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A coherent tax strategy or a fast buck?
In recent years, we all know that the public 
perception of tax planning, and of those who 
undertake it, has plunged. HMRC have got 
in on the act through the use of Accelerated 
Payment Notices or APNs. It’s worth noting at 
this stage that an APN is not anything to do 
with tax, it’s merely an advance payment of tax 
that HMRC think might be due if future tax 
cases are found in their favour. 

For many years, businesses and individuals 
with large tax bills have sought to mitigate tax 
liabilities through the use of various types of 
aggressive tax planning schemes. Since case 
law takes so long to resolve a tax issue, this 
meant that taxpayers received a cash flow 
advantage and would only repay the tax saving 
if the future tax case was found against them. 
An APN notice effectively removes this cash 
flow advantage.

It has been reported that HMRC have 

secured over £1 billion in tax from taxpayers 
using APNs. Of course this helps our budget  
deficit but in reality this money is not able  
to be recognised until a future tax case  
decides whether HMRC’s view is right or 
wrong. Whatever happened to innocent until 
proven guilty?

On a related point on tax strategy, successive 
governments have used legislation to tax small 
and medium sized family businesses simply 
because they are an easy target. There are 
those who evade tax by not declaring all of 
their income, those who hide money offshore, 
those who commit benefit fraud, and let’s not 
forget the largest international companies who 
structure their affairs to blatantly avoid tax. 

If we want a fair system of tax, should we 
not firstly pursue those who break the law to 
ensure that taxation is at least a level playing 
field for all? 
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With the end of the tax year approaching, many 
people are turning their attention to how tax  
bills can be reduced. This could be achieved by 
making personal pension contributions but with  
the scope for contributions having fallen over 
the last few years lots of people will already have 
maximised payments. 

There are, however, other opportunities to reduce 
tax bills through investments into Venture Capital 
Trusts (VCTs) and Enterprise Investment Schemes 
(EISs). These are higher risk investments into small 
companies in the UK with high growth potential that 
could otherwise face difficulties in raising capital. 

To encourage investment in this area the 
government offers income tax relief of 30% to 
investors. For example, an investment of £100,000 
will have the potential to reduce tax by £30,000, 
which is attractive. To achieve this, capital must be 
locked away for between three to five years, at 
the very minimum, and in any event these should 
always be viewed as longer term investments, given 
their higher risk nature.

A VCT provides a greater degree of diversification as 
it is a collection of around 10-50 companies whereas 
an EIS is an investment into just one company. 

 VCT EIS

Income Tax Relief 30% 30%

Minimum Term 5 years 3 years

Maximum Investment £200,000 £1,000,000

Dividends Tax Free Taxable

Growth Tax Free Tax Free

IHT Exemption No Yes

While these investments offer attractive tax reliefs 
that can be used to reduce income tax bills, the 
inherent risks should not be overlooked as these 
can be significant. These are investments where 
capital is at risk and investors should be aware that 
there may be little or no market for their shares at 
the point at which they wish to dispose of them. 
Given the nature of these investments, a qualified 
adviser should be consulted before any investment 
is made to ensure they are appropriate for your 
circumstances.

This article has been provided by  
Douglas Considine, a director of Balmoral Asset 
Management Limited. Please call your normal 
EQ contact if you would like to be introduced 
to Balmoral to find out more. 

From 1 January 2016 the annual investment 
allowance (AIA) reduced to £200,000, 
representing a significant decrease from the 
previous AIA of £500,000 that had been available 
from April 2014.

AIA provides a 100% tax deduction (capital 
allowances) to businesses for the cost of most 
plant and machinery purchases, excluding cars, 
up to the annual limit. Expenditure above the limit 
qualifies for writing down allowances (WDAs) at 
lower rates of either 8% or 18%.

Where a business has an accounting period 
that straddles a change in the AIA limit, there 
are restrictions to the amount of AIA available 
for expenditure in the periods pre and post the 
change in limit, with expenditure in the second 
period being limited to the time apportioned AIA 
for that period. As a result, some businesses may 
not get the level of AIA they were expecting.

For example, if a company had qualifying 
expenditure on plant and machinery of £400,000 
for the year ended 31 March 2016, the AIA 

available would depend on the timing of the 
expenditure, as follows:

• £400,000 incurred in December 2015 – AIA of 
£400,000 could be claimed

• £400,000 in January 2016 – AIA of £49,727 
could be claimed. WDAs at 18% can be claimed 
on the remaining £350,273 expenditure

• £200,000 in December 2015 and £200,000 
in January 2016 –  AIA of £249,727 could be 
claimed. WDAs at 18% can be claimed on the 
remaining £150,273 expenditure

For further advice on capital allowances 
available please speak to your usual EQ contact.

VCTs and EISs

Changes to Annual Investment Allowance
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Currently, certain distributions to shareholders 
on the winding up of a company (for example, 
on a formal liquidation),  can be subject to 
Capital Gains Tax, rather than income tax. If 
the distribution also qualifies for Entrepreneurs’ 
Relief, a tax rate of only 10% would apply to the 
distribution.

On 9 December 2015 HMRC published the 
draft Finance Bill 2016 which will introduce  
new Targeted Anti-Avoidance Rules (TAAR) from  
6 April 2016. The TAAR will treat a distribution 
from a winding up as if it were an income 
distribution (i.e. as a dividend), where certain 
conditions are met:

• The individual is a shareholder in a close 
company and receives a distribution on the 
winding up of the company

• Within a period of two years after the 
distribution, the individual (or their connected 
persons) continues to be (or becomes) involved 
in a similar trade or activity

• One of the main purposes of the winding up is 
to obtain a tax advantage

The new dividend tax rules also start on 6 April 
2016, so any distributions that are treated as 
income rather than capital and are in excess of 
the £5,000 dividend allowance will be taxed at 
7.5%, 32.5% or 38.1%.

Legislation will also be introduced in the Finance 
Bill 2016 to make certain changes to the 
Transactions in Securities rules that affect the 
treatment of a repayment of share capital and a 
company purchase of own shares.

If your self-assessment tax return for 2014/15 
hasn’t already been lodged with HMRC, it must 
be filed online by midnight on 31 January 2016. 
If this deadline is not met, a penalty of £100 will 
automatically be charged. If your return is more 
than 3 months late additional penalties will be 
charged. Where a partnership return is late, 
penalties will be charged for each partner. HMRC 
will only consider appeals against penalties if you 
have a ‘reasonable excuse’, which only applies to 
very limited circumstances. It is therefore important 
to ensure that your return is filed on time.

31 January 2016 is also the deadline for payment 
of balancing tax payments for 2014/15 and for first 
payments on account (POA) in relation to 2015/16 
tax liabilities. If payment is not made before the 
deadline interest will be charged, and surcharges 
will also be applied to 2014/15 balancing payments 
paid more than 30 days late.

Each POA is half your previous year’s tax bill, 
excluding capital gains tax and student loans; 

therefore it is worth considering whether your 
2015/16 tax liability will be lower than 2014/15, 
and if it is possible to reduce your POA. Examples of 
situations where it may be possible to reduce your 
POA include:

• Your taxable income or business profits  
are expected to be down, for example if you  
have higher capital expenditure qualifying for 
capital allowances

• You are entitled to more tax reliefs, for example 
if you have made, or expect to make, higher 
pension contributions in 2015/16 

• You will have more tax deducted at source

If your POA are reduced below your actual 2015/16 
tax bill interest will be charged, so it is important to 
seek advice before reducing your POA. 

If you would like further advice on reducing 
your POA please speak to your usual  
EQ contact.

Changes to treatment of company distributions

31 January tax deadline
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Disclaimer: We make every effort to ensure that the information provided is accurate and up to date, however 
EQ 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 discussed could affect you.

Meet the team 
–  Iain Gordon
1. How long have you 
worked with EQ?

I spent the summer of 
1992 on a work experience 
placement (unpaid!) with 
Reeves & Neylan in our 
Forfar office, and I enjoyed 
the experience so much  

I accepted the offer to train with them the following 
year, once I had graduated from Aberdeen University. 
I continued to work my way through the ranks 
and, following the formation of EQ in 2004, I was 
appointed a Partner in 2006. I took on the role of 
Partnership Chairman in July 2012.

2. What business areas do you specialise in?

A significant element of my work is based around 
agriculture, and the majority of those clients are 
family run businesses.  As such, I aim to ensure 
those businesses are run as tax efficiently as possible 
and are structured in a manner that mirrors the 
long term objectives of the owners, whether that 
be future family succession, assisting with funding 
requirements or planning for ultimate sale.

3. What taxes do you specialise in?

I have a particular interest in planning for capital 
taxes, such as Capital Gains Tax, Inheritance Tax and 
Land and Buildings Transactions Tax. I also have a 
keen interest in tax management with pensions.

4. What do you particularly enjoy about your role?

I feel very privileged over the course of my career  
to have worked with, and worked for, good people.  
We have a tremendous team within EQ that  
I genuinely believe have the interests of their clients 
paramount at all times, and are willing to go the extra 
mile to benefit them.  I personally have worked for 
a number of clients for over 20 years and there is a 
great fulfilment in helping them achieve their business 
goals and family objectives or resolve difficulties they 
may have encountered, whether those be business 
orientated or more personal family issues. Hopefully, 
I bring an empathetic and pragmatic approach 
which cuts through any technical jargon and 
clearly communicates the issues addressed and the 
consequences that may or may not arise. 

The advisers at EQ Taxation have a busy 
season coming up with some seminars already 
scheduled and some yet to have a formal date.  
In the past few days, we have delivered a seminar 
in Dundee, covering the pension restrictions 
effective from 6 April 2016.

On 10 March 2016, business succession seminars 
will be delivered in both Fife and Perth and just 
a few days later, we will analyse the Chancellor’s 
Budget (16 March 2016) at our Budget breakfast 
in Glenrothes the following morning.

We’ll finish off the season with seminars in 
April/May seeking to identify the new property 
taxation rules as there have been several relevant 
changes in the past two years.

We hope you’ll attend these seminars and speak 
with our team of experts and if you do, be sure 
to suggest topics of interest for future seminars.

Conference season
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