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    Welcome to the  
        Autumn edition

Welcome to the Autumn Edition of our newsletter. This is the first post the Brexit 
vote and we have deliberately steered clear of trying to second guess what 
might happen in the future; however, initial signs are reasonably positive but 
a huge amount of detailed change is required. VAT is just one area that may 
need to be reformed radically. Wednesday 23rd November 2016 will be one 
for the diary as this will be the day that our new Chancellor of the Exchequer 
Phil Hammond presents his Autumn Statement which is often referred to as a 
mini-budget. This may prove a good indicator of the government’s plans for the 
remainder of this parliament. Enjoy this edition which as usual covers a number 
of wide ranging topics.

by Colin Burns

•	 	One	of	the	main	purposes	of	
acquiring	the	land	was	to	realise	a	
profit	or	gain	from	disposing	of	the	
land;

•	 	One	of	the	main	purposes	of	
acquiring	any	property	deriving	
its	value	from	land	(e.g.	shares)	
was	to	realise	a	profit	or	gain	from	
disposing	of	the	land;

•	 	The	land	is	held	as	trading	stock;	
or

•	 	One	of	the	main	purposes	of	
developing	the	land	was	to	realise	
a	profit	or	gain	from	disposing	of	
the	land	when	developed.	

Therefore,	for	example	if	an	
offshore	investor	holding	a	long	
term	investment	property	decided,	
prior	to	sale	to	redevelop	it,	the	
element	of	the	profit	made	from	the	
redevelopment	will	fall	within	the	
scope	of	this	new	tax.

The	profits	will	be	chargeable	
as	they	are	realised	through	the	
company’s	accounts,	so	the	timing	
of	recognition	of	sales	may	be	
critical	for	some	offshore	property	
developers.

Further	anti-avoidance	provisions	
are	also	set	out	in	“anti-flipping”	

The creation of the level  
playing field 

On	5	July,	the	Government	published	
the	draft	legislation	in	respect	of	
overseas	persons	engaged	in	the	
development	of	UK	property.	This	
legislation	is	effective	from	the	date		
of	publication.

The	legislation	is	very	much	in	line	with	
the	Government’s	technical	note	issued	
at	the	time	of	the	2016	Budget	and	is	
part	of	the	suite	of	provisions	introduced	
to	combat	the	perceived	“unlevel	playing	
field”	between	UK	and	offshore	property	
developers	involved	in	developing	UK	
property.	

Under	the	new	legislation,	a	non-
resident	company	will	be	subject	to	
corporation	tax	where	it	carries	on	a	
trade	“of	dealing	in	or	developing	UK	
land”,	regardless	as	to	whether	it	has	
a	Permanent	Establishment	here	or	
not.	Non-resident	individuals	are	also	
brought	into	the	scope	of	UK	income	tax	
where	they	are	undertaking	the	same	
activities.

Such	a	trade	is	defined	as	“dealing	in	
UK	land	and	developing	UK	land	for	the	
purposes	of	disposing	of	it”	and	must	
satisfy	one	of	four	conditions	to	fall	
within	the	scope	of	the	legislation: by Colin Burns

provisions	to	related	parties,	
the	fragmentation	provisions	
to	prevent	offshore	developers	
using	contractual	or	structural	
arrangements	with	related	parties	
to	shift	profits	away	from	the	
development	company,	as	well	as	
provisions	to	ensure	that	disposal	
of	the	property	deriving	their	value	
from	UK	land	are	within	its	scope	
(for	example	shares).	For	these	
provisions	to	apply	at	least	50%	
of	the	value	of	the	shares	must	be	
derived	from	UK	land	value.		

Finally,	there	is	a	specific	clause	
to	counter	obtaining	a	relevant	
tax	advantage	by	virtue	of	the	
any	provisions	of	double	tax	
arrangements,	where	the	relevant	
tax	advantage	is	contrary	to	the	
object	and	purpose	of	the	double	
tax	arrangements.

For	many	offshore	property	
developers,	serious	consideration	
may	well	now	be	made	to	bring	
the	project	onshore,	particularly	
with	the	level	of	corporation	tax	
continuing	to	fall.

Property Development 
by Non Residents
Property	Development	Tax	legislation	published 	and	effective	from	5	July	2016
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The reverse 
charge rules 
therefore ensure 
that taxable 
persons located 
in the EU pay VAT 
at the applicable 
EU rate on 
services provided 
to them...

The	reverse	charge	(or	“tax	shift”)	
applies	in	a	cross-border	context	to	
services	provided	by	an	overseas	
supplier	to	a	UK	business,	or	by	a	
UK	business	to	an	overseas	business	
customer.

For	these	services	the	place	of	supply	
becomes	the	country	in	which	the	
recipient	of	the	services	belongs.	
In	this	case,	the	recipient	is	liable	
to	account	for	any	VAT	due	in	the	
member	state	where	it	receives	the	
supply.

An	objective	of	the	VAT	system	is	to	
create	a	level	playing	field	as	far	as	
competition	in	business	is	concerned.	
EU	legislation	aims	to	create	a	single	
market	and	remove	fiscal	barriers	
between	member	states.	If	there	were	
no	special	rules	for	services	provided	
by	overseas	suppliers,	businesses	
which	cannot	recover	all	of	their	input	
tax	could	avoid	incurring	VAT	by	
obtaining	services	from	a	different	EU	
member	state	where	the	rate	of	VAT	
was	lower,	or	from	outside	the	EU.	
Similarly,	an	EU	member	state	with	a	
low	VAT	rate	would	be	an	attractive	
location	for	businesses	providing	
international	services.	

The	reverse	charge	rules	therefore	
ensure	that	taxable	persons	located	
in	the	EU	pay	VAT	at	the	applicable	
EU	rate	on	services	provided	to	
them,	irrespective	of	where	the	
supplier	belongs.	It	applies	to	services	
received	from	persons	belonging	both	
inside	and	outside	the	EU.

In	addition,	the	reverse	charge	
provisions	remove	the	requirement	for	
non-UK	suppliers	to	register	for	VAT	in	
the	UK	if	they	only	supply	services	to	
VAT-registered	businesses.

The reverse charge does  
not apply if the:

-		overseas	supplier	is	registered	for	
VAT	in		the	UK;	or

-			services	are	exempt	or	zero-rated	in	
the	recipient’s	country;	or

-			services	are	supplied	within	the		

same	legal	entity	(except	in	limited	
circumstances).

A	registered	trader	can	buy	a	basic	
rule	service	from	a	supplier	in	another	
EU	Member	State	without	paying	
VAT	in	that	EU	Member	State.	Having	
done	so,	the	reverse	charge	then	
applies:	VAT	is	due	in	the	trader’s	own	
EU	Member	State,	and		
at	the	rate	applicable	in	that	EU		
Member	State.

The reverse charge:

•	taxes	basic	rule	services;	but	

•		bought	from	anywhere	in	the	world,		
not	just	elsewhere	in	the	EU.	

This	prevents	unregistered	or	partially	
exempt	traders	from	avoiding	UK	VAT.

UK customer receives a service 
from a person who belongs outside 
the UK where the place of supply 
is the UK and no VAT has been 
charged by the supplier.

VAT registration

The	reverse	charge	rules	apply	to	
a	‘person’	rather	than	a	‘taxable	
person’	who	receives	a	service	from	
outside	the	UK	where	the	place	of	
supply	is	the	UK	and	no	VAT	has	
been	charged	by	the	supplier.

If	the	value	of	such	services	alone	
exceeds	the	threshold,	the	trader	
must	register	for	VAT,	even	if	it	makes	
no	other	taxable	supplies.	The	normal	
VAT	registration	limit	rules	do	apply,	
the	value	of	the	reverse	charge	merely	
being	added	to	any	existing	taxable	
supplies.

The	other	situation	where	a	UK	
business	may	be	tempted	(incorrectly)	
to	use	the	services	of	an	overseas	
entity	is	if	the	business	is	not	
registered	for	VAT	in	the	UK	because	
it	only	makes	exempt	supplies.	

For example:	DGG	Insurance	
Brokers	Ltd	is	based	in	the	UK	but	
is	not	registered	for	VAT	because	it	
only	makes	exempt	supplies	linked	to	
insurance	services.

The	managing	director	of	the	
company	has	devised	a	strategy	that	
he	thinks	will	save	£22,000	VAT	per	
annum	(based	on	20%	rate	of	VAT):

•	the	company	auditors	in	the	UK	
charge	£50,000	plus	VAT	for	their	
services	—	he	intends	to	use	an	
American	company	to	do	this	work	
for	the	same	fee	but	without	VAT	
being	charged;

•	the	company	pays	£60,000	plus	
VAT	each	year	for	computer	
consultancy	services.	He	intends	to	
use	a	firm	in	India	to	carry	out	this	
work	—	again	for	the	same	fee	but	
without	VAT		
being	charged.

The	result	of	the	above	measures	(he	
thinks)	is	that	the	company	will	save	
irrecoverable	VAT	of	£22,000	(i.e.	
£110,000	x	20%)	—	is	he	correct?

Solution	—	If	the	company	proceeds	
with	the	strategy	being	proposed	by	
the	managing	director,	it	will	be	liable	
to	be	VAT	registered	because	the	
value	of	its	reverse	charge	services	
will	exceed	the	VAT	registration	limit	
on	an	annual	basis.

Once	registered,	the	company	
will	account	for	output	tax	on	the	
overseas	services	in	Box	1	of	
quarterly	VAT	returns	(£110,000	x	
20%	=	£22,000)	—	but	will	not	be	
able	to	reclaim	input	tax	in	Box	4	
because	the	services	are	attributable	
to	exempt	supplies.	The	end	result	
is	that	the	company	is	in	the	same	
VAT	position	if	it	uses	an	overseas	
company	to	carry	out	various	works	
as	if	it	used	a	UK	supplier,	i.e.	the	VAT	
rules	have	ensured	that	a	level	playing	
field	exists	for	all	EU	businesses.

Dealing with the reverse charge

You	calculate	the	amount	of	VAT	
(output	tax)	on	the	full	value	of	the	
services	supplied	to	you,	and	then	
enter	on	your	VAT	Return:

•		the	amount	of	VAT	you	calculated	
in	box	1,	and	if	you	are	entitled	to	
reclaim	the	VAT	on	your	purchase	

VAT and the Reverse Charge

by  
Ajay Shah
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This article was 
contributed by 
The Tax Team

of	these	supplies,	also	put	the	same	
figure	in	box	4	(this	in	effect	cancels	
out	the	figure	in	box	1)

•		the	full	value	of	the	supply	in	both	
box	6	and	box	7.

Value of services from  
other countries

The	amount	of	VAT	payable	on	any	
service	from	another	country	is	the	
same	as	the	amount	of	VAT	that	would	
be	paid	if	the	service	were	supplied	
to	you	by	a	UK	supplier	for	the	same	
net	amount.	You	must	account	for	the	
value	of	the	services	in	sterling,	so	you	
must	convert	their	value	into	sterling	if	
the	services	were	priced	in	any	other	
currency.	

Services covered by the reverse 
charge

The	reverse	charge	procedure	
explained	above	applies	to	all	services	
where:

(a)	the	place	of	supply	is	the	UK;	and

(b)	the	supplier	belongs	outside	the	
UK;	and

(c	the	recipient	is	a	VAT	registered	
person	who	uses	the	services	for	
business	purposes.

The	above	situation	covers	services		
relating	to	land.

The	reverse	charge	cannot	apply	to	
these	services	if	the	recipient	is	not	
already	registered	for	VAT	in	the	UK.	
In	such	cases,	the	supplier	must	
account	for	the	VAT	due.

Note	—	the	existence	of	the	reverse	
charge	procedure	for	the	services	
listed	above	does	not	prevent	
overseas	suppliers	from	registering	
for	VAT	in	the	UK	under	normal	rules.	
If	they	do	register,	they	must	invoice	
UK	VAT	in	the	normal	way	and	the	
recipient	is	not	then	required	to	
account	for	VAT	under	the	reverse	
charge	procedure.

On	Budget	Day	we	wondered	what	
the	point	of	another	entrepreneurs’	
relief	type	regime	was	for.	The	EC	
enforced	changes	to	the	Enterprise	
Investment	Scheme	(EIS)	has	meant	
that	many	companies	that	could	
attract	investors	through	EIS	now	
cannot	–	if	they	are	too	old	or	don’t	
meet	the	other	qualifying	criteria.	This	
is	the	gap	filler.

Effectively	we	have	a	mix	of	
Entrepreneurs	Relief	(ER)	and	EIS.	
This	sounds	complicated	but	it	is	
remarkably	straight	forward	and	easy	
to	understand.

So	what’s	involved?	Well	the	basics	
are:

•		The	investor	cannot	be	a	director,	
employee	or	be	connected	with	one

•		The	shares	must	be	subscribed	for	
(not	acquired	from	a	third	party)

•		The	shares	must	be	subscribed	for	
after	16	March	2016,	and	held	for	at	
least	three	years	from	6	April	2016	
before	disposal

•		The	company	is	not	‘listed’	and	has	
been	trading	(or	a	holding	company	
of	a	trading	group)	throughout	the	
three	years

•	The	shares	are	ordinary	shares

•		There	is	a	lifetime	allowance	of	
£10m	(in	addition	to	the	£10m	for	
ER)

•		The	rate	of	CGT	on	disposal	will		
be	10%

•		There	are	EIS	like	anti-avoidance	
provisions	where	investors	are	trying	
to	extract	existing	capital	to	reinject	
it	and	get	previously	unavailable	
relief

See the example below.

Paris	Builders,	is	an	overseas	trader	
based	in	France,	and	staff	of	the	
company	travel	to	the	UK	to	do	some	
bricklaying	work	at	a	new	extension	
for	a	retailer	based	in	London.	The	
place	of	supply	is	the	UK	(where	the	
building	is	located)	and	the	value	
of	the	work	is	£50,000.	The	French	
company	cannot	benefit	from	the	UK	
VAT	registration	threshold	and	would,	
ordinarily,	be	required	to	register	for	
VAT	in	the	UK.	However,	the	French	
company	can	avoid	the	need	to	
become	VAT	registered	in	the	UK	
because	the	customer	(the	retailer)	
can	account	for	the	UK	VAT	instead	
by	doing	a	reverse	charge	calculation	
on	its	own	VAT	return.	If	the	customer	
was	not	VAT	registered,	then	the	
French	builder	would	need	to	register	
for	VAT	in	the	UK	as	an	overseas	
trader.

The All New Investor CGT Relief

There	is	no	5%	minimum	requirement	
–	so	that	means	employees	who	hold	
less	than	5%	in	a	company	they	work	
for	will	have	access	to	neither	ER	or	
investor	relief.

Along	with	EIS	and	ER	this	is	yet	
another	difficult	area	for	all	concerned.	
The	range	of	qualifying	conditions	and	
criteria,	and	the	potential	difference	in	
terms	of	liability	on	bigger	transactions	
means	that	extreme	care	will	be	
needed	to	ensure	that	all	the	correct	
steps	are	taken	(or	not)	to	ensure	that	
relief	is	preserved.

VAT and the Reverse Charge

It	remains	to	be	seen	if	wholesale	
changes	are	made	to	the	VAT	system	
as	a	result	of	the	Brexit	vote	and	
clearly	the	Reverse	Charge	could	
be	one	of	the	areas	of	VAT	law	that	
is	impacted.	But	for	now	it	remains	
in	force	and	all	business	should	be	
aware	of	its	application.
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With the start of the school and 
university years it is a good time to 
avoid falling foul of the following five 
investment myths.

Myth No.1  
Children don’t pay tax

Children are treated on the same 
basis as adults from the moment 
they are born. They are allowed to 
receive gross income of £11,000 (the 
personal allowance for 2016/17) from 
any investment or earned source 
before being liable to pay tax. (They 
start paying National Insurance on 
part time jobs from age 16). From 6th 
April 2016 all basic rate taxpayers 
(broadly those with gross income of 
£43,000 or less) are taxed at 0% on 
the first £1,000 of savings income 
after the personal allowance.

However the big problem called the 
‘bounce back trap’ is if the income 
derives from capital provided by an 
immediate parent. If the child earns 
more than £100 in any tax year from 
such capital the parent is liable for 
tax on the income generated and 
this remains the case until the child 
reaches 18 years of age. In practice 
the child can have £200 before 
falling foul of this rule if they have 
two parents who equally provide 
capital. On a positive note if the 
capital comes from anyone else such 
as friends, grandparents, and other 
relatives the tax liability is that of the 
child and not the immediate parents

Myth No.2  
Children cannot save for a pension

Anyone can start adding funds to a 
self-invested personal pension (Sipp) 
as soon as the child or grandchild is 
born and each child can save £3,600 

a year. The government adds 20% for 
free so only cash of £2,880 actually 
needs to be provided to the plan 
provider. Calculations show that if 
you were to invest £300 a month into 
a Sipp (or £240 before the free tax 
credit) for the first 18 years of a child’s 
life, even if they added nothing extra 
during their adult life they would have 
a fund of £603,441 pension pot at 
the age of 65. Do remember though 
that under current law pension pots 
cannot be accessed until the age 
of 55 but at least the funds can be 
extracted in full at that time.

Myth No.3  
If a grandparent gives a child 
money they will have to bear  
the tax

Grandparents can invest in their own 
names and add the child’s name 
or initials to the account, meaning 
they can designate or identify which 
assets are held for their grandchildren 
effectively on a ‘bare trust’. When 
the grandchild reaches 18 those 
assets can be transferred to them 
without tax implications. The child 
would be liable for tax on any capital 
gain from the investments bought 
on their behalf but often this can be 
offset using the usual annual tax free 
allowances. This is to be contrasted 
with investments via a Sipp or Junior 
ISA where no such tax liability  
can arise.

Myth No.4  
The funds are locked up

You can save up to £4,080 in cash, 
stocks and shares into a Junior ISA 
or Child Trust Fund for the 2016-17 
tax year. The ‘bounce back trap’ 
described above does not apply to 
these two types of investment so 
immediate parents can provide the 
funds. The children will then have 
unfettered access when they reach 
the age of 18 as they are rolled into 
an adult ISA. Some parents may not 
be too keen on this outcome but this 
does encourage them to financially 
educate their children and given the 
rising cost of University may be a 
welcome boost to family finances at 
a key time.

Myth No.5 
A Junior ISA must be 
cashed in at age 18

The junior ISA converts to an adult 
one at the age of 18. It can then 
accept more generous savings which 
are currently £15,240 per annum 
rising to £20,000 p.a. from 6 April 
2017. Both junior ISAs and adult ISAs 
grow on a tax free basis. There is no 
limit as to what they may grow to and 
they can be accessed at any time in 
whole of part without tax penalty.

Busting the myths on saving  
for children and grandchildren

Anyone can start 
adding funds to 
a self-invested 
personal pension 
(Sipp) as soon 
as the child or 
grandchild is 
born.

by Colin Burns
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Richard	Kleiner,	GE’s	CEO	was	involved	
with	some	discussions	on	Entrepreneur	
and	Investor	clients	with	Rimmy	Bedi	of	
Bedi	Law	who	specialise	in	all	aspects	
of	UK	and	Global	immigration	and	
related	legal	issues.	

Richard	asked	Rimmy	to	contribute	an	
article	on	the	hot	topics	from	what	is	an	
ever-increasing	and	important	area	of	
business	life	which	is	set	out	below.

Two	of	the	hottest	immigration	topics	
today	are	Brexit	and	the	Immigration		
Act	2016.	

Certainty post Brexit –	Immigration	
was	a	focal	point	of	the	recent	Brexit	
vote.	Brexiteers	had	a	clear	message	-	
control	of	UK	borders.	The	Government	
is	now	committed	to	reducing	the	
numbers	of	people	coming	to	the	UK.	
While	people	still	want	and	have	a	right	
to	come	and	live	here,	subject	of	course	
to	certain	conditions,	it	is	only	if	you	
know	those	conditions	that	you	can	
navigate	the	complex	immigration	rules.	

Under	current	legislation,	EU	nationals	
who	have	resided	in	the	UK	for	at	least	
five	years	in	accordance	with	EEA	

Regulations	are	eligible	to	make	an	
application	for	settlement.

The	outcome	of	the	EU	referendum	will	
not	change	the	position	in	the	immediate	
future	but	may	bring	significant	changes	
in	the	long-term.	Whilst	the	detail	is	very	
much	to	be	decided,	today’s	concept	
of	Free	Movement	of	EU	nationals	in	the	
UK	is	highly	likely	to	change	for	those	
that	have	not	applied	for	settlement	
or	citizenship.	EU	nationals	and	their	
dependents	who	wish	to	remain	in	the	
UK	long-term,	should	consider	making	
the	application	sooner	rather	than	later.

Whilst	future	immigration	policy	for	
existing	EU	workers	is	uncertain	it	is	
prudent	for	employers	and	individuals	to	
take	steps	now	to	mitigate	risks.

Immigration Act 2016	–	From	12	
July	2016	employers	face	hefty	fines	
and	significant	jail	terms	if	there	is	
‘reasonable	cause	to	believe’	they	have	
been	employing	workers	without	the	
right	to	work.	Also	in	force	from	the	12	
July	any	individual	discovered	to	be	
working	in	the	UK	without	permission	
may	face	a	penalty	of	imprisonment.	

Employers	and	HR	departments	must	
ensure	that	they	are	carrying	out	
pre-employment	compliance	checks	
correctly	before	hiring	someone.	It	
can	be	complex	and	confusing	to	
understand	which	documents	and	visa	
stamps	support	the	right	to	work.	

Three	of	the	key	steps	to	maintain	
proper	checks	are:

1.  Obtaining all relevant documents  
in the required format

2.  Checking and certifying them in  
the presence of the individual

3.  Making and retaining a copy for  
your personnel files.

Ignorance	is	no	longer	a	defence	for	
employing	illegal	workers.	Are	your	
business’	recruitment	processes	
compliant?	

If you seek certainty on the current 
immigration climate and its impact 
on your business, then contact 
Rimmy Bedi-Whaley, Immigration 
Lawyer at Bedi Law Partnership on: 
07825 222 300 or 
enquiries@bedilawpartnership.co.uk

In	recent	months,	as	a	firm	we	have	
been	engaged	in	an	increased	number	
of	cases	acting	as	either	forensic	
accountants	or	expert	witnesses.

Usually	the	scope	of	such	appointments	
is	to	provide	an	opinion	on	certain	areas	
in	which	we,	as	Chartered	Accountants,	
have	specific	expertise	and	experience,	
including,	for	example,	quantifying	
losses	or	opining	on	the	appropriateness	
of	valuations.	Such	opinions	are	required	
in	order	to	provide	expert	evidence	for	
the	Courts	or	to	assist	in	settlement	
negotiations	and	the	mediation	process	
in	respect	of	litigation	as	the	result	of	
some	form	of	commercial	or	domestic	
(family)	dispute.

Despite	the	often	unfortunate	or	
negative	circumstances	giving	rise	to	
such	engagements,	each	one	provides	
a	unique,	interesting	and	(usually)	
rewarding	challenge.	This	has	prompted	
us	to	establish	our	Forensic	Accounting	

and	Expert	Witness	department	here	at		
Gerald	Edelman,	proving	litigation	
support,	forensic	accounting	and	expert	
witness	services	to	our	clients	and	their	
contacts

Our	experience	has	shown	that	the	
tips	below	will	help	to	keep	you	one	
step	ahead	during	such	litigation	
proceedings.	

1. Keep calm 
A	cool,	collected	approach	to	your	
case	will	almost	certainly	result	in	a	
better	result	than	one	which	is	based	on	
emotion	and	revenge.

2. Calculate a strategy 
In	some	cases	it	is	appropriate	to	hold	
back	information,	some	elements	of	the	
claim	and	certain	items	of	supporting	
evidence,	until	the	later	stages	of	
proceedings.	However,	sometimes	
it	may	be	more	effective	to	provide	a	
strong	claim,	with	supporting	evidence	

up-front,	in	order	to	prompt	the	
desired	response.

3. Stick to the facts	
Whilst	it	is	tempting	to	get	bogged	
down	with	accusations	and/or	counter	
accusations,	it	is	more	productive	to	
stick	to	the	facts.	A	strong	case	with	
well	organised	supporting	evidence	
is	more	difficult	for	the	other	side	to	
disregard	or	ignore	than	unsubstantiated	
allegations.

4. Seek the best support	
Use	the	services	of	suitable	counsel	and	
solicitors,	as	well	as	expert	witnesses,	
to	build	your	case	and	increase	your	
chance	of	success.

Should you or a contact of yours 
require any such advice or support, 
please contact Carl Lundberg  
on 0207 299 1415 or  
clundberg@geraldedelman.com

Commercial Litigation:  
Tips for Success

Immigration  
law update

This article was 
contributed by 
Rimmy Bedi of 
Bedi Law

In some cases 
it is appropriate 
to hold back 
information, 
some elements 
of the claim and 
certain items 
of supporting 
evidence.
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For	companies	with	accounting	periods	starting	on	or	after	1	January	2015,	as	long	as	the	company	meets	the	
necessary	thresholds	(see	below),	it	can	prepare	the	accounts	under	FRSSE	(2015)	or	Micro	entity	rather	than	FRS	102.

Generally,	companies	now	need	to	apply	FRS	102,	however,	if	a	company	is	‘small’,	it	can	produce	accounts	under	
FRSSE	for	one	last	time.	FRSSE	will	no	longer	be	available	after	periods	commencing	in	2015.	Micro	entity	accounts	will	
continue	to	be	available.

The	thresholds	for	‘small’	companies	are	broadly	to	satisfy	2	out	of	3	the	following:	-

	

TuRNOVER £10.2m – periods starting from 1 January 2016 (previously £6.5m)

TOTAL ASSETS (FIXED + CuRRENT)      £5.1m – periods starting from 1 January 2016 (previously £3.26m)

EMPLOYEES                                       50 (unchanged at 50)

	

A	company	may	apply	the	new	uplifted	thresholds	retrospectively	to	2015,	though	it	cannot	result	in	a	previously	
medium	size	company	becoming	audit	exempt	as	a	small	company	in	2015.	

A	company	which	satisfies	the	small	company	limits	is	eligible	to	apply	Section	1A	which	sets	out	the	presentation	
and	disclosure	requirements	for	small	entities	based	on	the	new	small	companies	regime	within	company	law.	The	
recognition	and	measurement	requirements	of	FRS	102	continue	to	apply	to	companies	applying	Section	1A.

If	a	company	is	very	small	and	satisfies	the	following	criteria,	then	it	can	produce	Micro	entity	accounts:	-

TuRNOVER £632k

TOTAL ASSETS	 £316k

EMPLOYEES	 10

The UK accountancy 
profession is going through a 
major transition, the new UK 
Financial Reporting Standard 
– FRS 102 has superseded all 
previous ‘UK GAAP’. Not only 
does this potentially affect the 
‘measurement’ of accounting 
transactions and balances, 
it will affect the disclosures 
within the accounts. 

What type of accounts  
do I have to prepare?

6
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by 
Engin Zekia

3.  FRS102 may involve different accounting treatment 
which impacts on distributable reserves – e.g. 
amortisation of goodwill over a shorter period. Be 
careful that you are not restricting the availability of 
dividends, which may be an important issue.

4.  Other effects of FRS 102 may result in higher or 
lower accounting/taxable profits, and hence tax 
planning may be an issue.

5.  Micro entity accounts are intended for very small 
‘trading’ companies. It is not available to investment 
type companies, such as property investors, LLPs, 
charities or any other entity which is specifically 
prohibited from being treated as small.

6.  Micro entity accounts are deliberately intended to 
be simpler in its application. For example, it doesn’t 
allow revaluation of assets, all assets must be stated 
at cost. The P&L account and balance sheet are 
simplified and subject to a very limited amount of 
disclosures, there are no notes to the accounts. 

If	you	wish	to	discuss	the	options	further,	please	get	in	
touch	with	the	partner	that	deals	with	your	affairs.

If	a	company	was	an	unlisted	plc,	or	if	a	group	included	
an	unlisted	plc,	it	was	previously	treated	as	ineligible,	and	
irrespective	of	its	size,	it	was	unable	to	take	advantage	
of	small	company	exemptions.	With	effect	for	accounting	
periods	commencing	on	or	after	1	January	2016,	if	a	plc	
is	unlisted,	then	it	can	take	advantage	of	small	company	
exemptions.	It	can	therefore	be	eligible	for	audit	
exemption	and	also	avoid	consolidations	if	the	company	
or	group	satisfies	the	small	company	limits.

Please	note	the	following	when	considering	which	regime		
to	follow:	-

1.  FRSSE will only be available for 2015, so it will 
only replace FRS 102 for one year, it is not a 
permanent solution

2.  FRS 102 will involve restatement of certain items, 
most importantly is the introduction of deferred 
tax, which will affect net assets of investment 
companies. Check whether this may cause a 
breach of loan covenants.
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The Bank of England halved its 
base rate in August. By the end 
of the year, it could be lower still. 

At	its	first	formal	meeting	after	the	
Brexit	vote,	in	early	July	the	Bank	
of	England’s	interest	rate	setters	
(the	Monetary	Policy	Committee)	
surprised	some	economists	by	
not	cutting	rates.	The	(non-)	move	
resurrected	criticism	of	Mark	
Carney,	the	Bank’s	Governor,	as	“an	
unreliable	boyfriend”.

In	August,	the	surprise	came	from	
the	opposite	direction.	Not	only	did	
the	Bank	cut	interest	rates,	but	it	
also	announced	more	quantitative	
easing	(QE	–	buying	of	government	
and	corporate	bonds)	and	new	low	
rate	loans	of	up	to	£100bn	to	banks	
and	building	societies	to	encourage	
lending.	As	if	that	were	not	enough,	
the	bank	also	said	“if	the	incoming	
data	proves	broadly	consistent	with	
the	August	Inflation	Report	forecast,	
a	majority	of	members	expect	to	
support	a	further	cut	in	Bank	Rate…

during	the	course	of	the	year”.	
Fortunately,	Mr	Carney	has	made	
clear	he	does	not	favour	negative	
interest	rates,	but	another	cut	will	
take	him	very	close	to	what	used	to	
be	called	the	‘zero	bound’.

Savings	rates	have	been	dropping	
for	some	time,	but	this	has	not	
stopped	deposit-taking	institutions	
from	cutting	further,	in	some	cases	
by	more	than	the	0.25%	reduction	
made	by	the	Bank	of	England.	One	
of	the	most	attractive	interest-paying	
current	accounts	has	announced	a	
1.5%	reduction	in	interest	payable.	

The	extra	£70bn	of	QE	has	pushed	
down	government	bond	yields:	
lend	money	to	the	government	for	a	
decade	and	you’ll	be	paid	only	less	
than	0.7%	a	year.	Once	again	this	
has	pushed	down	annuity	rates	and	
exacerbated	the	problems	of	funding	
final	salary	pension	schemes.	Lower	
interest	rates	also	drove	down	the	
value	of	the	pound,	which	could	
ultimately	mean	higher	inflation.	

For	investors,	as	opposed	to	
depositors,	the	Bank’s	moves	were	
beneficial,	giving	a	lift	to	the	value	of	
UK	shares	and	bonds,	and,	by	dint	of	
sterling’s	fall,	foreign	assets.

Despite	the	rate	cut	and	its	aftermath,	
there	are	still	opportunities	to	invest	
for	income;	however,	advice	is	more	
vital	than	ever	now,	as	the	pool	of	
remaining	income	investments	is	
becoming	potentially	riskier.		Graham 
Thomas

The value of your investment can 
go down as well as up and you 
may not get back the full amount 
you invested. Past performance 
is not a reliable indicator of future 
performance. Investing in shares 
should be regarded as a long-term 
investment and should fit in with 
your overall attitude to risk and 
financial circumstances.  

Interest rates now at   

0.25%...      

by  
Graham Thomas
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Over	80%	of	all	tax	investigations	
undertaken	by	HMRC	now	follow	
potential	leads	generated	by	its	£45	
million	database	system,	Connect,	
according	to	recent	reports.	The	new	
reliance	on	automated	systems	to	
identify	targets	means	that	innocent	
taxpayers	could	face	an	increased	risk		
of	investigation.	

Connect,	which	was	first	launched	in	
2010,	gathers	data	and	information	
from	multiple	public	and	private	
sources,	including	banks,	local	
councils	and	even	social	media,	
to	help	HMRC	identify	where	tax	
avoidance	may	be	an	issue.	The	
Revenue	says	that	it	now	stores	more	
information	than	the	British	library.	

The	system	allows	HMRC	to	
automatically	cross-reference	the	
information	reported	by	taxpayers	on	
their	tax	returns	against	information	
on	their	finances	and	lifestyle	stored	
elsewhere.	The	database	is	also	
programmed	to	identify	‘outliers’	within	
a	particular	group	–	these	could	be	
individuals	or	businesses	reporting	
significantly	lower	profits	than	their	
peers,	or	whose	expenses	seem	
unusually	high.

HMRC’S	increased	reliance	on	the	
new	technology	could	be	a	cause	for	
concern.	The	rigidity	of	the	database	
model	and	its	strict	profiling	system	
means	that	red	flags	may	be	raised	
on	an	individual	or	business	where	
there	is	no	real	cause	for	concern.	
An	increasing	number	of	innocent	
taxpayers	could	find	themselves	on	
the	receiving	end	of	a	lengthy	and	
complex	tax	investigation	as	a	result.	

The	Connect	database	has	been	
central	to	a	number	of	targeted	
campaigns	carried	out	by	HMRC.	The	
recent	crackdown	on	underpaid	tax	
by	buy-to-let	landlords,	for	instance,	
is	likely	to	have	been	driven	by	data	
obtained	and	stored	from	the	Land	
Registry.	Payment	information	from	
the	Legal	Aid	Agency,	meanwhile,	is	
thought	to	provide	leads	on	those	
targeted	in	the	current	Solicitor’s	Tax	
Campaign.

However,	the	information	processed	
by	Connect	may	not	always	be	
entirely	reliable	or	representative	of	an	
individual’s	circumstances.	

Particularly	striking	is	the	gathering	
of	information	from	social	media	
in	an	attempt	to	build	a	more	

comprehensive	overview	of	taxpayers’	
lifestyles.	Online	posts	about	luxury	
holidays	or	expensive	cars	could	
trigger	increased	scrutiny	if	HMRC	
decides,	based	on	a	surface	analysis,	
that	the	lifestyle	does	not	fit	with	
an	individual’s	reported	income;	
however,	there	could	be	alternative	
explanations,	such	as	an	individual	
receiving	gifts	from	family	or	simply	
exaggerating.	

Concerns	have	also	been	raised	
about	the	general	reliability	of	HMRC’s	
computer	systems	in	recent	times.	
For	example,	the	real	time	information	
system	used	to	calculate	PAYE	
came	under	fire	last	year	when	up	to	
100,000	taxpayers	were	issued	with	
an	incorrect	calculation	for	the	amount	
of	income	tax	paid	on	their	salary.	

Whilst	some	taxpayers	targeted	as	a	
result	of	leads	generated	by	Connect	
may	be	guilty	of	tax	evasion,	many	are	
more	likely	to	be	innocent.

You can protect yourself against 
the cost of most tax investigations 
by subscribing to Professional 
Fee Protection’s Tax Investigation 
Service. To find out more contact 
Paul Berendt on 0208 492 5600.

Professional fee protection  
for Tax enquiries

HMRC’S growing reliance on Connect database could mean an 
increasing number of innocent taxpayers face investigation.

Interest rates now at   

The Connect 
database has 
been central 
to a number 
of targeted 
campaigns 
carried out by 
HMRC. 

by  
Paul Berendt
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by  
David Convisser

Changes due from 6th April 2017

In	August	2016,	HMRC	issued	
a	further	consultation	document	
concerning	the	changes	to	the	
taxation	of	non-UK	domiciled	
individuals	that	are	likely	to	come	into	
force	from	6th	April	2017.

The	main	areas	of	change	are	as	
follows;

•	 	Individuals	who	have	been	resident	
in	the	UK	for	more	than	15	out	of	
the	last	20	years	will	be	deemed	
domiciled	for	all	taxes	from	6th	April	
2017.

•	 	Individuals	who	become	deemed	
domiciled	on	6th	April	2017	will	be	
able	to	rebase	their	non-UK	assets	
using	the	market	value	at	that	date.	
This	will	result	in	any	gain	accruing	
before	6th	April	2017	being	
protected	from	capital	gains	tax	
on	a	later	disposal.	The	rebasing	
will	only	apply	to	directly	held	
assets	e.g.	not	those	held	within	
trusts	and	will	only	be	available	to	
individuals	who	have	previously	
paid	the	remittance	basis	charge	in	
any	year	before	April	2017.	It	also	
only	applies	to	those	who	become	
deemed	domiciled	under	the	15	out	
of	the	last	20	year	rule	on	6th	April	
2017.

Individuals	who	will	become	deemed	
domiciled	on	6th	April	2017	and	who	
are	beneficiaries	of	an	offshore	trust	

may	wish	to	consider	having	assets	
appointed	to	them	directly	from	the	
trust	prior	to	5th	April	2017	so	as	to	
enable	them	to	receive	the	benefit	of	
the	tax	free	rebasing	charge,	although	
consideration	will	need	to	be	given	
to	the	tax	status	of	the	settlor	as	if	
they	are	domiciled	in	the	UK	under	
the	general	law	at	the	time	of	the	
appointment,	a	capital	gains	tax	
charge	could	arise.

•	 	There	will	be	a	1	year	window	of	
opportunity	from	6th	April	2017	in	
which	non-UK	domiciled	individuals	
can	rearrange	their	offshore	mixed	
funds	and	separate	them	into	
their	constituent	parts	provided	
that	they	can	be	identified.	This	
will	enable	any	identifiable	clean	
capital	contained	within	the	mixed	
funds	to	be	removed	into	a	new	
account	and	then	subsequently	
remitted	to	the	UK	tax	free.	This	
opportunity	will	only	apply	to	mixed	
funds	deposited	in	bank	and	similar	
accounts	and	will	not	apply	to	
individuals	born	in	the	UK	with	a	
UK	domicile	of	origin	subsequently	
replaced	by	a	non-UK	domicile	of	
choice.

•	 	A	settlor	of	an	offshore	trust	who	
becomes	deemed	domiciled	under	
the	new	rules	will	be	protected	
from	a	charge	on	capital	gains	as	
they	arise	where	the	trust	was	set	
up	before	they	became	deemed	

The	secondary	legislation	is	the Fees for Payments of Taxes, 
etc by Credit Card Regulations,	SI	2016/333	and	the	
rationale	for	the	change	is	given	in	the	explanatory 
memorandum.	In	essence,	it	is	being	made	to	ensure	
HMRC	recovers	the	costs	for	credit	card	use	charged	
by	the	various	card-providers.	The	rates	for	personal	
credit	cards	are	capped	to	0.3%	of	an	element	
(called	the	“interchange”	element)	by	an	EU	
regulation	introduced	in	December	2015.	This	
cap	does	not	apply	to	corporate	credit	
cards.	

domiciled	and	no	additions	of	
property	have	been	made	since	
they	became	deemed	domiciled.

•	 	From	6th	April	2017,	offshore	
structures	which	hold	UK	
residential	property	will	be	treated	
as	transparent	for	UK	inheritance	
tax	purposes.	Shares	in	offshore	
companies	that	have	an	interest,	
whether	directly	or	indirectly,	in	
UK	residential	property	will	no	
longer	be	considered	‘excluded	
property’	for	UK	IHT	purposes	
where	the	shares	are	owned	by	a	
non-UK	domiciled	individual	or	an	
offshore	trust.	Where	UK	property	
is	owned	through	an	offshore	
company,	it	is	proposed	that	such	
properties	cannot	be	sold	until	any	
outstanding	IHT	is	paid	with	the	
obligation	to	report	and	pay	the	tax	
being	imposed	on	any	person	who	
has	legal	ownership	of	the	property,	
including	any	directors	of	the	
company	which	holds	the	property.

This	consultation	runs	until	20th	
October	2016	and	so	there	may	
well	be	some	amendment	to	the	
above	proposed	changes	before	
implementation	on	6th	April	2017.	
Indeed	given	the	numerous	anomalies	
and	unfairness	in	the	proposals	it	is	
sincerely	hoped	that	the	government	
listen	to	the	results	of	the	Consultation	
and	make	the	final	legislation	
somewhat	fairer	than	the	current	
proposals.

Proposed changes to the taxation 
of non-domiciled individuals
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The current 1.5% charge is being replaced by a variety of rates.

Most	clients	will	choose	to	pay	HMRC	using	methods	that	do	not	attract	the		
fees	which	are	incurred	when	paying	by	credit	card.	

Those	who	do	choose	to	pay	by	credit	card	will	be	interested	to	know	that	HMRC	has		
introduced	a	new	schedule	of	fees,	replacing	the	current	1.5%	fee.	The	new	rates,	detailed		
below,	vary	depending	on	the	type	of	card	used	and	whether	the	card	is	a	personal	or		
corporate	card.	The	fees	for	paying	using	personal	credit	cards	have	been	reduced	and	
the	rates	for	corporate	credit	cards	have	increased.	This	change	is	effective	from	1	April	2016.

The	secondary	legislation	is	the Fees for Payments of Taxes, 
etc by Credit Card Regulations,	SI	2016/333	and	the	
rationale	for	the	change	is	given	in	the	explanatory 
memorandum.	In	essence,	it	is	being	made	to	ensure	
HMRC	recovers	the	costs	for	credit	card	use	charged	
by	the	various	card-providers.	The	rates	for	personal	
credit	cards	are	capped	to	0.3%	of	an	element	
(called	the	“interchange”	element)	by	an	EU	
regulation	introduced	in	December	2015.	This	
cap	does	not	apply	to	corporate	credit	
cards.	

TyPE oF CARd 

RATE

VISA	Pe
rsonal	C

redit	Ca
rd	

0.415%

MasterCa
rd	Perso

nal	Cred
it	Card	

0.386%

MasterCa
rd	World	Pre

mium	Credit	C
ard	 0.374%

MasterCa
rd	Signi

a	Premium	Credit	C
ard	 0.606%

MasterCa
rd	Elite	P

remium	Credit	C
ard	

0.606%

PERSONAL CREDIT CARD

TyPE oF CARd 
RATEVISA	Business	Credit	Card	
1.508%VISA	Corporate	Credit	Card	
1.744%VISA	Purchasing	Credit	Card	
1.755%MasterCard	Business	Credit	Card	 1.973%MasterCard	Corporate	Credit	Card	 2.248%MasterCard	Purchasing	Credit	Card	 2.406%MasterCard	Fleet	Credit	Card	

2.134%

CORPORATE CREDIT CARD

This article was 
contributed by 
the Tax Team

Proposed changes to the taxation 
of non-domiciled individuals

Revised charges for paying  
HMRC by Credit Card
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Having	spent	much	of	the	most	recent	part	of	my	career	providing	transaction	
support	in	respect	of	various	corporate	transactions,	I	have	found	that	there	
are	some	simple	but	effective	principles	that	can	be	applied	to	almost	all	
transactions,	that	will	greatly	reduce	the	risk	of	a	failed	deal,	as	follows:

Enter into Heads of Terms early

Agreeing	the	principles	of	the	transaction	early	can	help	to	highlight	any	potential	
issues	or	disagreements	that	may	have	otherwise	cropped	up	at	a	later	stage.	
It	sets	the	focus	of	the	work	and	ensures	everyone	is	“on	the	same	page”.	If	
one	party	is	not	serious	about	the	transaction,	then	inevitably	this	should	be	
identified	at	this	stage.

Ensure efficiency of communication

Mergers	and	acquisitions	are	often	time-pressured	and	everything	tends	to	
need	to	have	been	done	yesterday.	Ensuring	that	emails	and	phone	calls	are	
responded	to	and	dealt	with	in	good	time	will	help	to	ensure	the	deal	continues	
to	progress	and,	accordingly,	reduce	the	risk	of	a	failed	transaction.	Similarly,	
advisers	should	be	kept	abreast	of	all	new	developments	and	planned	changes	
to	the	deal	structure	or	terms

Transparency

How	many	times	have	you	heard	that	your	friends	or	family	members	have	had	
to	pull	out	of	a	property	purchase	because	something	the	vendor	already	knew	
about	was	highlighted	by	the	survey,	at	the	last	minute?	Well	this	happens	in	the	
world	of	M&A,	too.	Transparency	is	important	for	both	sides	of	the	transaction,	
but	is	vital	for	the	sell-side.	If	there	is	relevant	information	that	should	be	
disclosed,	it	is	often	best	to	assume	it	will	be	found	out	eventually	and	disclose	
the	information	up-front,	hence	avoiding	a	last	minute	surprise,	renegotiations,	
or	perhaps	an	aborted	deal.

Experienced advisers

Experienced	legal	and	financial	advisers	should	be	appointed,	who	will	guide	
you	through	the	deal,	with	as	much	or	as	little	“hand-holding”	as	you	need	and	
help	you	to	apply	the	above	principles.

by  
Carl Lundberg

Corporate Transactions:  
How to Avoid Aborted Deals
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