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NEW MTD FILING PENALTIES

iling VAT returns using making tax digital (MTD)-compatible software
will be compulsory for all VAT registered traders for periods beginning
on or after 1 April 2022 unless HMRC agrees that the taxpayer is exempt.

Sole traders will also have to file quarterly and an-
nual income tax reports using MTD software from 6
April 2024 and most partnerships will join the MTD
regime from 2025.

To encourage taxpayers to file their MTD reports on
time the Government is introducing a new system of
points-based penalties for late filing.

One point is awarded for each late filing. When you
reach a certain points threshold a £200 penalty will
be imposed. The threshold depends on the submis-
sion frequency of the return:

Submission Penalty Period of
frequency threshold compliance
Annual 2 points 24 months
Quarterly 4 points 12 months

Monthly 5 points 6 months

For quarterly returns the fourth point triggers the
£200 penalty. Every late submission after that pen-
alty is imposed will trigger another £200 penalty but
additional penalties will not add further points to
the points slate.

Each point will expire after two years starting from
the month after the month in which the late filing
occurred.

The points slate can only be wiped clean if the tax-
payer achieves both:

« zero late submissions for a period of compliance
(see table); and

« all returns for the previous 24 months have been
filed, even if filed late.

Appeals can be lodged against all points and penal-
ties levied by HMRC.

DELAYS TO INCOME TAX REPAYMENTS

he UK tax system is under attack from fraudsters who attempt to register
numerous people for self assessment then submit false repayment claims.

To counter this attack HMRC has been checking self
assessment registration applications and repayment
claims in greater detail. Taxpayers who have not
claimed a repayment before may be asked for ID
verification and evidence of the trading activity.
These interventions have slowed up the processing
of genuine tax repayments and caused a backlog of
self assessment registrations.

HMRC is getting on top of this extra administration
and has increased the resources devoted to clearing

the unprocessed repayment claims.

From December 2021 all repayment claims should
be actioned by HMRC within 30 calendar days of
receipt. This may not mean that the repayment is
issued in that period as those claims identified as a
risk will be suspended and subject to further checks
by compliance experts.

This newsletter is written for the general interest of our clients and is not a substitute for consulting the relevant legislation or taking professional advice. The authors and the firm
cannot accept any responsibility for loss arising from any person acting or refraining from acting on the basis of the material included herein.



MAKE YOUR GIFT AID DONATIONS NOW
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This means that fewer unwanted items need to be
quietly disposed of and as an added benefit the
giver and the charity can both claim tax relief in the
form of Gift Aid.

Most charities make Gift Aid declarations very easy;
you just need to tick a box to say that you are a UK
taxpayer and that you pay income tax and or capital
gains tax at least equal to the 20% tax treated as
deducted from your donation for the tax year of the
gift. You also need to remember to record the date
and amount of the donations and include them on
your self assessment tax return for the year in which
the donations were made.

Where you are a higher rate taxpayer, declaring a
Gift Aid donation on your tax return will provide you
with tax relief calculated as the difference between
the highest tax rate you pay and basic rate.
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Example

Anne makes Gift Aid donations of £100. The charity
reclaims Gift Aid to make the total donation worth
£125. As Anne pays 40% income tax she can
personally claim back 20% of the gross donation:
£25 (£125 x 20%). In practice this tax relief is given by
extending the basic rate band.

You can also choose to carry back Gift Aid donations
tothe previous tax year if the donation is made before
you submit the tax return for that year. Donations
made now can be treated as if they were made in
the tax year 2020-21 if the 2020-21 tax return has not
yet been submitted.

This can be a very useful tax planning idea so please
let us know if you have made any donations before
we finalise your tax return.

NEW LATE VAT PENALTIES
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The Government agrees that this is harsh, so it
is reforming the late-payment penalties for VAT
periods starting on or after 1 April 2022.

late paid

The key aspects of the new system are:
« VAT paid within 15 days: zero penalty;
« VAT unpaid after day 15: 2% penalty;

« VAT unpaid after day 30: 2% additional
penalty;

« VAT unpaid at day 31: daily penalties at
4% per annum.

Penalties are calculated as a percentage of the VAT
debt outstanding and can be appealed. Where the

if you pay your VAT bill
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late you may receive a penalty
amount, even for a one-day delay.

taxpayer has a reasonable excuse for non-payment
and communicates that to HMRC, the penalty will
not be levied.

However there will be no warning
notices and no default periods under
the new system. Businesses will be
expected to plan for the VAT falling
due and if they cannot pay to contact
HMRC in good time to arrange a time
to pay (TTP) agreement. When a TTP
agreement is reached the clock stops at the rate of
penalty in force at that point.

BENEFITS OF ELECTRIC VEHICLES
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Drivers of company-owned electric vehicles will find
it particularly rewarding as the taxable benefit for
using an electric company car is currently just 1%
of its list price and there is zero taxable benefit for
using an electric company van.

The taxable benefit for electric cars is due to
double from 1% to 2% of
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list price on 6 April 2022 but then it will be frozen at
that level until at least 6 April 2025.

If the company pays for the electricity to power the
vehicle, either through a charging
point at work e




or by providing a payment card for the employee
to use at public charging points, there is no taxable
benefit for the use of that electricity. Where the
employee charges a company vehicle at home they
can claim 5p per mile for business journeys driven
from 1 December 2021 (previously 4p per mile).

If your electric car is in your own name you can still
claim the standard 45p per mile for business journeys
(up to 10,000 miles per year) and you will have zero

Where your company has the cash available to
buy an electric car it can get a 100% deduction for
the cost in the year of purchase with electric vans
currently qualifying for a 130% deduction.

There are also government grants of £2,500 available
for the cheaper electric cars and for installing
charging points.

road tax (VED) to pay.

PAYING TAX TO RIGHT ACCOUNT

business

probably pays
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Ycorporation tax or income tax; VAT, and PAYE all at different intervals.

If the tax payment is not correctly
accounted for by HMRC and set
against the right tax account for
your business an erroneous tax
debt may arise.

HMRC receives millions of
tax payments each week and
identifies who has paid what by
the reference number attached
to the payment. It is important to
get this reference absolutely right
when you initiate the payment
through online banking or your
tax could get lost in the system.

PAYE payments are particularly
fiddly as they are made up of the

HMRC accounts office reference
in the format: 123AB 4567 8910
plus four digits to indicate the
month and year the payment
relates to. For example when
paying the PAYE due for tax
month 9 (December) in 2021-22
you should add 2209 to the end of
the reference number, making the
total reference 17 digits long.

Corporation tax payments also
have a 17-digit reference number
which is unique to your company
and the year to which the tax
relates. Do not use the same
reference number to pay the tax
for the year to 31 March 2021 as

you used to pay tax for the period
to 31 March 2020 as it will end up
in the wrong account.

Setting up a direct debit works
well for VAT as once in place it
operates to take the correct VAT
due each quarter. However a
direct debit for corporation tax
only works for one year due to the
different reference numbers used
for each period.

If your online bank does not allow
you to include a 17-digit reference
number with your payment you
may have to change your business
bank account.

HMRC CHALLENGES SEISS GRANT CLAIMS

he self-employed

income

support
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(SEISS) grants were

welcomed when they were distributed during the Covid-19 pandemic.

Each recipient had to meet three conditions:

- traded in 2019-20;

- intended to continue to trade in 2020-21; and
- trade was adversely affected by Covid-19.

HMRC is now examining the 2019-20 tax returns
of taxpayers who received SEISS grants to check
whether their self-employed trade was carried on in
that year.

If you claimed an SEISS grant but ceased trading
permanently in 2019-20 you should repay the grant
as you were not eligible to claim it. Penalties may be
imposed if the grant is repaid later than 90 days after
it was received.

If you had a temporary break in trading
and restarted the

V™

same or a different self-employed trade you would
still meet the SEISS conditions. Taxpayers who took
a break from self-employment due to maternity
or adoption leave in 2019-20 are treated as if they
continued to trade throughout the period.

HMRC is now writing to SEISS claimants:

+ who have not submitted their 2019-20 tax return; or
+whose 2019-20 tax return does not include any self-
employed income.

If you receive one of these letters you will have 30
days to submit or correct your 2019-20 tax return or
repay the SEISS grants you have received in full.

We can help you respond to
HMRC.




CORRECTING FURLOUGH GRANTS

MRC are now actively pursuing incorrect and fraudulent
grant claims made under the coronavirus job retention
scheme (CJRS) for wages of furloughed employees.

There are four common causes of incorrect CJRS
claims:

- the employer used the wrong reference
pay to calculate the claim;

- the amount claimed was not paid in full
to the employee;

- the employee performed tasks related
to their employment while furloughed;

- the employee was not on the payroll in
the furlough period.

The CJRS closed on 30 September but it is still
possible to correct any overclaims by repaying
the amount to HMRC. You need to get a reference
number from the online CJRS portal and use this
reference when repaying the sum to HRMC. We can
help you with the calculations.

Beware that where you are repaying funds from the
CJRS which you have held on to for more than 90
days you may also have to pay a penalty.

If you think that an employer has claimed for fictitious

employees, or for employees who were working and

not furloughed, you can report your concerns on the
Covid-19 fraud line: 0800 5875030.
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Where the company has already
been wound-up or dissolved or
is in receivership or liquidation,
HMRC will not give up chasing for
any overpaid CJRS grants. It will
attempt to collect those funds from
the directors, shadow directors and
certain other individuals connected
to the business. HMRC will issue a notice to make the
individuals jointly and severally liable for amounts
the company owes so that it can pursue the amounts
owed from the company or from the individuals.

If you have any concerns in this area, please get in
touch and we will try to work together to resolve any
issues.

USE YOUR BASIC RATE BAND

ersonaltaxrateshavebeenheldsteadyforafewyears,soitmadenodifference
whether you extracted funds from your company in one tax year or the next.

This is no longer the case as on 6 April
2022 the tax payable on dividends and
the national insurance contributions
(NIC) due on your salary will both in-
crease by 1.25 percentage points. The
basic rate band - where income tax is
charged at the lowest rates - has been
frozen at £50,270 until 6 April 2026
(different rates and thresholds apply in
Scotland).

If you are planning to take cash out of your compa-
ny it makes sense to maximise the amount which is
taxed at lower rates before 6 April 2022. Currently
you can extract the following amounts free of tax
and NICin 2021-22:

- £2,000 of dividends; and

« £9,568 of salary.

Further salary or bonus up to £12,570 is tax-free but
it will carry NIC at 12% (13.25% from
April 2022).

We can help
you work out
the most tax effi-
cient ways to ex-

tract money from
your company

Dividends above £2,000 are taxed at
7.5% if they fall within your basic rate
band but from 6 April 2022 the tax will
be charged on that income at 8.75%.
Dividends in the higher rate band are
currently taxed at 32.5% rising to 33.75%
from 6 April 2022.

If you are planning significant expendi-
ture in 2022 it may make sense to extract the funds
that you need before April, if this does not push you
into a higher tax band.

We can help you work out the most tax efficient
ways to extract money from your company.
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