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Common Causes
of Insolvency
Insolvency rates in the
construction industry are
disproportionately high but
why is this industry so susceptible
to failure?

COVID-19
and
Construction
Contracts
The potential
of COVID-19 to
delay projects and
disrupt supply
chains could
have serious
consequences
for construction
contracts.
Now is the time to
review contracts
checking force
majeure and other
relevant clauses.
Financial
projections should
also be examined
to assess the
potential impact
taking into account
worst case
scenarios. Contact
PKF-FPM for
assistance.

The construction industry typically
experiences a lag in times of economic
recovery due to the delay between
the initial upturn in confidence in
the wider economy and the start of
new construction projects. Potential
investors take time to commit to projects
and the design and development stages
cause further delays often resulting in
a gap of around two years before the
construction sector experiences the
recovery.

Cash Flow - A Major Trigger
of Insolvency

While late payments and bad debts
are the main triggers of insolvency in
construction, the payment of taxes also
contributes to cash flow problems for a
substantial number of business owners.
Having to pay taxes as a lump sum,
pay at a specific time, make several
payments at the same time, and pay
penalties on late tax payments are all
causes of cash flow problems.
Unfortunately, HMRC know only too well
the temptation to use VAT to ease cashflow. In the past, HMRC inspectors
had discretion to assist small
business taxpayers who were
struggling to pay VAT liabilities.
Sadly, times have changed
and HMRC is generally less
pragmatic and flexible in
this regard, however at
PKF-FPM we have found
settlements are very much
still possible.
If you fall behind on VAT
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payments, you should contact HMRC’s
business payment support service
immediately. If you are unable to pay
the VAT liability upfront, you have two
options — try to agree a Time to Pay
arrangement with HMRC and, if that
fails, try to negotiate a settlement.
VAT settlement negotiations are best
handled by professionals as you will be
quizzed about the company’s financial
status, legal organisation, past tax debts
and more.

Lack of profitability

One of the most obvious causes of
insolvency in the construction industry
is lack of profitability. The process of
winning work is highly competitive and,
in many cases, the only way to win a
contract is to charge the lowest price.

Domino Effect

Another
contributory
factor
in
construction insolvencies is the
frequency with which clients go out of
business leaving unpaid bills or suppliers
fail owing money to one or more smaller
contractors. Generally speaking,
construction firms tend to delay
payments to creditors when they are

struggling. During this time more work
is often done and further debts incurred.
For this reason, construction firms tend
to have larger debts on insolvency than
other firms.

Cost of Credit

Construction firms need access to
external sources of working capital to
maintain healthy cash-flow. Given the
size of many businesses and the lack
of capital assets to act as collateral on
bank loans, credit can be expensive.
Smaller firms may have poor credit
ratings, further impacting the cost of
credit.

CIS Tax Arrears

Another common cause of cash flow
problems for construction companies is
the Construction Industry Scheme (CIS).
Every contractor is required to register
with HMRC, verify the employment and
CIS registration or payment status of
sub-contractors, deduct the appropriate
amount of tax from the sub-contractor
to pay HMRC, and submit monthly
CIS returns to HMRC and monthly
statements to sub-contractors.
CIS arrears are treated in much the
same ways as unpaid VAT liabilities. If
you receive a demand for CIS arrears
from HMRC, it’s essential to act quickly.
If you are unable to make the payment,
you will have to try to make a Time to
Pay arrangement or reach a settlement.
CIS or VAT arrears don’t have to mean
the end of your construction business.
PKF-FPM has successfully negotiated
settlements on behalf of clients in recent
months, however, it is essential we get
involved in the early stages of the
process.
If you have received a demand
from HMRC VAT or PAYE/
CIS that you cannot pay, or
have been threatened with
a winding-up petition, please
contact a member of the
PKF-FPM
restructuring
division.

Construction

a newsletter from
pkffpm accountants

Tax Planning Tips
While attention is currently
focused on the Chancellor’s
Budget, it is important not
to lose sight of your 2019/20
personal tax liability.

TAX
TIPS

The key to tax planning is to ensure that all
allowances are utilised and that you do not
unnecessarily exceed tax thresholds. It is first
necessary to understand your tax threshold so
you can plan ahead. (See table right)

Child Benefit

A frequently overlooked problem that can arise in relation to
child benefit is that families lose the benefit by 1% for each
£100 income exceeds £50,000. Child benefit for one eligible
child is £1,076.40 per annum. If £50,100 is earned £10
needs to be repaid as a tax charge. If £51,000 is earned,
£107 needs to be repaid. When earnings reach £60,000
all child benefit received needs to be repaid. As HMRC
have access to the details of the benefit paid, their systems
automatically check to see if the £50k threshold has been
exceeded.

Personal Allowance

The £12,500 personal allowance is reduced by a £1 for
each £2 earned over the £100,000 threshold. So, when your
gross total income reaches £125,000, the tax-free personal
allowance has been completely abated. This creates a high
60% effective tax rate in this band due to the reduction of the
personal allowance. Again, reducing income to below the
£100,000 limit is tax effective.
As an example, if a person earns a total of £112,500. The
personal allowance is £12,500 making taxable income
£100,000. Tax is applied as follows:

RED
DIESEL

At the time of writing, there are rumours that
The Chancellor plans to scrap the lower rate
of fuel duty on red diesel as a revenue raising
measure in the Budget. If the rumours prove
correct, the UK construction industry may be
forced to pay an additional estimated £280m
to £490m a year.
Tax exempt red diesel, which is used by
contractors for off-road plant currently has
a fuel duty of 11p per litre compared to 58p
for regular diesel. A 47p increase could slow
down construction and add further pressure
at a time when many construction companies
are already struggling.
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£37,500 @ 20% = £7,500
£62,500 @ 40% = £25,000
Total tax = £32,500
If the individual earned an
extra £10,000 the total income
is £122,500. The personal
allowance is reduced by
£5,000 to £7,500. Tax is then
charged as follows:
£37,500 @ 20% = £7,500
£77,500 @ 40% = £31,000
Total tax = £38,500.

Savings Income

For the last three-years savings
interest has been paid without
any tax deduction. A basic rate
taxpayer can earn £1,000 in
interest without paying tax. A
higher rate tax payer can earn
£500 before tax is payable,
but an additional rate taxpayer
pays tax on all interest earned.
This applies to all interest, not
just bank interest. It includes
interest received from credit
unions and any other source.
When calculating the total tax
received any tax-free accounts
(such as a cash ISA) are
excluded and do not count
toward the savings interest
limit.

Rates for 2019/20
Threshold
Personal Allowance
20% Basic Rate
40% Higher Rate
45% Additional Rate

England, Wales & N Ireland
£12,500
£0 to £37,500
£37,501 to £150,000
Earnings over £150,000

Dividends

Dividends can be received if
you own shares in a company.
It can be tax effective to
provide your services through
a company and to be paid
in a combination of salary
and dividend. A problem
can, however, arise where
services are supplied to just
one customer. HMRC may
contend that you are in fact
an employee not a selfemployed contractor (the IR35
legislation may be applied by
HMRC). This is particularly
important after 6 April 2020
and we strongly suggest you
seek professional advice
on this matter in advance of
implementation.
If we assume the IR35 rules
do not apply there is a specific
tax regime that applies to
dividends. National Insurance
is not chargeable to any

dividend received and no
tax applies to the first £2,000
received. The tax that applies
to amounts in excess of this
threshold is:
Basic rate 7.5%
Higher Rate 32.5%
Additional rate 38.1%

Reducing taxable
income and utilising
allowances and reliefs

There are several ways to
reduce taxable income. The
first is to employ a spouse or
partner in the business and
pay them a salary. This will
reduce the income of the main
earner and will increase the
income of the other party. This
will equalise the amounts paid
and can be used to ensure
that incomes are below the
thresholds described above.
It should be noted that the
employment must be real.
If HMRC suspect that the

salaries are not for a real
employment they may attribute
the income to the main earner.
There are several investment
vehicles that have tax free
status. For example, the
interest earned on a cash ISAs
is tax free. Up to £20,000 a
year can be invested in an ISA.
A pension contribution will
reduce the amount of taxable
income and is a cost-effective
way of both reducing tax and
providing for the future. The
Annual Allowance that can
be contributed to a pension
fund is £40,000 in a year
with a Lifetime Allowance
of £1,055,000. It should be
noted, however, that for every
£2 the adjusted income goes
over £150,000, the annual
allowance for that year reduces
by £1. The minimum reduced
annual allowance is £10,000.
We strongly suggest you seek
professional advice on these
matters in advance of filing
your tax return.

Belfast Harbour Planning Application
Belfast Harbour recently announced it has submitted a
planning application for the development of six new purposebuilt film and television studios, a project that represents an
investment of £45m and will generate 250 construction jobs
and around 1,000 creative industry jobs.

The proposed development, which aims to capitalise on
Northern Ireland’s already established world-wide reputation
as a production location, will quadruple the size of the
existing Belfast Harbour Film Studio complex and make
Belfast a leading centre in the industry.
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Bid Rigging
Concern
The Competition & Markets Authority
recently issued information for suppliers
and procurers on how to avoid bid rigging
and other anti-competitive practices in
construction, highlighting that bid rigging
is illegal and that there can be significant
financial and personal consequences for
breaking the law, including:
• businesses can be fined up to 10% of
their annual worldwide turnover
• company directors can be disqualified
from acting as directors or being
involved in the management of a
company
• in the most serious cases, individuals
can face criminal prosecution, resulting
in personal fines and even prison
• reputational impact can be negative
and long lasting and can potentially
harm your chances of winning future
contracts, and put you at risk of claims
for damages from affected customers.

Contact Us..
For further information and/or advice
on any of the matters discussed in this
newsletter, please contact:
Feargal McCormack,
Lead Construction Partner
on (028) 3026 1010
or email f.mccormack@pkffpm.com.

Newry | Belfast | Dungannon |
Mallusk | Balbriggan | pkffpm.com
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Building on...
Recently, the construction
sector has experienced an
increase in productivity.
When the wider economy is
performing well, construction
tends to boom, but equally it can
grind to a halt very quickly if the
economy starts to slow down.
No matter what sector you are in,
building solid foundations in the good
times will enable you to absorb the
cost of difficult times. There is a direct
link between innovation and success.
It is widely known that innovative
businesses create more efficient
work processes and have better
productivity and performance.
By its very nature, construction is one

of the most innovative sectors in the
economy yet when we ask clients
if they have an innovation strategy,
the answer is often, ‘No’ and the
reason is usually lack of time due to
work and contract/project pressures.
However, innovation should always
be at the forefront of your strategy
as it can transform your business
when done correctly, opening up
potential new markets, new designs,
new products, new processes
and new customers. This, in turn,
supports growth, brand awareness,
diversification into other sectors,
increased turnover and profitability
and new opportunities. When given
the time it deserves, the opportunities
that innovation can deliver are
endless.

