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An open letter to
The Chancellor of the Exchequer
from Nick Paterno, Managing Partner

A plea on behalf of UK SMEs….
As the new man at Number 11 Downing
Street, we understand that you have been
contemplating the state of the Nation's
finances and formulating aspirations for our
society and economy as we approach the
Autumn Statement on 23 November 2016
and Brexit. If we are to have something of
a ‘clean slate’, please would you feature
these 11 points in your planning all of which
could help UK businesses and SMEs.

1

Actually get on and amalgamate
National Insurance and Income Tax
Life is complicated enough with red
tape affecting every facet of business and
costing £billions. So why do we have two
sets of rules and two sets of rates and
allowances for taxes which effectively do
the same thing? And surely some honesty
about how much tax is collected from our
citizens wouldn’t go amiss – the majority of
employees suffer tax on their earnings at
a combined rate of 32%, not the 20% that
most people recall.
As long ago as 1986 various
Chancellors considered combining the two
taxes but it keeps getting shelved to the ‘too
difficult’ pile. George Osborne picked up the
baton in his 2011 Budget but never made
it to the home run. In March the Office for
Tax Simplification produced a report which
concluded that aligning income tax and
national insurance will bring simplification
and greater transparency. Please Mr
Hammond – get on and do it!

Few people realise the effective rate of
tax (including NI) between £100,000 and
£122,000 of annual taxable income is 62%.
In fact, the majority of people aware of this
will be those that can plan their affairs to
mitigate against it.
Removal of this nasty restriction
could actually raise more tax as wealthier
individuals stop restricting their income to
£100,000 to avoid losing 62% of their hard
earned income to tax.

2

Withdraw the wasteful employment
allowance and give employers a
period of time free from NI contributions
on new employees.
This measure was introduced by George
Osborne in 2014 and gives £3,000 to almost
every single employer in the country against
their national insurance bill. It was designed
to encourage employment, but can anyone
really see Marks & Spencer, BP, Barclays
et al employing more people because the
Government has just given them a £3,000
‘freebie’ with no effort at all? The rate was
increased from £2,000 to £3,000 in 2016
and the cost of that change alone was
estimated at £630m for just one year.
Surely something more targeted will
work better and perhaps not cost so much.
How about an employer’s NI holiday for
SMEs on new members of staff? We
haven’t got the detail to work the costings
but there must be a more effective
incentive available for the same cost.

4

Provide some certainty as to how
pension fund tax reliefs will operate
in future.
The tax rules and exemptions
surrounding pension funds have been
kicked about like a political football in
the last few years. The amount of relief
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keep it short here! Read on for a short article
for Company Secretaries, news on future
audit changes and our growing team here at
McBrides!
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available and the maximum size of tax
advantaged pension ‘pots’ have been
systematically whittled down to make
planning in this environment very difficult.
What is not often appreciated is that
many business owners use their pension
fund cash to buy commercial property
to house their businesses. This usually
provides significant flexibility for the
business in terms of property costs to the
benefit of all of its stakeholders.
If not used in this way, pension fund
cash is often left invested in stock markets
and similar equity investments which do
little to create economic activity.
Continually moving the goal posts
means owners are less likely to invest
further in their businesses, choking off
growth prospects.

5

Increase the annual exemption for
gifts for Inheritance Tax purposes
from its current level of £3,000, at which
it has been set for at least 35 years!
The first £3,000 of gifts made by an
individual each year escape the 40% IHT
charge levied on some estates.
The phrase ‘fiscal drag’ is used to
describe how the value of an allowance
is diminished over time by being retained
at the same level year after year. Thirty
five years ago £3,000 would have been
the equivalent of over £11,600 in today’s
money! If ever there was a case for
updating an allowance – this must be the
one.

6

Simplify the Enterprise Investment
Scheme (EIS) and Seed EIS (SEIS)
qualifying rules.
EIS and SEIS encourage individuals
to invest in small companies. The tax
reliefs available under these schemes are
enticing, but the rules surrounding them
are fiendishly complicated. It’s very easy to
break one of the rules meaning the initial
investment does not qualify or a qualifying
investment becomes ineligible and the

reliefs are clawed back. This discourages
badly needed investment in SMEs and
restricts the availability of funding for small
and start-up companies who typically find
raising finance from traditional sources
difficult.
Our plea is to simplify these rules and
thus encourage investors to provide greater
liquidity to fledgling businesses.

7

Scrap higher rate income tax relief
for charitable donations
Controversial? Perhaps, but do
people make donations to get the tax
relief? If they do perhaps the relief is
badly targeted? It is certainly quite costly
– estimated at £480m per year out of the
Government’s coffers.
Let’s keep the basic rate relief, which
goes back to the charity, but use the
otherwise forgone tax for some other
worthy Government cause like the NHS!

8

Extend Research and Development
(R&D) tax reliefs to partnerships and
sole traders.
Companies are able to access
extended tax reliefs of up to 230% of
their R&D spend from the Government.
The claiming of such reliefs is becoming
endemic and is almost close to being more
of a grant to any company applying rather
than a true targeted tax relief.
Our plea to Mr Hammond is to extend
the relief to partnerships and sole traders –
why should there be an artificial distinction
between theirs and companies R&D – but
have a look at qualifying criteria to reduce
the number of spurious claims.

9

IHT again – forget the phasing of the
planned introduction of a residence
allowance and do it now!
The Government has promised to
give spouses a £175,000 allowance each
against the value of their homes contained
in their estates when they die. It’s due to be
phased in between 2017 and 2020 – why?
If it is the right thing to do, do it now
and stop this inequitable phasing that
‘rewards’ someone who survives a few
years longer than their compatriot!

10

Simplify VAT Is your food hot
or cold? Eat in or take away? A
biscuit or a cake? Dare we say it, what
is the difference between a pasty and a
tampon?
But this does illustrate the madness of
the VAT rules as some of the above are
free from VAT and some are not. SMEs
have to spend time and money ensuring
compliance with these rules and, if they get
them wrong, the consequences can be life
threatening for their businesses. Now that
BREXIT is on the horizon and we will have
more choice on our VAT rules, let’s simplify
things and save businesses £ millions in
compliance costs.

11

Reform HM Revenue
& Customs
Anyone who deals with HMRC regularly
will know what a pain it can be. Response
times can be tediously slow, getting hold
of the right person impossible, receiving
clear definitive advice difficult – the list is
endless.
It’s not necessarily HMRC’s staff's
fault. There is an obvious lack of resource,
planning and training, and their IT systems
often fall short. But they can only work with
what they have. So please Mr Hammond,
have a look at HMRC resourcing and give
us the customer experience we expect
to receive from all other business to
consumer based organisations and make
the experience of paying tax much less
painful!

Audit exemption rules have changed
– could this affect you?
Companies and LLPs that qualify as ‘small’
under the Companies Act 2006 are usually
exempt from audit, unless they are members
of a group or are charities and required to
follow the charity audit thresholds.
A company is ‘small’ if both this year
and last year it was not ineligible, and it
met two out of three of the following criteria:
Accounting periods Accounting periods
beginning before beginning on or after
1 January 2016
1 January 2016
Turnover
Gross
assets
Number of
employees

<£6.5m

<£10.2m

<£3.26m

<£5.1m

<50

<50

My company has a turnover of £7m,
should I cancel the annual audit?
You can certainly choose to do so as long

as you meet the other criteria and rules.
However, even if an audit is not a legal
requirement, you may still decide to have
one for a number of reasons, such as:
• to help you identify and address financial
and system issues
• to give you reliable information on which
to base critical decisions
• to facilitate effective governance
• to provide assurance to your stakeholders
• because your bank facility terms insist
on it!
We will be happy to discuss the matter
further with you, and identify the best
course of action for your company/LLP.

Attention all
Company
Secretaries!
As from 1 July 2016 companies and LLP’s
have been required to file a Confirmation
Statement in place of the Annual Return
at Companies House. The first Confirmation
Statement filed also requires additional
information to be submitted in relation to
the share capital of the company and the
initial population of the Persons of
Significant Control (PSC) register.
Companies House now intends to give
more scrutiny to Confirmation Statements
as the experience to date is that incorrect
information is being provided, leading to
them rejecting the submitted documents.
So what are the common errors being
made on Confirmation Statements in this
first year?
1. Standard Industrial Classification
(SIC) Code

Ensure the SIC code is correct. If the
activity of company has changed, then the
SIC code must be updated. If the
company has more than one activity then
SIC codes for all activities should be
added.
2. Paid Up Share Capital
All companies are required to complete
the section on how much of the issued
share capital has been paid up. If all the
shares in issue are fully paid the response
will be ‘0’. It is necessary to actually
complete the section - it cannot simply be
left blank.
3. Share Capital and Shareholders
Share capital details must be completed
in full. If there have been any share
transfers during the year (since the date

Residential Property
Lettings – Changes
to tax relief on
finance costs

Changes announced in the 2015 Budget
to restrict the tax relief on finance costs
will be phased in from 6 April 2017.
This will apply to mortgage interest
and associated fees.
Email info@mcbridesllp for a full
summary of the implications of these
changes covering – What are the
restrictions? What relief will be available?
What can be done? And further
consequences.
Compiled by McBrides' Senior
Chartered Tax Adviser Adam Hills, the
information is likely to be extremely
insightful for all involved in residential
property lettings.
of the last annual return) then these
transfers need to be recorded and the
names and shareholdings of all
shareholders provided.
4. Persons of Significant Control
Disclosures
Joint shareholders
If the shares are held jointly and satisfy
the conditions of being a Person of
Significant Control (PSC) then both
named individuals must disclose their
details as PSCs in relation to the
shareholding and voting rights; the
disclosure is for the whole of the joint
holding.
For example, Mr X and Mrs Y hold 30
voting ordinary shares in a company
jointly. The total number of issued shares
in the company are 100 voting ordinary
shares. Therefore, Mr X and Mrs Y should
both be disclosed as PSCs, with the nature
of control being ‘more than 25% but not
more than 50%.’
Shareholder is a UK Company
A company cannot be a PSC. Despite
this, an assessment has to be made as to
whether the company meets the same
conditions as apply to individuals. If so,
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and the company is a UK company that
keeps its own PSC register, it
will need to be entered on
the PSC Register and on the
additional pages of the first
confirmation statement as a
Relevant Legal Entity (RLE).
In a group of UK incorporated
companies, each subsidiary will
record its immediate parent on its PSC and
on the additional pages of the confirmation
statement.
In the holding company of the group
the ultimate shareholders will be disclosed
if they meet the conditions of being PSCs.

New Additions
After a period of significant growth, we
are expanding our team and creating new
roles.
Introducing: Anthony Hawkins joined
the team in August as a manager in audit
and accounts. In addition to managing
a client portfolio from mixed sectors,
Anthony will be working with Nigel Kimber
and Mark Grady on corporate finance
assignments.
With over a decade of experience in a
similar role at his last firm, combined with a
background in corporate finance, Anthony
is an excellent addition to the team.
Tanya Hamilton, staff partner says:
“We've been looking for some time for the
right person with the experience to help
grow the corporate finance and audit

Anthony Hawkins
Audit Manager

McBrides Accountants LLP
Nexus House 2 Cray Road Sidcup Kent DA14 5DA
T: 020 8309 0011 F: 020 8309 7879
E: info@mcbridesllp.com W: www.mcbridesllp.com

shares with 1 vote per share then the
second condition is also met in
relation to voting, so this
condition must also be
disclosed.

All conditions met must be disclosed
For example, if a PSC has been identified
as holding more than 25% of the shares
in the company then the first condition is
disclosed; assuming the shares are voting

Going forward
All confirmation statements
subsequent to the first year, will
simply be confirming the
information held at Companies House is
correct. If any changes have taken place
then you must notify Companies House
on additional pages.

sections of the practice and we are
delighted that Anthony has joined us to do
that."
Anthony says: “After 10 years at my
previous firm, it was a big decision to move
on, but the team here at McBrides has
been very welcoming which has allowed
me to settle in quickly. I’m looking forward
to working with the clients in my portfolio
and to further developing the corporate
finance services provided by the firm.”

Introducing: James Durell has also
joined the team as an accounts and
business advisory team leader. He will
oversee a portfolio of non-audit clients.
James specialises in providing small
business services. James says: “I’m really
enjoying working with the team and getting
to know a good and varied client base.”
We have also welcomed an additional
member to the tax team: Elizabeth Cross
who is dealing with personal tax matters.

Introducing: Leeman Robinson has
joined the team at McBrides as our new
Marketing Manager. Leeman will be
leading our current marketing team and
says of his new position at the firm: “I
look forward to the new challenges at
McBrides and seek to enhance an already
impressive marketing portfolio”.

Growing our own: We have ten trainees
at the firm and we were joined by Aaron
George and John Joseph Boyle (known
to everyone as ‘JJ’!) in the summer, both
of whom are training for their chartered
exams.
The growth will not stop here, we are
still actively recruiting, so watch out for
more new additions in the coming months.

Leeman Robinson
Marketing Manager

Elizabeth Cross
Tax Assistant

James Durell
Accounts Team Leader

DISCLAIMER - PLEASE NOTE: The ideas shared with you in this newsletter are intended to inform rather than to advise. Taxpayers’ circumstances do vary and if you feel that tax strategies or
commercial suggestions we have outlined may be beneficial it is important that you contact us before implementation. If you do or do not take action as a result of reading this newsletter, before
receiving our written endorsement, we will accept no responsibility for any financial loss incurred.
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