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The new Construction Industry Scheme 
(CIS) started on 6 April 2007. HMRC are 
anxious to ensure that contractors are 
ready and various mailings have been 
sent out.

The new scheme dispenses with cards, 
certiý cates and vouchers. Instead, 
when a new subcontractor is taken on, 
a veriý cation process is required. This 
can be done by contacting HMRC by 
telephone or online. HMRC will advise 

whether payments may be made gross 
or under deduction of 20% tax.

If a subcontractor cannot be verified, 
tax will have to be deducted at a 
higher rate of 30%.

There are no vouchers and, instead, 
contractors make monthly returns 
and issue payment statements. The 
monthly return includes a declaration 
that the contractor has considered the 
status of all subcontractors and that 
none of them is an employee. Returns 
can be made online or in paper form. 

Certain existing subcontractors do not 
need to be verified and HMRC have 
mailed contractors with a provisional 
list of subcontractors they have used 
in the last two years and who they 
may treat as verified. 

In January 2007 HMRC mailed 

contractors with detailed packs setting 
out the new rules. From February 
2007 contractors have been able to 
commence veriý cation of subcontractors 
not on the lists sent out to them. A ý nal 
list of veriý ed subcontractors will be sent 
out by the end of April 2007. From then 
on each new subcontractor taken on will 
need to be individually veriý ed.

At a time when identity theft is very 
much on the increase, one possible 
weakness of the system is the lack 
of any requirement for photographic 
evidence of identity. A contractor need 
not even see the subcontractor face to 
face in order to be able to verify them. 
They need only to be supplied with the 
subcontractorôs details. 

These are important changes which 
contractors must address. Please 
contact us if you need further advice. 

In recent months, appeals have come 
from both ends of the political spectrum 
for an abolition of inheritance tax (IHT) 
or, at least, some exemption or relief for 
a personôs main residence.

The increasing clamour for change has 
been fuelled largely by the rise in house 
prices which have outstripped the nil 
rate band for IHT, currently Ã300,000. 
This amount is roughly the same as the 
average price of a detached house in 
England and, in 10% of towns surveyed 
by HBOS, the average price of all house 
types is above this amount. 

Seven year itch

Planning to minimise IHT is something 
that many put off until it is too late and 
early attention to this tax is almost 
always worthwhile. A gift made more 
than seven years before death will 
not usually attract any IHT so that an 
amount up to the nil rate band could be 
given away every seven years without 
any tax arising. 

In general it helps to ensure that 
spouses or partners can each make 
use of the nil rate band. It is usually 
beneý cial for estates to be equalised 
and between husband and wife or civil 
partners, transfers are exempt from IHT 
so there is no barrier to achieving this.

Discretionary will trusts

Where available funds preclude large 
lifetime transfers, discretionary will trusts 
may enable utilisation of the nil rate 
band on each spouseôs death. Where 
the family home is the main asset, it 
may still be possible to achieve this but 
this is a complex area and specialist 
advice will be required. 

Lifetime giving

Making regular use of the lifetime 
exemptions can help to pass on 
signiý cant sums free of IHT. Individuals 
may give away up to Ã3,000 per annum 
and, in addition, make small gifts of 
up to Ã250 per donee. There are also 
exemptions for wedding gifts.

Gifts out of income

Another valuable exemption, often 
overlooked, is gifts out of income. Put 
simply, normal expenditure out of current 
income (not savings of accumulated 
income) which leaves the donor able 
to maintain their standard of living will 
usually be exempt from IHT.

Please talk to us for further advice on 
these and other IHT planning steps.

Preserving the inheritance



It seems that pensions regulations, 
both private and state, are changing 
all the time. It was not long ago that 
stakeholder pensions were introduced. 
More recently, A-day brought further 
changes. In May 2006, a White Paper 
contained further proposals for change... 

Private saving 

The White Paper aims to encourage 
personal saving for retirement with a 
low cost savings scheme in which all 
employees would be enrolled unless 
they were members of an employerôs 
pension scheme. 

Employees would contribute 4% of 
earnings between approximately Ã5,000 
and Ã33,000 and employers would pay 
3% on the same band of earnings. A 
further 1% would be added from the 
employeeôs basic rate tax relief. Some 
employees would receive higher rate tax 
relief as well.

Those not in employment would be 
able to opt in to the personal accounts 
scheme.

State pensions - the future

The White Paper proposes a rise in the 
state pension age to 66 over the two 
years between 2024 and 2026 and then 
from 66 to 67 between 2034 and 2036 
and then to 68 in 2044 to 2046. 
The basic state pension would be re-
linked to earnings from 2012 but only 
if it is affordable at that time. The state 
second pension would become a simple, 
þ at rate top-up to the basic pension. 

State pensions - the present

To receive the full basic 
pension (currently Ã87.30) a man must 
have 44 qualifying years (a year in 
which basic national insurance (NI) 
contributions were made) and a woman 
between 39 and 44 years 

there are special rules for 
widowed or divorced women and those 
who have taken time out for child care or 
who cared for others 

a man may claim the pension 
at age 65; a woman at age 60 if born 
before 6 April 1950, 65 if born after 
5 April 1955 and between 60 and 65 
otherwise 

a state second pension is 
payable depending upon the level of 
earnings over a personôs working life. 

Pension forecast

Anyone can request a pension forecast. 
This can be done by telephone (0845 
3000 168), by downloading form BR19 
from the pension service website          
www.thepensionservice.gov.uk or online 
at the same web address.

This will show the amount of pension 
payable assuming the current NI record 
continues at the same rate, advise 
the contributions payable to cover any 
missed years and indicate how much 
the pension will be if these payments 
are made.

Payment of these ómissingô contributions 
is voluntary but may be worthwhile 
based on average life expectancy. This 
can be complicated and you may need 
to contact us for advice. 

The payment of contributions for missing 
years must be made within six years of 
the end of the qualifying year for which 
they were due so it is sensible to obtain 
a regular pension forecast.

As a result of draft legislation, 
freelance workers who supply services 
through a managed services company 
(MSC) will need to change how they 
do business or face higher taxes.

By enforcing the taxation changes, the 
Treasury aims to clamp down on what 
it refers to as ódisguised employmentô 
by contractors using MSCs to avoid 
paying the level of National Insurance 
Contributions (NICs) and PAYE paid by 
those in full time employment. 

MSCs are intermediary companies 
through which the services of 
a contractor are provided to a 
client and the contractor is paid a 
combination of wages and dividends. 
From April, contractors working in 
sectors including IT, construction and 
engineering, and who operate through 
a MSC are required to pay NICs and 
PAYE on the full combined wage and 
dividend payment that they receive.

The Treasury estimates that it will 
be able to recover Ã350m through 

the changes, which will affect over 
250,000 workers.

Partner Howard Richardson 
comments,

óIn light of the new legislation we 
would urge contractors using MSCs to 
seek professional advice and consider 
alternatives to a MSC.ô
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Whilst we make every effort to ensure that the contents of this newsletter are accurate and up to date, nothing within the newsletter 
should be construed as advice.  You should contact Naylor Wintersgill if you need advice on any speciý c accountancy issue.

Pensions: present perfect, future tense?

Warning To Contractors Of Impending Tax Change




