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Real Time Information

RTI, which requires HMRC to be notified electronically every time wages are paid, has been operating since 6 April and my general impression is that employers are coping well.  On or before each pay day, a Full Payment Submission (FPS) has to be made and often that will give HMRC all of the information about what Income Tax and National Insurance the employer should be paying over.  Only where there are adjustments, such as maternity or sick pay to recover, or subcontractors’ tax to add, does the employer have to make an additional submission, called an Employer Payment Summary (EPS).


Although the law provides for severe penalties for failing to submit RTI returns on time, HMRC has promised a light-touch approach while the system beds in, so no penalties will be charged in the first six months.  Existing employers have received adequate information about their obligations under RTI, but there is a danger that new employers will miss RTI deadlines and incur penalties because they do not register promptly with HMRC.


RTI is essential for the new Universal Credit, which will start to replace most state benefits from October.  As HMRC will have up-to-date information on employees’ earnings, Universal Credit can be adjusted month-by-month, instead of annually as Tax Credits are.
The State Pension


When I started work, the state pension was earned by having a full year’s NI contributions (or credits) for roughly 9 out of 10 years of someone’s working life.  That meant about 45 years’ contributions for a man and 40 years’ for a woman.  Some years ago, that requirement was reduced to 30 years for everyone, but legislation currently going through parliament will increased that to 35 years from 2016.  A shortfall in contributions will result in the basic state pension (currently £110.15 a week) being proportionately reduced.


Self-employed NI contributions earn only that basic state pension but, since 1978, employed people have earned an additional pension (first called SERPS then the State Second Pension) based on their NI contributions, which rise with their wages.  That has given some people a pension of around £200 a week.  That system will also change with the new legislation, so that everyone retiring after 5 April 2016 will receive the same pension of £144 a week (at today’s rate; it will increase with inflation before it is actually introduced).  That is an increase of 30% for someone who has always been self-employed, but will be a substantial reduction in what many employees would have expected to receive.


Finally, the bad news for young people is that the state pension age is already planned to rise to 67 and is likely to rise further before they retire.

Building Subcontractors

I still come across people in the building industry who are unaware of the requirements of the Construction Industry Scheme (CIS) and who is included:

1.
A building contractor is anyone whose business carries out construction operations, a definition which covers not only general builders, but also other tradesmen such as plumbers and electricians.

2.
A subcontractor is any other business which is paid by the building contractor to perform on-site construction operations.  The supply of materials alone is not covered; so, for instance, a joiner who makes windows and just delivers them to site does not fall within the scheme, but if he fits them then he does.

3.
It is possible for someone to be a contractor and a subcontractor at the same time, on the same job.

Any building contractor who is paying subcontractors has to register with HMRC.  The contractor has to ask each subcontractor for his registration number, then ring HMRC to verify it,  when he will be told what rate of tax (if any) to deduct from the labour element of the payment.  Larger subcontractors are entitled to gross payments, most others suffer 20% and those with a poor tax compliance record have to bear 30%.  Every month, the contractor has to submit a return, even if no subcontractors have been paid, and there are severe penalties (starting at £100) for being late.  Any tax deducted from subcontractors must be paid over monthly.

CIS is the latest development of the rules which were introduced 40 years ago to deal with problem of tax evasion by labour-only subcontractors on building sites who were paid under the “lump” system.  That has led to a widespread misconception that CIS does not apply to “genuine” businesses which issue invoices.  That is emphatically not the case.


Although CIS operates in a similar way to PAYE for employees, it is not covered by RTI.  If the contractor also has employees, then the CIS tax is added to the PAYE remittance each month.
Tax Credits

If you claim Working Tax Credit or Child Tax Credits, remember that you must renew by 31 July, giving your income for the year ended 5 April 2013.  If the income is not yet known, then an estimate can be used, as long as the correct figure is supplied by 31 January 2014.   If it is not, then the claim will lapse and amounts received since 5 April 2013 will have to be repaid.
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