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You say it best when
you say nothing at all!

Quite the reverse

On 3 March, Chancellor Rishi Sunak
delivered his much anticipated
second UK Budget.
Read more on Page 2.

From 1 March 2021, a Domestic
Reverse Charge VAT (DRC) applies
to certain building and construction
services. Read more page 3.

You say it best when you say nothing at all!
On 3 March, Chancellor Rishi Sunak delivered his much anticipated second UK Budget.
Speculation had been rife that he would deliver a radical Budget with capital taxes,
namely Capital Gains Tax (CGT) and Inheritance Tax (IHT) under particular scrutiny.
In fact, he clearly took the view that this was not the time for major change and
effectively deferred sweeping changes to another time. So, whilst the freezing of
CGT and IHT allowances, rates and reliefs was undoubtedly welcome, we remain of
the view that major changes are coming, as evidenced by major future consultations
into the taxes.
The headline grabbers were in Corporation
Tax, which will rise to 25% with effect from
1 April 2023, though for low profit companies,
with profits of £50,000 or lower, their rate
will remain at 19%. Additional planning
opportunities were opened up with the three
year carry back of losses and in particular the
“super-deduction” for capital allowances.
More detailed articles on each of these topics
are in this Bulletin.

In conclusion, a steadying hand on the steering
wheel was the Chancellor’s main objective.
However, we all know that the piper needs
paid in due course, given the eye watering
impact of the COVID-19 pandemic, and
therefore we urge you all to take some advice
to consider your options so that you too can
plot a safe path through undoubtedly choppy
waters to come.

Plus ça change, plus c’est la même chose
In an unusual move in the Budget,
the Chancellor set out a route map for
personal allowances all the way up to
5 April 2026. Announcing an inflationary
rise for 2021/22, he then went on to say
that the personal allowances would then
be frozen up to the end of the 2025/26
tax year. It is expected that this
freeze will deliver tax savings for
the Chancellor with an extra
£8bn of tax being raised in
2025/26 if forecasts are to
be believed. In addition,
no mention was
made of tax rates,
which therefore
remain
unaffected.

Perhaps most surprisingly, both Capital Gains
Tax (CGT) and Inheritance Tax (IHT) rates,
reliefs and thresholds were left unaffected.
The CGT exempt amount was fixed at £12,300
up to 2025/26, with the IHT thresholds being
similarly unaffected with the
basic threshold staying
at £325,000 along with
no change to the
various top ups to
this basic amount.
Finally, for investors
the Budget was either
silent or neutral.
Pension lifetime
allowance limits were
frozen at £1,073,100 and the
tax reliefs on contributions made left
unaltered. For enthusiasts of ISA, EIS and VCT,
you have no changes affecting your decision
making, meaning that there remain several
viable options for tax efficient investing.
It’s as you were therefore, but we wonder
for how long...

Off payroll working (IR35)
It is a growing principle of the current government to ensure that employed and selfemployed individuals pay the same amount of tax on the same income. Intuitively that
sounds fair, perhaps until you consider the lack of protection for the self-employed, in
terms of holiday pay, statutory notice, sick pay etc.
IR35 is around 20 years old now and is HMRC’s
attempt to stop personal service companies
(PSC) seeking to avoid PAYE and NIC, where
the owner is effectively acting as an employee.
You may recall that, from 6 April 2017, assessing
such engagements between a PSC and the
public sector became the responsibility of
the public sector, and evidence suggests that
noncompliance with IR35 has reduced since.
As a result, the rules were intended to be
extended to the private sector (for large and
medium sized “engagers”) with effect from
6 April 2020, until COVID-19 got in the way.

In the absence of any formal Budget
comment, these rules will come into force
on 6 April 2021 and we are aware of several
clients receiving warning letters from their
clients, for example contractors in the oil
and gas sector. No doubt there will be a lot
of battles in the courts to come but at this
stage, this sector is on warning as to the likely
direction of travel. We suggest you speak
with your accountant to assess your position
to determine the future for your PSC.

Quite the reverse
From 1 March 2021, a Domestic Reverse Charge VAT (DRC) applies to certain building
and construction services.
The DRC will only affect supplies at the standard
or reduced rates where payments are required
to be reported through the Construction
Industry Scheme (CIS).
Therefore, supplies between sub-contractors
and contractors, as defined by CIS, will be
subject to the reverse charge unless they are
supplied to a contractor who is an end user.
A DRC means that the customer receiving
the supply of specified construction services
must account for the VAT due rather than the
supplier. In turn, the customer deducts the VAT
due on the supply as an input, meaning no net
tax is payable to HMRC. This removes the scope
to evade any VAT owing to HMRC.
When making a supply to which the DRC
applies, suppliers must show all the information
normally required to be shown on a VAT
invoice. In addition, they need to annotate
the invoice to make clear that the DRC applies
and that the customer is required to account
for the VAT. The amount of VAT due under the
DRC should be clearly stated on the invoice but
should not be included in the amount shown as
total VAT charged.

Some businesses may see a significant variation
in cash flow, as they will no longer be able to
use VAT previously collected from customers
as working capital before paying it on to
HMRC. Moving from Quarterly VAT return
submissions to monthly submissions may help
with cash flow.

It’s all about the company
Perhaps the biggest headline grabber in
the Budget was the future increase in
Corporation Tax to 25% with effect from
profits earned after 1 April 2023. So, what
is the detail of the change?

From 1 April 2023, the Corporation Tax rates are
as follows:
Profits up to £50,000

19%

Profits from £50,001 to £250,000

26.5%

Profits over £250,000

25%

Even with this rise, the UK’s Corporation Tax
rate remains the lowest of the G7 countries just
now and it was felt that we remained highly
competitive. Further, the Chancellor felt that as
most support had gone to businesses, that they
should bear the burden of the pandemic cost.
Remember too that if you have more than one
associated company, then the profit bandings are
pro rata reduced. This means that not having an
unnecessary amount of companies might become
important. In addition, future assessment of salary
versus dividend for profit extraction will require
to be reconsidered and planning for R&D may
also be affected.
All in all, this was not unexpected, and we’ll
all have to get used to helping our clients plot
around the nasty marginal rates that exist.

Wow, that’s super!
Successive Chancellors have often been
prone to the grandiose statement, and
Mr. Sunak followed in this long tradition
by announcing the “super-deduction” for
plant and machinery. Disappointingly, this
measure only applies to limited companies
meaning that many capital intensive
partnerships may wish to assess how they
invest in future.
The measure applies to qualifying expenditure on
plant and machinery (that would otherwise have
qualified for 18% writing down allowances in the
main pool) between 1 April 2021 and 31 March
2023. The allowance is 130% of the investment,
i.e. more than the actual cost itself, and for assets
that would have gone into the 6% pool, a first
year allowance of 50% is also granted.
Excluded assets include cars and any contracts
entered into before 31 March 2021, even if the
expenditure was only incurred after 1 April 2021.

Claimants must also beware that
when these assets are later sold
or traded in, they may be subject
to balancing charges rather than
being deducted from the pool.
All in all, this is an excellent
opportunity for capital
intensive businesses to
invest to secure valuable
additional tax relief,
though be careful
of the pitfalls.

We’ll have less of VAT!
The beleaguered hospitality sector received some cheer
from the Chancellor following his announcement of
the continuation of the lower rate of VAT for the sector
of 5% up to 30 September 2021, a measure which will
assist those businesses to get back on their feet.
The forward scheduled rates are:
From now until 30 September 2021

5%

1 October 2021 to 31 March 2022

12.5%

1 April 2022 onwards		

20%

Many hospitality businesses such as holiday parks,
hotels and guest houses have taken advantage
of these rates in forward bookings but now that
the road map for the future has been laid
out, it is imperative that the sector
uses this window to its best
advantage having had such
a difficult 12 month period.
Our specialist leisure team will be
speaking with clients to discuss in
detail their options for the period
ahead. Scott Greig, Partner and
Head of EQ Leisure, commented,
“No one could have imagined the
last 12 months and how hard that
has been for the sector. We are sure
that there is a huge latent demand
for our hospitality sector, and we
will do everything to ensure that
we capitalise on this opportunity.”

A developing story
R&D tax credits continue to be at the
heart of the government’s strategy to
encourage businesses to set up in the
UK. For loss making companies under
the small and medium sized company
regime, that loss can be surrendered for
a repayable tax credit of 14.5%, thereby
assisting cash flow. Starting from
1 April 2021, that credit will be capped
at £20,000 plus 3 times the annual
PAYE/NIC bill. Large companies have
no changes applying to their scheme.

Finally, the Chancellor announced a further
consultation into R&D with a view to ensuring
that it remains internationally competitive
and “fit for purpose”. Personally, we would
have preferred some guidance on taking the
“cowboys” out of this sector given some of
the cold calls made to our clients in the past
couple of years.
Happily, this valuable relief is here to stay
and our R&D team, now past 400 claims and
counting, is here to advise you on how to
claim and what projects are eligible.

At a loss
Currently, both unincorporated businesses and limited companies
are permitted to carry back their losses for a one-year period and set
those losses against other income of the current year or carry forward
these losses. With the pandemic meaning that many businesses may
face losses for two consecutive periods or more,
the Chancellor decided to introduce a little more
flexibility by extending the carry back period
from one year to three years. This temporary
extension applies to trading losses of 2020/21
and 2021/22. Whereas before a loss incurred
in the year to 31 March 2021 could only be
carried back to 2019/20, now it can also be
carried back to 2018/19 and 2017/18.
There are some limits for carry back, in terms
of the amount and for groups of companies
but this measure has the potential to be
hugely beneficial for those businesses
hit by the pandemic.

Combatting COVID-19 fraud
Whilst the vast majority of the population has acted responsibly in the pandemic, it is
disappointing to note that there are some who have “worked the system”. The Budget
announced that £100m is being invested in a Taxpayer Protection Taskforce, where
1,265 HMRC staff will be recruited to combat COVID-19 fraud. Anyone who is deemed
to have exploited or taken advantage of the COVID-19 support packages can expect a
tap on the shoulder at some point in the future.

Looking for Trusted Tax Advice?
Talk to the EQ Taxperts
We are always happy to offer free, no obligation,
initial consultations, and often act on a tax
consultancy basis only.
For more information on any of the services
outlined in this bulletin, or to discuss a particular
issue with one of our advisors please get in touch.

eqtaxperts.com
01382 312100

Talk to the EQ Taxperts today.

taxation@eqaccountants.co.uk

Disclaimer: We make every effort to ensure that the information provided is accurate and up to date; however, EQ Accountants LLP
cannot be held responsible for any action taken, or not taken, as a result of reading this publication.
Contact us at taxation@eqaccountants.co.uk or 01382 312100 for specific advice on how the issues raised could affect you.

