
This month our Tax talk newsletter includes further updates on 
Making Tax Digital and digital record keeping, a discussion of the 
combined income tax and NIC payments facing the self-employed, 
and self assessment.

Making Tax Digital (MTD) and digital records

Under MTD for businesses, it will be a requirement (starting in April 
2017 for some businesses) for unincorporated businesses such 
as partnerships, sole traders and landlords to keep their financial 
information digitally. 

Are you ready for digital record keeping? 

• If you already use accounting software then you will already 
meet the digital record keeping criteria under MTD. The 
majority of accounting software will be compatible but you 
may need to upgrade to the latest MTD version. 

• If you currently keep your business records on a spreadsheet 
you will also be meeting the criteria of digital record keeping 
for the purposes of MTD. In order to submit the data to 
HMRC you will however need to use MTD software. 

• If you keep manual records you will need to consider how you 
are going to comply under MTD. 

- You may wish to consider purchasing accounting software such 
as Xero, QuickBooks or Sage. 
- You may wish to keep your records using Excel spreadsheets. 
- If you wish to continue to keep records manually you may wish 
to ask Kreston Reeves to take on your digital record keeping and 
manage your MTD filing. 

In order to prepare our clients for MTD our Online accounting 
team can provide you with advice on the suitability of accounting 
software for your business. We will also be able to assist you 
with the submission of spreadsheets to HMRC, and digital record 
keeping. 

Please speak to your usual Kreston Reeves adviser here 
or Kay Aylott here or on +44 (0)330 124 1399 to discuss the 
steps you need to take to be MTD ready.

Self-employed combined liability

Whether you pay income tax or National Insurance, the effect on 
your cash flow is the same. The payments are a necessary part of 
our obligation to fund the activities of State, but the self-employed 
are often surprised that their bi-annual tax payments cover income 
tax and National Insurance. 

The weekly Class 2 contribution is included, presently £2.85 per 
week, and also Class 4 contributions: these amount to 9% of 
taxable income in excess of £8,164 and up to £45,000, and 2% 
on earnings above £45,000. 

Accordingly, the combined rate of State dues on self-employed 
earnings in excess of £8,164 is potentially 29% - 20% basic 
income plus 9% Class 4 NIC – and over £45,000 a combined rate 
of 42%. Although in practice some of the income over £8,164 may 
be covered by other personal tax allowances, these combined 
rates illustrate the true impact of income tax and National 
Insurance to be paid. 

The lower Class 2 contribution is due to be withdrawn from April 
2018. 

In his first stab at a Budget in March this year, Philip Hammond 
wanted to increase the Class 4 NIC rates from 9% to 10% (April 
2018) and from 10% to 11% (April 2019). These increases were 
subsequently withdrawn. Whether the new, minority government 
will seek to re-introduce these changes remains to be seen.
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Self-employed traders with significant taxable earnings should 
therefore expect to pay more than the usual rates of income tax 
when they contemplate settlement of their annual self assessment 
bill, and have funds in reserve to meet these combined liabilities. 

Please speak to your usual Kreston Reeves adviser here or 
Chris Watson here or on +44 (0)330 124 1399, to discuss if it 
is possible to minimise this combined liability.

Simple assessment – or is it complicated assessment?...

There have been a number of recent developments changing who 
needs to file tax returns – and it may not be obvious if you are 
one of those affected. Some of these changes are the first steps 
in HMRC moving to Making Tax Digital (MTD) on which we are 
providing regular updates – including in this issue – and which will 
in due course do away with the tax return as we know it. 

Probably the more well known changes are those relating to bank 
and building society interest in particular and dividends, which can 
create tax payments due where previously there weren’t any – 
even if tax overall isn’t increased. 

Bank and building society interest started to be paid gross from 
April 2016 – so if you are liable to pay tax on the interest then this 
will now need to be paid over to HMRC rather than being collected 
at source. Against this, you are entitled to a nil rate tax band on 
savings income (typically interest but not dividends) of £1,000 if 
you are a basic rate tax payer, or £500 if a higher rate tax payer, 
but nil if an additional rate tax payer. Also, certain individuals with 
modest non-savings income may be entitled to up to a further 
£5,000 of nil rate tax band. 

Dividends became payable without the notional tax credit that 
reduced the tax due on dividends by 10% meaning that a basic 
rate tax payer had nothing further to pay. Instead, tax is now 
charged at 7.5% for basic rate tax payers and 32.5%/38.1% for 
higher rate/additional rate tax payers respectively. Against this, 
you are entitled to a nil rate tax band on dividends of £5,000 – so 
you may find yourself paying less or more tax, depending on your 
circumstances. 

We have talked about these matters in previous issues – but 
what implications are there for the need to file tax returns? 

Most tax payers don’t have to submit tax returns because their 
affairs are simple and the right tax is collected at source – even 
after the above changes. Most of our clients do, however, need to 
file self assessment tax returns to declare their income and gains 
because their circumstances are more complex – which means 
they are subject to the strict filing requirements and deadlines 
involved. 

This brings us to something new for 2016/17 which is another 
category of tax payers – those in simple assessment! These tax 
payers will have relatively simple tax affairs though may have 
breached the previous income limits for requiring a tax return - but 
HMRC now receive most if not all of the information they need 
directly from employers, pension providers, banks and building 

societies etc. In these cases, HMRC may not require a formal tax 
return to be filed, but will use the information they have to calculate 
a person’s tax bill and send them an assessment and demand to 
pay (unless tax owed is to be collected under PAYE) or issue a 
repayment. Tax payable, including payments on account, will still 
be due at the same dates as under self assessment. 

So, the “bar” for requiring a formal tax return has been raised 
in certain cases. The types of tax payer who must file a self 
assessment can be found here: https://www.gov.uk/self-
assessment-tax-returns/who-must-send-a-tax-return 

What will look a little odd is that some of the tax payers being 
under the self assessment tax return limits will have tax to pay but 
won’t be required to file a tax return – does that mean they get 
away without paying the tax? 

The answer to this is “no”, of course. If HMRC don’t know the 
income, for example because it comes from dividends or rents, 
then the tax payer must tell HMRC about the income – but this 
can be done over the telephone or by letter rather than in a 
formal tax return. HMRC can then raise a demand under simple 
assessment. 

There might be tax reliefs such as pension contributions and gift 
aid payments that could reduce tax which HMRC won’t know 
about unless told. In any case, the information HMRC receive 
about income may not always be correct – so where a simple 
assessment tax demand is thought to be incorrect, there is a 60 
day appeal period. 

Of course, circumstances can change and people may move 
in and out of self assessment or simple assessment. If your 
circumstances become such that you start to fall within self 
assessment, then you have until 5 October after the first tax year 
this happens to tell HMRC. 

Confused about what to do? 

If you are, it is hardly surprising - there is bound to be confusion 
as this new system beds in, with probably some dubious choices 
by HMRC’s computer on which tax payers to take out of self 
assessment at this stage and put into simple assessment, for 
example. 

By now, if you are in self assessment you will have received 
a notice to file a return. If you haven’t and you want to find 
out what, if anything, you should be doing, please contact 
your usual Kreston Reeves adviser here or Nigel Moon here 
or on +44 (0)330 124 1399.
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Funding for care in later life

Care funding is emotive. Frequently there is the expectation that 
in later life the State or local authority or the NHS will pick up the 
cost. For many this will not be the case. 

The instances where the NHS has responsibility to fund care 
costs are few. If the NHS is not required to fund care costs, 
the responsibility will fall upon the local authority and here we 
encounter means tested benefits. Generally capital above £23,250 
will disqualify and thus the responsibility falls upon the individual 
who will be regarded as a ‘self funder’. 

This subject is complex. The legislation surrounding care makes 
decision making difficult; we have the current political uncertainty 
on the subject and key elements of the Care Act are scheduled to 
re-appear in 2020, but with no certainty that they will. 

Against this background there is the distress associated with 
a decline in health and the need for care either at home or in a 
residential setting. 

Please contact Paul Howson here or on +44 (0)330 124 1399 
if you wish to discuss funding to pay care home fees further.

Supporting a vulnerable or disabled person?

Trust Law, developed over many centuries, is widely used to assist 
those who have been diagnosed with dementia or are simply 
vulnerable and best not left to their own devices where property 
and investments are involved. If your beneficiary is in receipt of 
means-tested State benefits which need protecting a trust must 
be set up for the beneficiary or the benefits will be lost. Even 
when the amount inherited is not particularly large benefits are at 
risk. There are many other compelling reasons for leaving funds 
into trust. Someone suffering from a condition such as bi-polar 
disorder or schizophrenia could find themselves liable to spend 
excessive amounts or be vulnerable to pressure from less than 
well-meaning friends or family members. Could the assets you 
plan to set aside for their financial support be frittered away?

In recognition of the really useful purpose behind what have 
become known as ‘Vulnerable Person’s Trusts’ they can benefit 
from a range of special tax breaks. If drafted correctly trusts in a 
Will or set up while you’re alive will qualify for these tax reliefs. 

As with all trusts your choice of trustees is crucial. First and 
foremost they must be able to empathise with and be very 
supportive of the beneficiary. In addition a clear understanding of 
the law relating to trusts is essential as is sound financial acumen 
and the ability to keep proper records and accounts and deal with 
HM Revenue & Customs. 

If this is an area of concern for your family our Wealth 
management team are able to work alongside you to 
protect wealth and see your objectives are met. For more 
information please speak to your usual Kreston Reeves 
adviser here or Phillip Lansberry here or on +44 (0)330 124 
1399.

What’s on
 
Please see highlights below of our upcoming events and recent 
news:

Events

Are you a trustee of a charity or a governor of a school? 

There are still places remaining on our FREE update 
seminars, which provide essential information to anyone 
involved in charity or education finance and management.
 
We will be covering a variety of topics including:

• trustee governance issues and trustee recruitment
• fraud
• impact reporting
• use of accounts to support fundraising

We are pleased to be welcoming the following guest 
speakers:

Miranda Kemp – Sussex Community Foundation
Miranda will speak on the state of the voluntary sector in Sussex, 
and how the Community Foundation works with donors to 
maximise their charitable giving.

Josephine McCartney – Kent Community Foundation
Josephine will cover the role the Community Foundation plays in 
supporting the voluntary sector across Kent, and how to apply for 
funding.

Peter Lamb – Anders Agneau
Peter will be covering the impact of the new general data 
protection regulations (GDPR) on the not for profit sector.

Places still available – book now:

13 July – South Lodge, Horsham, Sussex – book here
18 July – Commissioner’s House, Chatham, Kent – book here

Both events open at 2:00pm for a 2:30pm start, and close with 
canapés and refreshments until 5:30pm. 

If you’d like more information, or have any questions, please 
don’t hesitate to email events@krestonreeves.com or call 
Ellie Pickering at +44 (0)330 124 1399.
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Autumn Wealth management seminars – Save the date!

We understand that looking after and protecting your wealth is of 
vital importance to you.  Kreston Reeves’ Wealth management 
team offer a unique mix of experts in minimising taxation; providing 
excellent financial and investment management and estate 
planning. Our team are extremely experienced and well positioned 
to help you plan for your families’ future and achieve your financial 
goals.

We will be hosting a Wealth management seminar in Sussex on 
Wednesday 27 September and one in Kent on Wednesday 18 
October.

To register your interest in attending one of these seminars 
email enquiries@krestonreeves.com or to find out more 
about our Wealth management service click here.

We are shortlisted for prestigious private client award

We are delighted to announce that we have been shortlisted 
in the prestigious STEP Private Client Awards 2017/18 for the 
‘Accountancy Team of the Year (midsize firm)’ category. 

 The STEP Private Client Awards, now in its 12th year, highlight 
excellence among practitioners in the wealth management arena 
from across the UK and internationally.

To read more please click here.

If you have any questions on the above please do not 
hesitate to contact us at enquiries@krestonreeves.com.
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