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“...the Brexit
position still 
appears to be 
in complete 
turmoil.”

Towards the end of last year I was reminded by 
the president of the Institute of Chartered 
Accountants in England and Wales of the 
Institute’s five fundamental principles which are 
integrity, objectivity, maintaining professional 
competence, confidentiality and acting 
professionally.

He also emphasised that these things characterise 
a professional and how, if we live by our values, the 
individuals, businesses and wider society we serve 
will place their trust in us. 

At Styles and Co, we are continually looking at 
making our clients’ lives easier; whilst at the same 
time adhering to the five principles mentioned above.

With the 5th April fast approaching, our attention is 
very much focussed on helping our clients save tax 
and making their lives easier as a result.  Our latest 
edition of “The Asset” includes information outlining 
several simple actions you could consider taking 
before the end of the tax year to help you do just that, 
save some tax.

Other articles in this edition are particularly pertinent 
to the owners of growing businesses in the UK and 
cover topics such as:-

•    Making Tax Digital (MTD)
•    Potential pitfalls of adopting an aggressive 
     dividend strategy

There’s also a brief outline of the various tax benefits 
of owning Furnished Holiday Let properties; which will 
be of interest to anyone looking for an alternative 
investment opportunity besides the ordinary 
residential buy-to-let property.

It’s been more than three months since the last 
edition of “The Asset” and the Brexit position still 
appears to be in complete turmoil. 

Let’s hope, for everyone’s sake that a workable 
solution to it all is found soon; leaving us with 
renewed enthusiasm and optimism to take our 
businesses on to their next level of success.

Ian Lloyd
Managing Partner
Styles and Co / Consilium Accountants 
and Business Advisers



WHAT’S THE OUTLOOK FOR FURNISHED 
HOLIDAY LETS?

Furnished Holiday Lets, or FHLs, have long rewarded 
the risk run by some landlords willing to gamble on 
short-term tenancy. What do the recent changes to 
mortgage-interest restrictions mean to landlords who 
have designated properties as FHLs? And do those 
same changes argue for a reconsideration of FHL 
status for landlords who have been hesitant to take 
the plunge?

WHAT EXACTLY DOES FHL STATUS MEAN?

To qualify as an FHL, a property must be available to 
let for at least 210 days and actually let for at least 
105, and landlords should be able to demonstrate 
that most lettings do not exceed 31 consecutive 
days. 

In practical terms, this means that landlords sacrifice 
the guaranteed income associated with long-term 
tenancy for the opportunity to charge a higher rate 
per letting agreement. Along with higher rates, they 
gain some tax advantages, most notably the 
Entrepreneur’s Relief, which taxes the capital gain 
on the sale of an FHL at a flat 10%, far below the 
18% or 28% imposed on the sale of residential 
properties.

WHAT’S NEW?

Residential properties, including FHLs, have 
traditionally been eligible for a full deduction of 
mortgage interest payments from rents. New rules 
governing mortgage-interest deductions in tax year 
2018-19 restrict those deductions for most 

properties…but not for FHLs. While other properties 
may only count half of the mortgage interest paid 
as an expense, FHLs are untouched by the change, 
and may continue to deduct all mortgage interest 
payments.

IS FHL STATUS STILL A GOOD DEAL?

Landlords who have benefited from FHL designation 
may not benefit directly from the rules change, but 
they certainly don’t stand to suffer. In some markets, 
they may enjoy a side benefit: rates for long-term 
rentals stand to rise in response to the new 
restrictions, which may drive up the cost of subletting 
(legally or illicitly) properties competing with 
neighbouring FHLs. 

SHOULD LANDLORDS CONSIDER 
DESIGNATING THEIR PROPERTIES AS FHLS?

This is a trickier proposition. Landlords committed 
to long-term agreements may well find it difficult to 
restructure those agreements with existing tenants. 

Those whose long-term agreements are set to expire 
at fortunate times must still consider whether the risk 
of unremunerated stretches, and the effort required to 
limit them, is worth the tax savings.

On the other hand, landlords who had been 
considering selling buy-to-let properties may do 
well to consider FHL status if the risk outweighs the 
prospects of an unstable property market. 

Landlords in this situation should consider carefully 
the prospects of attracting new tenants regularly and 
year-‘round.

  Furnished Holiday Lets



AVOID THE INCOME TAX THRESHOLD TRAP

Income tax rates currently are:-

20% on income up to £34,500 

40% on income from £34,501 to £150,000 

45% on income above £150,000

Should your income fall just above one 
of these thresholds, why not consider taking 
steps to reduce the level of your taxable income. 

This will benefit you immediately because your marginal rate of tax will fall.

Also, if it is practical for you to do so, making use of the personal allowance for family members could be 
another attractive alternative for you to follow; especially where a family member has no other taxable income. 

The current personal allowance is £11,850; below which there is no income tax to pay.

Don’t forget, that once your income exceeds £100,000 you start to lose your personal allowance thus 
creating an effective tax rate of 60%! So, it’s worth your while remembering to avoid the income tax threshold 
trap.

The tax year end is approaching.

What can you do to reduce your tax bill?

On income above 
£150,000

45%

Income from
£34,500 - £150,000

40%

On Income up to
£34,500

20%

HOW ABOUT DIVIDENDS?

Dividend tax rates currently are:-

Basic rate taxpayers 7.5% 

Higher rate taxpayers 32.5%

Additional rate taxpayers 38.1% 

If you are not already doing so, why not 
consider using dividends as part of your 
profit extraction strategy

It is worth noting that your first £2,000 of 
dividends are tax free, regardless of which 
tax band you fall into and is in addition to 
your personal allowance. 

If you do decide that you want to take some action before the tax year end to minimise your tax bill, you should 
always take advice from a specialist tax advisor or Independent Financial Adviser beforehand. They will be able 

to recommend the best tax saving strategy that is appropriate for you and your business.
 



MAKING DONATIONS TO CHARITY

Not only is giving to charity  a great thing to do but a 
charity can claim back 20% tax on any donations.
It’s a win-win all round.

Making a donation to charity can also reduce your 
taxable income, which may be beneficial to you for 
the reason explained above.

And, if you happen to be a higher rate taxpayer, you 
can claim back the tax difference between the higher 
rate and basic rate on the donation.

 

ISA’s

UK residents over the age of 18 can invest up to 
£20,000 in an ISA in any tax year.

So, you need to act quickly in order to beat the 5th 
April deadline.

Investments can be made in a cash ISA and / or a 
stocks and shares ISA, provided the overall limit is 
not exceeded. 

ISAs are a great tax-free investment as any gains from 
them are free of income tax and CGT.

Junior ISAs are also available for UK resident children 
under the age of 18 who do not already have a Child 
Trust Fund. You can invest up £4,260 on behalf of a 
child in cash, stocks or shares but cannot withdraw 
from the ISA until the child reaches 18.

Children aged 16 and 17 can also open a cash ISA up 
to £20,000 in addition to their Junior ISA. 

PENSION CONTRIBUTIONS

Pensions can provide an important savings vehicle as well as generating tax planning opportunities for you. 
Claiming effective tax relief on contributions, benefiting from tax-free growth within a fund and being able to 
take a tax-free lump sum on retirement appeals to many of our clients.

The maximum pension contribution you can make in any tax year (and obtain tax relief) is £40,000; but you may 
have unused allowances from previous years’ to utilise as well.

However, for the higher earners, with incomes of £150,000 or more, the annual allowance can be reduced as a 
result of tapering.

The lifetime allowance is capped at £1,030,000.

Therefore, should you want to reduce your taxable income in this tax year by 
making a pension contribution on or before 5th April, remember to review 

the availability of any unused allowance for this current tax year.

For a spouse, civil partner or child if they have no earnings 
of their own, also think about contributing up to £3,600 

into a pension scheme to obtain basic rate 
tax relief on the contributions. 



WHEN TO MAKE THE SWITCH?

The first round of mandatory MTD compliance affects 
businesses that collect VAT. Beginning 1 April 2019, 
VAT-registered businesses whose turnover exceeds 
the £85,000 VAT threshold will be required to maintain 
digital records, and to submit VAT returns 
electronically to HMRC using approved software. 
This affects the vast majority of the UK’s 
2.67 million VAT-registered businesses.

Of course, this being tax law, nothing’s quite as 
simple as it first appears. To give all qualifying 
businesses a full quarter to implement the new 
scheme, compliance will become mandatory on a 
rolling basis. Businesses whose VAT-return quarters 
end on 30 June, 30 April, and 31 May 2019 will adopt 
MTD on 1 April, 1 May, and 1 June, respectively.

WHAT ABOUT OTHER TYPES OF BUSINESS?

Approximately 40,000 VAT-registered businesses fall 
outside the compliance mandate for various reasons. 
Local authorities that collect VAT, for instance, are 
subject to different accounting rules than most 
businesses, as are not-for-profit organisations. 

These business entities are granted a six-month 
grace period before entering MTD, making their 
compliance deadline 1 October 2019.

WHAT SHOULD BUSINESSES DO TO 
PREPARE FOR MDT?

In many cases, a bit of due diligence will be all that’s 
needed to confirm compliance with MDT. Most 
commercial accounting software capable of 
supporting VAT returns has already been approved 
by HMRC. The Revenue does not offer software 
products on its own, but does publish the application 
programming interfaces necessary for commercial 
software to integrate with HMRC systems. 

Businesses who question whether their accounting 
software complies with MTD should consult the 
Revenue’s guide to compatible software at https://
www.gov.uk/guidance/find-software-thats-compati-
ble-with-making-tax-digital-for-vat.

Businesses who fall under MDT’s mandate and who 
currently maintain no electronic accounting records 
should immediately direct their accountants to 
recommend an approved commercial software 
platform.

WHAT ABOUT NON-BUSINESS TAXES?

MTD is designed to affect tax returns of all types, but 
some areas have been delayed. Corporation taxes 
will not fall under the MTD’s mandate until at least 
April 2020, and individual income taxes may not be 
required to comply until still later. 

Making Tax Digital (MTD) is nearly here.



REMUNERATING DIRECTORS: 
BEWARE DIVIDEND PAYMENTS

Remuneration for directors of owner-managed 
companies usually comes in the form of a basic 
salary and other ancillary forms of payment. Among 
the most popular of these ancillary forms is the 
payment of dividends; which is not assessed for 
National Insurance.

Sometimes, as we’ll see, a bit too popular.

With that advantage of saving National Insurance 
come the conditions associated with issuing 
dividends. Most importantly, dividend payments must 
be covered by sufficient financial reserves. 

HOW ARE UNCOVERED DIVIDENDS USED AS 
REMUNERATION?

Companies whose dividend policies are designed 
to be regularly and amply covered by their healthy 
profits can issue dividends without much worry.

However, profits available for dividend payment for 
some companies are often difficult to project and 
calculate with perfect accuracy.

Consequently, companies with aggressive dividend 
policies who issue monthly dividends may find 
themselves issuing payments not completely covered 
at the time of issue by a company’s available net 
income. 

These excess dividends would constitute illegal 
dividends and would most probably have to be repaid 
by the directors to the company in the event that the 
company ultimately enters in to insolvency 
proceedings.

In these cases, it was not uncommon to reclassify 
dividend remuneration as PAYE salary when the 
company’s year-end accounts were prepared. 
Although this approach placed a higher tax obligation 

on the remuneration of the director/shareholder, it 
has tended to keep the courts and the Revenue from 
objecting too strenuously. 

That, however,  has changed with a recent Court of 
Appeal ruling.

WHAT HAS CHANGED, AND WHAT 
COMPANIES NEED TO KNOW

In Global Corporate v Hale, the Court of Appeal 
ruled that if a dividend is not covered at the time it is 
created and conveyed, it cannot be later converted 
into another form of remuneration. An illegal dividend 
remains an illegal dividend. In other words, it cannot 
be converted to another form of remuneration, even a 
more licit one, even in the same tax year. 

Global Corporate v Hale involved a compensation 
package that regularly conveyed uncovered dividends 
and whose regular practice it was to reclassify those 
payments at year’s end to PAYE remuneration. When 
the company in question entered liquidation, the 
liquidator successfully argued that the uncovered 
dividend “remuneration” was illegal, and should be 
returned to the company.

HOW TO AVOID THIS IMPACTING ON YOU 
AND YOUR COMPANY

Following the ruling, companies should review their 
director-remuneration policies to be sure that they do 
not classify as dividend payments any amount not 
covered appropriately by its distributable profits.

Directors should be wary of too-aggressive 
dividend-payment schemes and, if in any doubt, 
should revert to paying themselves through the PAYE. 

By doing so, will safeguard them against having to 
repay any illegal dividends or overdrawn directors’ 
loan account balances in the event that the company 
becomes insolvent.


