rate is most valuable if the profits
end up being reinvested within the company.
A major downside to incorporation could be the
capital gains tax (CGT) and stamp duty land tax
(SDLT) charges on transferring properties to a
company because these taxes will be based on
the market value of the properties. A corporate
structure is therefore likely to be most useful
for new investment in residential property. The
administrative burden is likely to be heavier
where a company is used, and banks may charge
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a higher interest rate. Further tax liabilities will
arise in the case of a company holding residential
properties worth over £2 million.
The Autumn Statement 2015 included two
further changes that will affect buy-to-let
investors. From 2019 payment of CGT on
residential property will be brought forward
to 30 days after completion, and by 2020
most landlords will have to keep track of their
tax affairs digitally and update HMRC at least
quarterly. These changes seem unlikely to apply
to companies. However, the 3% added to
SDLT rates on purchases of buy-to-let property
will be imposed on both companies and
individuals, though the government is
considering some exemptions. If
you are thinking of investing in
property, do consult us first
because there are many
factors to consider.
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PAYE: a warning and an opportunity

Payrolling has become an increasingly popular way for employers to pay
the tax due on benefits provided to employees.
The use of payrolling means that your
employees will not find themselves in the tricky
position of having to pay the tax on two or
three years of benefit at the same time. Taxable
benefits are put through your payroll on a
current basis in the same way as cash earnings.
The employee therefore pays the correct amount
of tax when the benefit is received. You, as an
employer, will have less administration, and selfassessment will be simpler for those employees
who need to complete a tax return.
Until 5 April 2016, payrolling was allowed by
HM Revenue & Customs (HMRC) on an informal
basis, but be warned that on that date any
existing informal arrangements will have to stop
(except if you have previously been payrolling
benefits in respect of living accommodation,
beneficial loans, vouchers and credits cards.
Then you will be able to continue to do so, and
P11Ds will still be necessary).
In order to payroll benefits for 2016/17, you
must register with HMRC by 5 April 2016 using
the online Payrolling Benefits in Kind (PBIK)
service. It will not be possible to register after
the start of the tax year.

Of course, you should ensure that your payroll
software can payroll benefits before registering.
With informal payrolling, it was still necessary to
include payrolled benefits on P11Ds, but you will
now not have to report payrolled benefits. If you
cannot use the PBIK service, then benefits will
have to be reported on P11Ds.
If you have not previously payrolled benefits, the
flexibility offered by the PBIK service gives you
the opportunity to now do so. Most benefits,
including company cars, can be payrolled; the
exceptions are living accommodation, beneficial
loans, vouchers and credit cards. You can choose
which benefits to include and any employee
who does not wish their benefits to be payrolled
can be excluded. The payrolling of company car
benefits will avoid the need to complete P46
(car) forms. Once you have registered to payroll
a particular benefit with the PBIK service, then
that registration is automatically carried forward
to future tax years. But once the tax year has
started, you will have to continue to payroll that
benefit for the whole tax year.
We are here to help so please get in touch with
us.
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Scottish tax residence rules coming in
People living in Scotland will soon pay part of their income tax to
the Scottish government, a move that could result in them paying a
different rate of tax from other UK residents.
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The main UK income tax rates
for Scottish residents will
be reduced by 10p from
6 April 2016. The
Scottish Parliament
will then set the
Scottish rate of
income tax to
be paid on top
of the UK rate.
For 2016/17
the Scottish
government
has proposed
a rate of 10p, in
which case people
in Scotland will pay
the same rates as the
rest of the UK. However
if, in future, the Scottish rate
is set at 11p, for example, Scottish
taxpayers will pay 21% (10% + 11%) basic
rate, 41% (30% + 11%) higher rate and 46%
(35% + 11%) additional rate tax. Similarly, with
a 9p Scottish rate, the combined rates would be
19%, 39% and 44%.
The Scottish rate will not apply to savings
income, such as bank interest, or dividends,
which will continue to be taxed at the UK rates.
It will not affect income tax allowances and
thresholds.
Whether you are subject to the Scottish rate
will normally depend on where you live. It will
make no difference where you work or where
your employer is based. For people with just
one home this is straightforward, but if you

have homes in Scotland and
elsewhere in the UK, or if
you move in or out of
Scotland during the
year, it will normally
be your main
residence that
determines
whether you
are a Scottish
taxpayer. If
you cannot
identify your
main residence,
you will be a
Scottish taxpayer
if you spend more
days in Scotland than
elsewhere in the UK. Days
outside the UK are ignored.
Your Scottish residence status can
change from one tax year to the next, but it will
not alter during the year. Only people who are
UK resident in the first place can be Scottish
taxpayers.
From 2016/17 Scottish employees will have a
tax code prefixed by an ‘S’ so that employers
can deduct the correct amount of tax.
HM Revenue & Customs (HMRC) will identify
Scottish employees from their address and so it
is important that they tell HMRC if they move
home.
We can advise if you are not sure whether you
or a family member qualify as a Scottish resident
or on how the Scottish rates will affect you, so
please get in touch.
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A ten mile distinction on business claims
The latest update to HM Revenue & Customs’ (HMRC’s) advisory fuel
rates sees 1p reductions to several petrol and LPG rates.
Engine size

Petrol

Diesel

LPG

1400cc or less

11p

9p

7p

1401cc to 1600cc

13p

9p

9p

1601cc to 2000cc

13p

11p

9p

Over 2000cc

20p

13p

13p

These rates can be used where an employee is
reimbursed for business mileage driven in their
company car, and will be reviewed again on
1 March 2016.
When employees use their own car for business
mileage, a rate of 45p a mile can be paid for the
first 10,000 business miles driven each tax year,
with 25p a mile thereafter. Reimbursement up
to these amounts is tax free, and, if the amount
is not reimbursed, the employee can claim a tax
deduction.

The big question, of course, is which journeys
count as business mileage? The current rules are
complex, especially when an employee travels
from home to a location near to their normal
workplace. A basic rule is that if a journey is
essentially the same as the employee’s normal
commute, then it does not count as business
mileage.
HMRC normally applies a ten mile rule, and it
is increasingly reinforcing this when checking
on mileage claims. For example, an employee’s
normal commute to her employer’s office is
20 miles. One day, she drives past the office to
meet a client based a further 12 miles away.
Although the total of 32 miles includes the
normal commute, the entire journey qualifies as
business mileage. The ten mile rule is, however,
not relevant where an employee needs to travel
in a completely different direction to their
normal commute.
If the visit occurs on the way to the normal
workplace, then the classification of the journey
comes down to whether or not it is substantially
the same as the normal commute. For example,
where a client’s premises are situated three
miles along a four and half mile commute, then
the trip to the client will not count as business
mileage because the journey is not substantially
different to the normal commute. Conversely,
the trip will qualify if the client’s premises are
three miles along an 18 mile commute.
Regardless of the treatment of the initial journey,
any distance between a client’s premises and
the employer’s premises will always be business
mileage.
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End of permanent non-domicile status
Government proposals will bring permanent non-domicile status to an
end from 6 April 2017.
However, the government has shied away from
complete abolition, and is introducing a deemed
domicile rule instead. A person will be deemed
to be domiciled in the UK for all tax purposes
once they have been resident in the UK for at
least 15 out of the previous 20 tax years.
Deemed domicile status will apply from the 16th
year of UK residence. For inheritance tax (IHT), a
person will therefore be deemed to be domiciled
in the UK one year earlier than is currently the
case.
The 15 out of 20 year rule means that some
planning may be possible. For example, you
could be UK resident for 15 years, then you
could be non-resident for six years, and then
you could be resident for another 15 years
without becoming deemed domiciled for any of
these years.
Domiciled in the UK
Once anyone is deemed to be domiciled in the
UK, they will generally be taxed on exactly the
same basis as a person who is UK domiciled.
They will therefore have to pay income tax and
capital gains tax on their worldwide income
and gains – and the remittance basis of taxation
for overseas income and gains will no longer
be available to them. IHT will be payable on
worldwide assets instead of just on a person’s
UK assets.
However, the proposals include protection for
offshore trusts provided the trust has been set
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up before a person becomes deemed domiciled.
Income and gains retained within the trust
will be protected from the tax implications
of the settlor becoming deemed domiciled.
Offshore trusts will also remain effective for IHT
purposes. So if you have surplus assets, consider
transferring them into trust before being caught
under the deeming provisions. Of course once
you have been deemed to be UK domiciled,
the exemption will not apply where you, your
spouse or your children receive any benefit from
the trust.
If you are not UK domiciled but you are UK
resident for 15 or more years, you might need
to think about leaving the UK for a long enough
period to reset the year count. If you are already
overseas, you will now need to plan the date of
your return to the UK with care.

Printed on paper produced using wood fibre and manufactured at a mill that has been awarded the ISO14001 and EMAS
certificates for environmental management.

8

Spring 2016

Lang Bennetts Grants and Funding Service
The Route to Successfully Raising Grant Finance
The four crucial steps required to successfully raise
grant funding are outlined below.
1. Project Scope – The first step is to identify
the actual project expenditure, timelines
and the likely business benefits that will
accrue from the investment.
2. Eligibility – Once the project expenditure
is identified then the business can begin to
seek what funding they are eligible for and
the potential fit with specific programmes.
3. Application – Each grant programme
will have a specific application process
to navigate and usually includes an
application form, business plan and
detailed financial forecasts.
4. Procurement – Increasingly, the use of
any public funding will require a robust
and accountable procurement method
to ensure that there is minimal risk of
‘funding claw-back’.
Why use Lang Bennetts?
The use of our professional advisors to support
your application ensures the maximum chance of
successful funding, but also saves you the wasted
time in searching out programmes that may not
be appropriate for your project. Our advisors can
quickly and efficiently undertake a project scoping
and eligibility exercise for you, before you begin
the lengthy full application stage.

Lang Bennetts, Chartered Accountants
The Old Carriage Works
Moresk Road
Truro
Cornwall TR1 1DG
Tel 01872 272047
Website www.lang-bennetts.co.uk

Common issues to most grant applications are:
n Not knowing the options for grant funding
and which sources would be relevant.
n Not seeking funding due to anxiety about
wasting time and effort on unsuccessful
applications.
n Low quality applications resulting in a
higher failure rate.
Working with us
We can offer everything from a no-obligation
eligibility check through to a full hand-holding
application service:
n Identifying appropriate sources of grants
and finance, identifying the benefits
and downsides of raising successful
grant funding and risks in not delivering
contracted outputs, such as job creation.
n Reviewing the business to identify and
correct shortfalls or omissions that would
impact on any investment decision.
n Guidance on project expenditure and
detailed procurement advice.
n Help with preparation of the business
plan, application forms, detailed
financial forecasts and support in any live
presentations.
For more information please contact us at
funding@lang-bennetts.co.uk or speak to your
usual point of contact.

Bickland House
Bickland Water Road
Falmouth
Cornwall TR11 4SB
Tel 01326 375587
Follow us on Twitter: @langbennetts
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