
 

THE SPRING 2013 BUDGET 

For small businesses, the most important Budget announcement was probably that, for 2014/15 and 

subsequent tax years, they will be excused payment of the first £2,000 of employer’s National 

Insurance contributions otherwise due. This relief, to be known as the Employment Allowance, will 

be available to all kinds and sizes of businesses, and to charities, but not, for example, to families 

employing nannies to work in a private household. Otherwise, very little detail is yet available. For 

example, presumably there will be rules to stop multiple claims from associated companies, and it is 

not yet clear whether companies where the only employee is the director-proprietor will be entitled 

to the Allowance at all. 

 

Cash accounting scheme for small businesses 

Another important development, although not mentioned in the Budget Speech itself, is that there 

have been substantial last-minute amendments to the cash accounting scheme for small businesses, 

originally announced in last year’s Budget. 

The scheme will give qualifying businesses the option of calculating their taxable profits as cash 

received less payments made in the year, so ignoring creditors, debtors, changes in stock levels, etc. 

It takes effect for 2013/14 and, initially, can be used by sole traders and partnerships (but not 

companies or LLPs) with annual receipts below the VAT registration threshold (currently £79,000). 

Two of the principal disadvantages of adopting cash accounting, as it would have worked under the 

original proposals, have been removed by the last-minute amendments. First, the requirement to 

claim motoring costs on the basis of a fixed allowance of 45p a mile will no longer apply. Instead, 

traders will retain the option of claiming the business proportion of costs actually incurred, as 

hitherto. Second, the requirement to prepare accounts on a tax year basis has been removed. The 

significance of this is that the transition from a traditional accounting date to the tax year end 

would, in many cases, have produced a spike in taxable profits for the transitional year. 



 

There is no rule of thumb to say which businesses might, or might not, benefit from cash accounting. 

Some trades are anyway conducted on a cash basis, with little or no stock and no trade credit for 

purchases or sales, so it will make very little practical difference. In other cases, HMRC has said that 

cash accounting will simplify record-keeping, but we are not so sure. For example, if goods are sold 

or services supplied without immediate payment, the trader will in any case have to keep copy 

invoices or other records of sales, in order to be able to chase up non-payers. 

As part of our annual review of each client’s affairs, we shall be considering whether cash accounting 

could be beneficial, but we doubt that it will be in very many cases. Alternatively, if you think you 

would find cash accounting easier or in some way beneficial, we would be glad to discuss the ‘pros 

and cons’ with you. 

 

Corporation tax 

Since the last General Election, the Chancellor of the Exchequer has, in stages, reduced the main rate 

of corporation tax from 28% to 23%, and in 2011 he reduced the small company rate from 21% to 

20%. He has now stated that the main rate will be reduced to 21% in April 2014 and to 20% in April 

2015. 

He has also made it clear that he has no plans to reduce the small company rate and that the final 

target is that, from April 2015, all companies will pay corporation tax at 20% (subject to some special 

rules for companies drilling for oil in the North Sea). 

 

Value Added Tax 

The VAT registration threshold was increased to £79,000 with effect from 1 April 2013 and the VAT 

scale charges for taxing the private use of road fuel (on which input tax has been reclaimed) are to 

be increased by approximately 1.1% with effect from 1 May 2013. Please contact us if you require 

further details. 



 

National Insurance Retirement Pension 

The Chancellor also announced that the single tier State Pension will now come into force on 6 April 

2016. In outline, this means that someone reaching State Pension age on or after that date (which 

means men born on or after 6 April 1951 or women born on or after 6 April 1953) will be entitled to 

a flat rate pension of £144 a week (plus index-linking from 2013) or, if higher, their accrued 

entitlement under the existing scheme (including earnings-related additions under S2P/SERPS and 

the old Graduated Pension scheme). The main drawback to the new scheme is that people reaching 

State Pension age on or after 6 April 2016 will need to have paid National Insurance contributions for 

35 years (or to have qualified for equivalent credits) to qualify for a full pension, rather than the 

present 30 years. 

Accordingly, anyone who will reach State Pension age on or after 6 April 2016, and who does not 

expect to have paid, or qualified for credits for, 35 years’ contributions before reaching that age, 

should consider whether it is worth paying voluntary contributions. To assist them, there are to be 

some concessions in the rules governing the time limits for paying contributions, and the rates at 

which contributions are payable. 

 

. . . and finally 

For 2014/15, the income tax personal allowance will be increased to £10,000, which will reduce the 

annual liability of a basic rate taxpayer by £112 compared with 2013/14, or by £379 compared with 

2012/13. 



 

BUYING AN ANNUITY 

When people who have saved for their retirement in a personal pension plan or similar arrangement 

wish to start drawing their benefits, they usually do so by way of using the majority of their pension 

fund to buy an annuity. The Government, the newspapers and the independent money advice 

agencies all stress that such individuals should not simply take the annuity offered by the life 

assurance company or other financial institution currently holding their pension fund; rather, it is 

said, they should use their ‘open market option’ to shop around and see if another institution is 

offering a better annuity rate (the amount of pension which can be bought for each £1,000 in the 

pension fund). 

However, there are four traps, which mean that a higher headline annuity rate may not necessarily 

mean a higher pension: 

 

The incredible shrinking pension fund 

Firstly, at retirement the institution with which the individual has been saving will quote a fund value 

and an annuity rate. It seems obvious that the individual will get a better deal by buying his annuity 

from another institution if it offers a higher annuity rate. But in fact, it is commonly the case that the 

institution with which the individual has been saving will charge a substantial fee for transferring the 

fund to another institution, or alternatively reduce or withhold a terminal bonus. These 

‘adjustments’ are not always clearly explained in advance, so it is very necessary to establish exactly 

how much will be available for annuity purchase if the fund is transferred to another institution - 

otherwise, you may well lose more on the swings than you gain on the roundabouts. 

 

Don’t make a mistake with the date 

Another potential trap is that institutions may also make substantial ‘adjustments’ where the 

pension fund is not transferred on the default retirement date specified by the policy - especially, 

where it is transferred a few days early. Therefore it is important to know the institution’s exact 

requirements and to follow them precisely. 

 

Remember to claim what’s yours 

Thirdly, hidden away in the small print of some older pension plans (especially those taken out 

before about 1990) is the option to take a pension calculated according to a set formula - effectively 

a guarantee to pay a stated minimum pension. Originally, such guarantees were not particularly 

generous, but now that interest, and therefore annuity, rates have fallen to historic lows, these 

guaranteed pensions are often far higher than anything that can be bought on the open market. 

However, because they are technically an option, not all institutions feel obliged to remind their 

savers that the right to take a guaranteed pension exists, and so in the first instance they may simply 



quote their standard, current annuity rate - and may even recommend the saver to explore his open 

market option! 

A related point is that entitlement to the guaranteed pension is often conditional upon taking the 

pension at a fixed date - usually the default retirement date specified by the policy. We would 

strongly advise anyone with a pension plan to see if it promises a guarantee and, if it does, to make a 

prominent ‘reminder to self’ of the date by which it must be claimed. A lot of money could be at 

stake. 

 

In sickness and in wealth 

Finally, there is the delicate question of ‘enhanced’ or ‘impaired life’ annuities. Basically, the 

principle is that the institution is willing to pay a higher annuity because the annuitant’s health or 

lifestyle is such that his life expectancy is less than average. It is not necessary to be seriously ill – all 

kinds of factors may be taken into account, for example high blood pressure (even if controlled by 

medication), moderately heavy drinking or even the postcode in which the annuitant lives. Simply 

smoking ten cigarettes a day may bring an enhancement of 30 per cent. In fact, it is thought that one 

in three people looking to buy an annuity qualify for an enhanced, ‘impaired life’ annuity. But each 

institution has its own criteria and enhancement rates, so it is necessary to compare like with like, by 

obtaining quotations for your own circumstances, rather than simply comparing the headline, 

advertised rates for the healthiest individuals. 

 

. . . and there is an alternative 

As already mentioned, interest and therefore annuity rates are at an historic low, so it could be said 

that now is the worst time ever to be buying an annuity. The alternative is to take ‘pension 

drawdown’ - essentially, not buy an annuity but withdraw an equivalent amount from the pension 

fund each month or quarter. The drawback is that charges are incurred and it may be difficult to 

arrange drawdown if there is less than, say, £50,000 in the pension fund. If drawdown is taken, it will 

always be possible, at a later date, to use the remaining fund to buy an annuity, for example when 

annuity rates improve. 



 

EMPLOYING FAMILY MEMBERS 

There is a band of earnings which are subject to ‘nil rate National Insurance contributions’ – this 

apparent contradiction in terms means that no contributions are payable, by employee or employer, 

but the employee’s contribution record is still franked for pension and Social Security benefit 

purposes. For 2013/14, the ‘nil rate band’ runs from the ‘Lower Earnings Limit’ of £109 a week (£473 

a month) to the ‘Secondary Threshold’ (the point beyond which employer’s contributions become 

payable) of £148 a week (£641 a month). 

Where family members work part-time in a family business, it is important to remember that 

worthwhile pension rights can be accrued, at no cost, by paying them a salary just over, rather than 

just under, the Lower Earnings Limit. If you are already doing this, watch that the Lower Earnings 

Limit rises slightly each April - this year from £107 to £109 a week - so you must remember to 

increase wages accordingly. 

If you are not already franking the contribution records of family members, consider whether you 

should start, bearing in mind that - as explained on the second page of this newsletter-– people 

reaching State Pension age on or after 6 April 2016 will need a 35 year contribution record to qualify 

for a full National Insurance pension. 

 

This newsletter deals with a number of topics which, it is hoped, will be of general interest to clients. 

However, in the space available it is impossible to mention all the points which may be relevant in 

individual cases, so please contact us for personal advice on your own affairs. 


