
Partnerships have, until now, been a relatively
safe haven where partners could benefit from
self employment combined with the attractions
of shared ownership of risk as well as reward.
But recently the wind has blown cooler around
LLPs and the more traditional unlimited
partnerships. Over the last few months, HMRC
have launched a broadside of anti avoidance
legislation against those 'pseudo' partners who
enjoy the tax perks of self employment while
being for all other intents and purposes,
employees or directors of their businesses. This
onslaught has culminated so far in draft anti
avoidance legislation issued in January and
expected for inclusion in Finance Act 2014.
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Partnerships under pressure...
Pushed to the limit

Hazlewoods has a specialist focus group
dealing with these provisions and how they
affect partnership arrangements. Detailed
questions should be directed to them via
your normal tax contact. 

Last time we looked at the transfer
pricing aspects of partnership taxation.
This edition we focus on how HMRC are
seeking to do away with the presumption of
self employment. Here’s the picture so far :

December brought proposed changes,
(effective from April 2014) to Limited Liability

Continued on page 2

Introduction 
Welcome to the Spring 2014 edition of Talking Tax. Rejuvenated after a ‘relaxing’
January, we have been asking  ourselves what 2014 will bring for you and your
tax affairs.

If you are a partner in an LLP or traditional partnership you’ll want to read our
take on HMRC’s vigour in reviewing and questioning existing employment
arrangements. We dig into what the raft of proposed legislation could really
mean day to day. Directors are not forgotten with an analysis of how to
determine employment and thus tax status.  

On a more practical level, we consider what can be done pre tax year end to
put you in a better position come filing time. Sticking with personal taxes we
look at what you should be thinking of when you finally get around to booking
your summer holidays. Let’s make sure you don’t get burned by the taxman
while you are away…we’ll provide  the suntan lotion. 

Finally, VAT legislation is catching up with digital channels and places of supply
are set to change in 2015. We look at the details. 

A day in the life... Directors’ and non
executive directors’ roles

Oh I do like 2 B beside the C side
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Partnerships (LLPs) and the present automatic
self-employed status of their members.  HMRC
moved away from aligning tax and general
employment law, and also did not seem to take
into account the very long standing self
employed ‘badges of trade’.

Instead they introduced a new concept, which
they have called ‘Salaried Member’. Basically, if
you are deemed to be a Salaried Member then
you will be employed for tax purposes. To be
treated as a Salaried Member (i.e. employed as
opposed to self-employed), you (‘the Individual’)
will need to satisfy all three of the following
criteria:

� Payments made by the LLP to the individual are
more akin to those for provision of  services to
the LLP, and are not calculated by reference
to the overall profitability of the LLP; and

� The Individual does not have a significant
influence over the management/affairs of the
LLP as a whole; and 

� The individual has made a capital
contribution of less than 25% of their total
expected profit share for the year. 

Therefore, to stay self-employed, each individual
needs to be able to break at least one of the
three conditions.

Self employment status can therefore be
protected by addressing

� Remuneration packages;

� Voting rights and/or the partnership
agreement’s terms; or

� Capital contribution levels.

Remuneration
The basic principle here is that true partners
share in risk as well as reward. An individual’s
overall remuneration must not be:

� Fixed/guaranteed in nature

� Variable, but based on their own or their
department’s performance

� Unrelated to overall LLP profits, or
unaffected by overall LLP profits

Profit shares should not be linked to individual
pieces of work or turnover (HMRC 
use an example of a hand car wash that is set
up as an LLP, where all individuals are 
members of the LLP and each individual’s profit
share is calculated by reference to 
how many cars they wash and not how the LLP
performs as an entity).

There is indicative guidance that they would
expect an individual’s profit share to 
be at least 20% variable in quantum (as
opposed to the 5% that was originally set out 
in the Consultation Document).

HMRC also state that provisions that are put in
place for LLP Agreements relating
to individuals’ profit shares, and the variability of
them, need to be realistic and achievable. 

Influence
To fail the second condition, HMRC set out that
the individual must either be a member of the
LLP’s management board, or otherwise be actively
and deliberately involved in both management
and decision making within the LLP.  They refer
back to the basic definition of partnership, i.e. a

group of people who get together in business
with a view to making a profit.

Investment
HMRC expect to see financial commitment -
the individual must make a capital contribution
of at least 25% of their total expected profit
share for the particular year.  The definition of
capital is currently subject to some debate and
clarification is required before the rules come
into effect.

(Non) compliance with the conditions will need
to be checked each 6 April and each time a
new member joins the LLP. Clearly, the above
changes are going to mean that some LLP’s
have some serious thinking to do in respect of
‘fixed share’ type partners. We would re-
emphasise though that it is only necessary to fail
one of the conditions, to retain self-employed
status. Which one you choose will greatly
depend on the type, style and size of your own
LLP. 

Interaction of limited
companies and partnerships
There is a great deal of detail in the draft
legislation, but in essence, it seems that practices
who already have one or more limited
companies in their structure will be able to
continue in the way they are operating at
present, with no changes for tax purposes, until
we get to 6 April 2014. 

After that:

� Any profit shares going into corporate
partners will need to be commercially
defensible;

� Where profit shares are not seen to be
commercially defensible, legislation will step
in and reallocate the ‘excessive’ profits going
into the limited company back to the
appropriate individual partners;

� Service companies/corporate partners that
operate on a commercial basis will remain
unaffected 

� Individuals who have transferred their
partnership share into a limited company
that is owned by them will be able to
continue with those arrangements until 5
April 2014, and for some, beyond that date
as well.

In addition to the above there is simple but
effective anti-forestalling legislation drafted to
prevent those affected altering their structure
to circumvent the changes. That legislation has
an effective date of 5 December 2013.

So, what next?
We now have a good understanding of what is
set to be a major piece of tax legislation so far
as all types of professional practices are
concerned. There is already an increasing trend
for practices to fully incorporate into limited
companies, and this will be another influencing
factor on that decision for some.



The Self Assessment tax regime clearly did not
apply to Wordsworth as he spent his Spring
drifting through hosts of golden daffodils. We
mere mortals however, have barely taken
breath from the whirlwind that is 31 January
before we are thrust into the wonders of year
end personal tax planning.

In an attempt to make the best use of the time
you have available between now and 5 April,
here are our thoughts as to what is worthwhile,
and what is not.

I wandered lonely as a cloud...
Spring into pre tax year end preparations

Level one:  Practical
suggestions
A few simple (some would say common
sense) things you could do to make 2014 the
year you manage your tax rather than it being
the other way round.

� Check your paperwork is in order and
complete. Do you have an up to date
statement on account for example? Is your
PAYE coding accurate? Did you ever
receive that refund?

� Block out some time to deal with tax.
Obvious but often overlooked. You won't
get the best tax position if you don't have
time to think through the (inevitable)
options open to you. Time really is money.

� Check that any key or material items of
income or expenditure have adequate,
real time, documentary support. Do
invoices received from your lawyers
analyse the advice being billed for? Getting
the right level of detail can make a valuable
difference when you are claiming relief for
expenses such as professional fees.

� Do you need to do a tax return at all?
Why file if you don't need to? We can
help you get HMRC agreement if your tax
position fits.

� What are your current tax attributes -
what do we have to work with? Getting a
handle on brought forward balances helps
us to see where value can be added. For
example what capital losses are available
to shelter gains? Can they be used?

Level 2:  Tactical
Once you have your baseline understanding,
what can you do with it? Can you change your
tactics to make the most of your circumstances?

Some ideas include:

� Checking your pre year end spending
plans e.g. business vehicles - what would
bringing a planned-for purchase forward a
few weeks do to your tax bill?

� Trying to settle any earlier years’ unresolved
issues with HMRC in one fell swoop. We
can help you reduce time and money
spent on dealing with HMRC enquiries.

� Making adjustments to your current
arrangements due to changes in your
circumstances. For example, has your
family grown or have you changed your
job? Does your tax position still 'fit' you?

Level 3:  Strategic
When did you last step back and think about
your longer term goals and plans? Have you
decided when you'd like to be able to retire
for example? What about succession plans for
the family business? Inheritance tax is
admittedly often less time pressured than
other regimes but getting it wrong can have
major costs attached.

Our take on managing your tax? A little
investment of your time now can lead to big
returns, whether financial or otherwise. Plan
your taxes properly and you might yet find
yourself with the time and resources to
admire daffodils after all.



A day in the life...
What do directors and non 
executive directors actually 
do all day?
This is not a random question. The answer will
determine tax status - employed or self
employed - with wildly different tax costs for all
involved. The line between employed and self
employed status can be blurred and increasingly
the tests are fact based rather than legal title. 

HMRC certainly seem to think that there are
taxpayers who have sidestepped their PAYE
obligations by styling themselves as independent
providers of services via Personal Service
Companies (PSC).  This has been a hot topic
with a House of Lord’s enquiry in 2013 and
new legislation in Finance Bill 2014. What is the
current position for taxpayers as 2013/14 draws
to a close and a new tax year approaches? 

HMRC are increasingly seeking to challenge
payments to PSCs owned by directors and/or
Non Executive Directors (NEDs). They argue
that any director (including an NED) is an
officer of the company and an officer is, in
reality, employed by the company and so
therefore any payments should be made under
PAYE. 

The counter position is that NEDs or directors
provide duties to several different companies
and, therefore, they are actually self-employed
and should be paid gross. But what is the nature
of the services being provided?  This has to be
distinctly different from the duties of the office
to succeed against HMRC.

The first question to ask is disarmingly simple -
‘are you an employee’? An employee is taxed
under PAYE. His employer has to take
responsibility for getting the tax and NIC
collected correct.  The facts and documentation
of the case will be the first port of call to
answer this question.  Are there enough ‘badges’
of employment to justify employee status? The
list to the right is by no means exhaustive, but it
does give a flavour of the areas that need to be
considered. 

Assuming we can get past this first hurdle the
next question is whether the employment
intermediaries’ anti avoidance  legislation
(commonly known as  ‘IR35’) applies. 

Is an office being held? Are duties being
performed arising from an office? If the answer
is yes then IR35 will not apply and PAYE is in
point.  The controversial tax legislation was
extended to office-holders for the 2013-14 tax
year onwards. The legislation ‘looks through’ the
PSC to the nature of the work being
performed. In practice the following scenarios
are potentially caught:

� The worker is personally appointed to
perform the duties of an office. 

� A PSC  provides the worker to perform the
duties of that office and the worker’s
personal services are required.

� A worker is engaged both as an office-
holder and to perform other duties in

circumstances where  they would be
regarded as an employee if they were
engaged directly by the client.

� A worker has earnings from an employment
that have already been subject to PAYE/NICs
by a client but they are also engaged by that
client as an office-holder. 

� have to do the work themselves � can hire someone to do the work or
engage helpers at their own expense

� can be told at any time what to do, � decide what work to do, how and when 
where to carry out the work or when to do the work and where to provide
and how to do it the services

� be moved from task to task � risk their own money 

� work a set amount of hours � provide the main items of equipment
they need to do their job

� are paid by the hour, week, or month � regularly work for a number of different
people

� get overtime pay or bonus payment � have to correct unsatisfactory work in 
their own time and at their own expense

Employees: Self employed:



Oh I do like 2 B 
beside the C side
Tracking the supply of services in
the age of apps, smartphones and
satellites presents problems for the
VAT man. Are you ready for the
new regime designed to monitor
compliance in the wild world of
digital communications?  

VAT consultants can be a well travelled bunch -
location is a vital aspect of understanding your
VAT position and responsibilities. Where you
supply your goods and services from and to is
as important as the nature of the supplies
themselves. This is fairly straightforward when
dealing with tangible goods and human
delivered services. But what about downloading
an app? Who is receiving what, where and when?

In response to these questions, the place of supply
rules will be changing on 1 January 2015 in the
European Union for some services. The services
affected are telecommunications, broadcasting
or electronically supplied services provided by
businesses to non taxable or private customers
in EU Member States, the ‘B2C’ (Business to
Consumer) market.  Services provided Business
to Business (’B2B’) are not affected. 

Currently, these B2C services are taxed where
the business supplier is established. The new
rules will mean that businesses will need to
charge and account for VAT in the EU country
where the customer belongs. 

What does this mean in practice? From a
business perspective, VAT compliance will
obviously change and, depending on your
customer base, could get complicated. 

In an attempt to ease the pain a “Mini One
Stop Shop” (MOSS) will be introduced, giving
both EU and non-EU businesses the option of
VAT registering in just one Member State,
through which they will account for VAT on
supplies to their customers in other EU
Member States. This will be similar to the
current arrangements available to non-EU
businesses which provide electronically supplied
services to EU customers on a B2C basis. 

Given the alternative is for businesses to
register and account for VAT (at the appropriate
rate of tax) in every Member State in which
they have private customers, the MOSS looks
likely to be very busy indeed. Add to the mix

the fact that MOSS audits can stretch back 10
years and you are looking at increased complexity
in processing, reporting and maintaining VAT
records. There is no minimum threshold so even
micro businesses will be affected. 

From a consumer viewpoint prices will probably
go up. The zero rated benefits of supplying from
say Jersey will evaporate. The cost of VAT will
have to be absorbed and it is highly unlikely that
businesses will take the full cost to their bottom
line. Expect at least some passing on to the
customer. 

It remains to be seen if this attempt to level the
playing field of digital trading will succeed. What
is for sure however, is that if you are an affected
business you have just under a year to deal with
these changes (the first MOSS registrations will
be accepted from October 2014) . We can
discuss this with you and give you our take on
what needs to be done and what can stay the
same. 

Avoid the inevitable rush as 2015 January looms
and think about it at your leisure. The perfect
poolside project perhaps?!

What if there are only
consultancy services? 
Where consultancy services are provided, dual
contracts are sometimes used so that, while the
director’s fees will be subject to PAYE, the
consultancy fees can be paid gross.

Such contracts need to be carefully constructed
to ensure that the director’s duties and the
consultancy services are adequately defined. The
consultancy services must be genuinely different

from the duties as an office holder and not a
mere extension of the duties expected of a
director.  Even with such arrangements there is
a strong risk that HMRC may challenge any
such contracts.  

The latest development is for both onshore and
offshore intermediaries to have been hit by new
rules published, in draft, in January as part of
Finance Bill 2014. The former is pretty specialist
and is expected to hit the oil and gas industries.
The latter however, is more widely targeted and

will apply to dual contracts in particular. 

In the event of a successful challenge to the
genuine separation of director’s duties and
consultancy the company engaging the director
will be required to settle any PAYE liabilities that
arise, together with interest and penalty charges.

Clearly this is a minefield. We can help you get
the correct treatment for your circumstances.
Please call your normal tax contact to discuss
this further. 



We’re all going on 
a summer holiday?
Managing your business from afar
‘No more working for a week or two’ warbled
Cliff Richard. Clearly he didn’t own his own
business. Those of you who are self employed
will understand that there is virtually no such
thing as a complete holiday from the day job.
Even when you are sunning yourself by a bright
blue sea you might well be dealing with
problems  back in the office and running up
mobile phone bills making sure everything is
running smoothly while you are away. 
Is there anything you can do now to either
make that responsibility a little easier to bear
and at least cut your costs by getting tax relief?
Here are some thoughts.

Before you go
The best advice is of course to make sure
you’ve cleared your in tray as much as possible
before you jet off, leaving adequate notes and
instructions for your stand in. But you already
knew that.

You might want to employ some temporary
staff to provide extra cover while you are away.
Their wages would normally be deductible
expenditure - the real point here is making sure
that you get your compliance responsibilities
correct and avoid unnecessary and expensive
penalties arising. Any employment whether
temporary, casual or part time means you have
to deduct income tax and NIC under PAYE and
issue payslips. Make sure you have organised
this before you go. 

No one wants to think there might be a
problem but, to give you less to worry about,

have you also thought about acknowledging the
risk and taking out insurance?  

The most common form of insurance is keyman
insurance. 

Typically this provides cover against loss of
profits resulting from the death, critical illness,
sickness, accident or injury of an employee,
director or other ‘key person’. If that skiing
holiday ends in plaster, keyman insurance offers
the business financial support while you
recuperate. 

The tax relief on premiums  is however, not
always straightforward. Watch out for how the
agreement is drafted. The premiums on a policy
will be allowable if: 

� The insurance is only taken out for trading
purposes ie meeting a loss of trading
income. Capital loss cover will not be
deductible; and

� Any life insurance policy is a term insurance,
providing cover only against the risk that one
or more of the lives insured dies within the
term of the policy, with no other benefits.
The term itself should not go beyond the
period of the person’s usefulness to the
company.

Be careful about what kind of insurance you
choose - the premiums on whole life or
endowment policies, or critical illness or
accident policies with an investment content -
such that premiums contribute to a capital

investment - are capital expenditure and will
not be deductible.

Finally, you may want to discuss what the best
arrangement is for your personal circumstances:
do you claim a deduction for premiums and run
the risk of a taxable pay-out or accept no relief
for premiums now but aim for the receipt to be
non taxable.

While you are away
You’ve arrived at your hotel and unpacked your
flip flops. Then you check your email... two hours
later you’ve solved the urgent supplier query
but run up a hotel internet access bill. You can
at least increase your chances of getting tax
relief by ensuring you get proper invoices from
the hotel identifying your business related costs.
While minibar costs are probably not ‘wholly
and exclusively for the purposes of the trade’
(even it was a really complicated query), with
adequate documentation, claims should be
possible for telephone, mobile, fax and wi-fi
costs incurred. If you are VAT registered check
with the hotel that the invoice you receive has
all the relevant information needed to allow
you to reclaim the VAT suffered too. 

When you get back 
Breathe a sigh of relief that the business is still
standing. Then make sure you file your receipts
and other documentation in your tax file ready
for sending (nice and early) to your tax advisors
so they can complete your tax return and claim
that relief.

Is it a VAT invoice? 
You must have the following:

� an invoice number which is unique

� the seller's name or trading name, and
address 

� the seller's VAT registration number 

� the invoice date 

� the time of supply (also known as tax point)
if this is different from the invoice date

� the customer's name or trading name, and
address 

� a description sufficient to identify the

goods or services supplied to the
customer 

� the rate of any cash discount 

� the total amount of VAT charged
expressed in sterling

For each different type of item listed on the
invoice:

� the unit price or rate, excluding VAT 

� the quantity of goods or the extent of the
services 

� the rate of VAT that applies to what's
being sold 

� the total amount payable, excluding VAT

A VAT invoice that includes zero-rated or
exempt goods or services, must:

� show clearly that there is no VAT payable
on those goods or services 

� show the total of those values separately 



No accounting 
for taste
From 2015, most UK companies will have to
change the basis upon which they prepare
accounts, moving from UK GAAP to the EU -
endorsed regime of FRS 101 and 102. But why
are we telling you this? Surely this is a Tax
publication?

Tax is, of course, fundamentally affected by any
change to accounting standards as the starting
point for all tax computations is the accounting
profit. Any upheavals in the Accounts
Department will impact on Tax.  This article is
not a technical analysis of the detailed
regulations. Our intention is to alert you to the,
sometimes frankly illogical, tax adjustments
caused by these new rules.

Making the move to 
FRS 102
FRS 101 and 102 will affect how assets and
liabilities at the accounting transition date will
be identified, recognised and measured.
Subsequent profits and losses will then be
recognised in accordance with the new
standards. These may differ from those profits
and losses that would have been reported had
current UK GAAP been retained.

If this is the case, then be prepared for a one off
tax adjustment to make sure there is no double
taxation of (or gaps in) the business's profits.
Companies treat the adjustment as trading
income and/or expenditure.

The standard has retrospective application
unless certain exemptions on transition are
claimed.   If no exemptions are claimed past
transactions may need to be restated.  This

could have tax implications too, leading to
adjustments to previously submitted and agreed
returns.

Reporting
There are lots of specific examples of
adjustments but we’ll stick with a couple of
illustrations to make it clear that the way in
which computations are prepared will be
affected. 

� There’s going to be more information to
wade through. Preparing tax computations
will mean navigating the five primary
accounting statements - Income Statement,
Statement of Comprehensive Income,
Statement of Financial Position, Statement of
Changes in Equity and Statement of Cash
Flows.

� You may be taxed on notional income
rather than real receipts - for example
when loans and advances not made at a
market rate of interest (including directors’
loan accounts and intercompany loans)
need to be discounted at an appropriate
rate to determine the initial carrying value. 

To explain,  a director puts £100k into a
company for a three year period with no
interest being charged.  The discounted cash
flows on the loan are calculated to be, say, £95k.
The accounts in the first year will include
finance income of £5k with a finance charge of
£1,666 per annum for each of the years until
the loan is repaid. Opinion is that this finance
income of £5k is taxable and the subsequent
finance charges tax deductible, so over the
three year period it is mainly tax neutral but

from a cashflow view it makes little or no sense
to be paying tax on deemed rather than actual
income.  Time will tell whether HMRC agree.  

Micro Entities
There is some respite for the smallest fish in the
corporate sea. These entities can elect to have
reduced disclosure requirements - ‘abridged’
balance sheet and P&L (P&L does not need to
be filed with Companies House).

Applicable for accounting periods ending on or
after 30 September 2013 for businesses
meeting two out of the following criteria: 

� Net turnover below £632,000 

� Balance sheet total of less than £316,000

� 10 or less average number of employees

This overview of some of the tax issues coming
out of the accounting changes show how far
reaching this could be. Please speak to your
normal contact to discuss how this plays out for
your business.
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Hazlewoods Tax Team

Services
We provide specialist advice in all areas of tax including the following:

� Business structuring 
� Employer services 
� Inheritance Tax and estate planning 
� Partnership Tax services 
� Tax Investigations 

� VAT 
� Corporation Tax 
� International Tax services 
� Owner Managed Businesses 
� Personal Tax 

� Trust Tax 
� Stamp Duty and SDLT 
� Transactions, planning and support 
� Capital Gains Tax planning 
� Tax Litigation Support

Budget 2014
The Chancellor of the Exchequer, George
Osborne will be delivering the Budget on 
19 March 2014. To get the latest news and
expert opinions you can follow our coverage
of the Budget in a variety of ways.

Live coverage of the Budget will take place on
our website. The website will be linked to our
live twitter feed, which will keep you up to
date with our experts thoughts and reactions
leading up to, during and after the Budget.
There is no need to worry about logging into
twitter as the live twitter feed can be viewed
whether you are logged in or not.

After the Budget useful publications, a brief
summary of the highlights, related articles and
our Tax Fact Card will be posted on the
website which means you can check rates
and allowances on the go. Full details of the
announcement will also be available in the
Hazlewoods Budget booklet, which will also

be downloadable from the website. Further
to our online coverage one of our Tax
Partners, Ruth Dooley, will also be discussing
the Budget on BBC Radio Gloucestershire.

Please send any questions or thoughts for the
upcoming Budget through to
budget@hazlewoods.co.uk for our tax team
to review.

Autumn Statement 2013 - Specialist Hub

Twitter
Follow us @Hazlewoods_Tax

Website

Online Budget Booklet

Radio

Tax Fact Card




