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VAT corner

Change to business activity test
There’s been a change in the way HMRC works out if an 
activity is a business activity for VAT purposes. It will 
affect not only charities and non-profit organisations but 
also businesses providing nursery and crèche facilities, 
receiving grants or subsidies, or carrying out non-business 
activities.

HMRC will now apply a two-stage test to determine 
what is a business (or economic) activity. Stage one will 
focus on whether the activity results in a supply of goods 
or services for consideration. If there is no consideration, it 
is not a business activity for VAT purposes. 

Stage two looks at whether the supply is made for the 
purpose of obtaining income therefrom (remuneration) 
and whether there is a direct or sufficient “link” between 
the supplies made and the payments given.

For activities deemed to be business activities for VAT 
purposes there is a requirement or an opportunity for 
organisations to register for VAT, a liability to account for 
VAT and an entitlement to recover VAT incurred on 
qualifying expenditure. More on the gov.uk website at: 
https://tinyurl.com/mscef7br

New system from 1 January 2023 
A changed VAT penalty and interest regime for returns 
beginning on or after 1 January 2023 will be more 
expensive for some businesses. The headline penalties 
for a late VAT return – £200 plus another £200 for every 
subsequent late submission – make the changes appear to 
be less costly. 

However, late payment interest (LPI) starts on the first 
day after the due date at the Bank of England base rate plus 
2.5%. Rising interest rates will therefore make this quite a 
significant charge. Furthermore, late payment penalties 
(LPP) will be imposed, starting at a rate of 2% from day 16 
after the due date, with an additional 2% on the amount 
outstanding on day 30. 

So, get returns in on time, even if full payment cannot 
be made. Pay as much as you can as soon as you can to 
reduce LPP and LPI. More at Shipleys’ website:  
https://tinyurl.com/2aubjkd5

And finally…
In his 17 November statement, the Chancellor confirmed 
the VAT registration and deregistration thresholds will stay 
at their current levels of £85,000 and £83,000 respectively 
until at least March 2026.
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Retained from Kwarteng’s fiscal 
statement
Many proposals in Kwasi 
Kwarteng’s fiscal statement on 
23 September 2022 were revoked 
by Jeremy Hunt on 17 October. 
However, some were confirmed in 
Mr Hunt’s November statement. 
The more notable surviving 
changes are:

•  NIC changes – Scrapping 
(effective 6 November 2022) 
of the 1.25 percentage point 
increases to all 2022/23 class 
1 and class 4 NIC rates and the 
subsequent 1.25% health and 
social care levy.

•  Stamp duty land tax – 0% 
band threshold for residential 
property remains at £250,000 In 
England and Northern Ireland.

•  Annual investment allowance 
– Permanently set at £1 million 
to provide 100% relief for annual 
qualifying expenditure on plant, 
machinery and equipment up to 

this limit. The capital allowance 
super-deduction will still end on 
31 March 2023.

•  Company Share Option Plans 
– From April 2023, qualifying 
companies can issue up to 
£60,000 of options to employees, 
double the current limit.

•  Seed Enterprise Investment 
Scheme (SEIS) – From April 2023, 
companies will be able to raise 
up to £250,000 of funding – a 
£100,000 increase. The gross 
asset limit will be increased 
to £350,000, company age 
limit raised to three years and 
annual investor limit doubled 
to £200,000. The SEIS, Enterprise 
Investment Scheme and Venture 
Capital Trust scheme will be 
extended beyond 2025.

To discuss the implications of 
the Autumn Statement on your 
business or personal finances, 
please talk with your usual 
Shipleys contact or get in touch 
with one of our offices. In the 
meantime, there’s more detail at: 
https://tinyurl.com/398eed48

Future plans
Chancellor Hunt’s proposals also included:

•  Investment zones – The government will refocus 
the investment zones programme to create a 
limited number of high potential clusters, to be 
announced in the coming months. 

•  Solvency II – The government will introduce 
a “simpler, clearer and much more tailored 
regime”. The required risk margin will reduce 
significantly, with a 65% cut for long-term life 
insurance business.


