


Right to work 
checks on the 
way for gig 
economy 
The government clampdown 
on illegal working will see right 
to work checks extended to 
workers in the gig economy and 
zero-hours workers as part of 
the Border Security, Asylum and 
Immigration Bill. 

Whilst the Bill has yet to become law, it is 
important that businesses are aware that the 
change is on the near horizon, and are ready for 
their new responsibilities. The introduction of 
right to work checks for these workers represents 
major change, and government figures suggest the 
new rules could bring between 2.5 million and 
five million additional working arrangements 
within scope. 

Until now, checks have been used for employment 
situations where there is a traditional contract of 
employment in place, but not for these more 
flexible working arrangements. The change will 
particularly impact sectors like construction, 
food delivery, beauty salons and courier services, 
which rely heavily on a flexible workforce engaged 
on non-traditional lines. Some companies, like 
Deliveroo, already operate right to work checks, 
alongside a range of other verification procedures.

Right to work checks are carried out by employers, 
and are the means of proving someone’s 
immigration status, allowing them to work legally 
in the UK. As such, they have become part of the 
government’s planning ‘to strengthen the entire 
immigration system, restoring tough enforcement 
of the rules and undermine people smugglers using 
the false promise of jobs for migrants’. 

The rules are backed up by tough penalties. In 
addition to reputational damage, a business that 
doesn’t comply could face civil penalties, including 
fines of up to £60,000 per worker. There is also 
the potential for business closures, director 
disqualifications and even prison sentences of up 
to five years for employing someone you know or 
have reasonable cause to believe doesn’t have the 
right to work in the UK. 

Keeping on top of employment legislation is 
already a challenge. A recent Home Office survey 
into employer understanding of right to work 
checks found that most employers (80%) answered 
at least one question wrong, and with this latest 
change, there is yet another layer of compliance 
for businesses to get to grips with. 

WHY IT PAYS TO PAY TAX 
ON TIME

Late payment interest is charged automatically when tax 
isn’t paid on time, running from the date payment was due 
until the date payment is made. The rate of interest charged 
by HMRC has increased significantly since 6 April 2025. 

How and when interest is decided: HMRC charges interest at the Bank of England (BOE) 
base rate plus a set percentage. For most taxes, interest has jumped from BOE base rate plus 
2.5%, to BOE plus 4%, with effect from 6 April 2025. The rate also increased where quarterly 
instalments of Corporation Tax are paid late, rising from BOE base rate plus 1%, to BOE 
base rate plus 2.5%. From 28 May 2025, the current late payment interest rate for taxes such 
as Income Tax, Capital Gains Tax and National Insurance contributions is 8.25%. 

The Bank of England makes a decision on interest rate every six weeks, with the next 
decisions expected on 7 August 2025 and 18 September 2025. If it decides to increase or 
decrease the rate at these meetings, this will then also impact the rate charged by HMRC.

Other issues: If tax is paid late, interest isn’t the only problem. HMRC also charges penalties 
for late payment. Under the rules for Income Tax self assessment, there are penalties of 
5% of the tax unpaid at 30 days, six months and 12 months. Late payment penalties are 
different for VAT and Making Tax Digital for Income Tax, and penalties here were increased 
at the Spring Statement 2025. 

Tip: If you are having difficulty paying tax on time, check if you are eligible to set up 
a Time to Pay (TTP) arrangement with HMRC. If you meet the conditions, TTP should 
allow you to pay in instalments based on your own individual circumstances. Though 
late payment interest will still be due, you should avoid late payment penalties if TTP is 
arranged before the date that the first late payment penalty would have been charged. 
Take early action if there’s a tax bill you don’t think you can settle in full. 

Changes to the interest rate mean that the days when businesses could think of late 
payment of the tax bill as an informal source of cheap, short-term credit are very much in 
the past. The government is keen to close the tax gap, and is using the new late payment 
interest rate as a way to drive up prompt payment. Paying tax on time is no longer just a 
case of doing the right thing: it makes good commercial sense as well. 



Umbrella companies:
what they are and why 
you need to know
Umbrella companies that don’t comply with their tax obligations have been 
in the government’s sights for some years. Worst case scenarios have seen 
fraudulent companies defaulting on HMRC, and workers landed with large, 
unexpected bills as a result of payment structures contrived to avoid tax.

Umbrellas explained
Umbrella company is not a term defined in statute, but it’s generally taken 
to mean a company employing temporary workers who work at different 
end clients’ premises, and HMRC recently described them as employment 
intermediaries employing workers on behalf of agencies and end clients. 
The government plans to bring umbrella companies within scope of the 
legal definition of an employment business through the Employment 
Rights Bill. 

Typically, umbrella companies are used by recruitment agencies to pay 
temporary workers. The recruitment agency does the business of matching 
clients with suitable workers, but it may then outsource the employment 
and payment side of things to an umbrella company. This means the 
umbrella company acts as the actual employer, and should provide a 
contract of employment setting out working terms and conditions. Under 
current legislation, it is also responsible for paying the worker.

Preventing bad operators
It’s thought umbrella companies were used to engage at least 700,000 
workers in 2022/23, with non-compliant umbrella companies responsible 
for engaging a third of this total — and probably more. The government 
is therefore introducing new rules to drive up tax compliance from April 
2026. Broadly, where an umbrella company is used in a labour supply chain 
to engage a worker, the responsibility to account for PAYE will change. 

Rather than the umbrella company employing the worker being 
legally responsible for operating PAYE, this will fall to the recruitment 
agency supplying the worker to the end client. They will have the legal 
responsibility for operating PAYE on the worker’s pay, and will be liable for 
any shortfall, regardless of whether they operate payroll themselves, or use 
an umbrella company to run payroll for them. Where there is no agency in 
the labour supply chain, legal responsibility passes to the end client. 

Safe to deal?
As a worker, recruitment agency, or any other person in the labour supply 
chain, how do you know whether an umbrella company is a reputable and 
compliant organisation to do business with? HMRC has recently published 
a guide to good practice for umbrella companies, suggesting the type of 
behaviours to look for. Safeguarding your position by using guidance like 
this to carry out due diligence checks is highly recommended. 

Official rate of interest 
could impact your 
benefits in kind
The Official Rate of Interest (ORI) increased from 
2.25% to 3.75% on 6 April 2025. What sounds 
like a minimal adjustment is, in fact, likely to 
make a difference to the cost of providing — 
and receiving — certain benefits in kind. 

It may also bring some employees within scope 
of tax on their benefits in kind for the first 
time. And for the record, one professional body 
considers the increase the ‘most significant 
jump in over thirty years’. 

In addition, where the ORI used to be set 
for a year at a time, it will now be reviewed 
every quarter. This means the rate could now 
change in-year, on 6 April, 6 July, 6 October and 
6 January, adding further complexity for 
employers to factor into their calculations. 

The ORI is the rate used to work out the taxable 
benefit of some employment-related living 
accommodation, and the Income Tax charge 
when someone has what’s known as a beneficial 
loan from their employer. 

Beneficial loans: Where the employer lends 
money above a certain amount to an employee 
either interest free, or at a rate of interest 
below the ORI, a taxable benefit arises on 
the difference between any interest paid 
by the employee and the ORI. Where a tax 
charge arises, Class 1A National Insurance 
contributions (NICs) are also paid by the 
employer on the taxable benefit.

From an employer’s perspective, an ORI of 
3.75% is likely to mean an increased cost to the 
Class 1A NICs bill for 2025/26. This, of course, 
comes on top of the new 15% rate applying 
to Class 1A NICs from 6 April 2025, leaving 
employers with an increased NICs rate to apply 
to a higher benefit in kind value. 

Planning ahead
As a result of the changes, you might want to 
review whether the remuneration package you 
are offering as an employer — or the benefits 
you are receiving as a director or other employee 
— are as tax efficient as you would like. Where 
outstanding loans have a total value of less 
than £10,000 for the entire tax year, no benefit 
in kind arises, and in the light of the changes 
outlined here, you may want to keep loans below 
this level. 
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No need to 
file a tax 
return: not 
the same as 
no tax bill
The government announced 
earlier this year that up to 
300,000 people would no 
longer need to file a tax return. 

It was billed as particularly good news if you 
have a side hustle, like making extra money 
through sales on eBay, dog walking, or creating 
content online. ‘We are changing the way 
HMRC works to make it easier for Brits to  
make the very most of their entrepreneurial 
spirit’, the government said. 

But tax wouldn’t be tax if there wasn’t some 
small print. Not needing to file a tax return is 
not the same as there being no tax to pay on 
money received. There are two allowances  
of £1,000 each, which can be set against trading 
and property income, but income from a side 
hustle above this level is likely to be taxable.

What the government is going to do — and it 
hasn’t happened yet — is put up the Income Tax 
self assessment reporting threshold for trading 
income from £1,000 to £3,000. HMRC expects 
that though 300,000 people may not need to file 
a return, 210,000 of them may still need to pay 
tax, and the plan is that they will be able to do 
so through a new online HMRC service yet to  
be unveiled. 

It’s been called the biggest 
change since the introduction 
of self assessment in the 1990s 
- and for the first taxpayers
impacted, Making Tax Digital
for Income Tax (MTD IT) is now
less than a year away.

MAKING TAX DIGITAL 
FOR INCOME TAX:  
A LOOK AT THE DETAIL

Quick view
MTD IT is a new online system to report 
income and expenses to HMRC, which will 
be mandatory for sole traders and landlords 
with income over a particular threshold. 
Partnerships are expected to join later.

Biggest changes
MTD IT means reporting income and expenses 
to HMRC every three months, rather than 
just once a year. Quarterly reporting must be 
digital, using HMRC-approved software which 
is authorised to communicate with HMRC’s 
systems. At the end of the year, there is then a 
finalisation process, which is also digital. The 
regime is backed up by a new points-based 
penalty regime.

Action now: You may need to think now about 
using software for the first time, or checking 
your existing product is compliant. We can 
help you with these decisions.

Stays the same
Processes to pay tax don’t change. Income 
Tax will still be paid once or twice a year, as at 
present. Dates for payment also stay the same.

Start dates
•	 Sole traders and landlords with qualifying 

income over £50,000 for the tax year 2024/25 
are in MTD IT from 6 April 2026.

•	 Sole traders and landlords with qualifying 
income over £30,000 for the 2025/26 tax year 
are in MTD IT from 6 April 2027.

•	 Sole traders and landlords with qualifying 
income over £20,000 for the 2026/27 tax 
year, are expected to be in MTD IT from 
6 April 2028, but legislation is still awaited on 
this point.

More detail on: the quarterly 
routine 
Every three months, your MTD-compatible 
software will create totals for each income 
and expense category, and prompt you to 
submit this information to HMRC. A quarterly 
update is required for each trade or source of 
property income, so someone with more than 
one trade, for example, or with both property 
and self-employment income, must submit a 
quarterly update for each. No tax or accounting 
adjustments to the figures are needed. These 
can be done at the year end. 

Quarterly updates work cumulatively, and 
are based on the tax year, rather than a 
business’ accounting year end. They cover the 
following periods:

•	 6 April to 5 July (due by 7 August)

•	 6 April to 5 October (due by 7 November)

•	 6 April to 5 January (due by 7 February)

•	 6 April to 5 April (due by 7 May).

There is also the option to use calendar quarters 
instead, though filing deadlines are the same, 
whichever method is chosen. 

The figures submitted quarterly are not final. 
If you make a mistake, it can be corrected, 
for example in the next quarter. It will also be 
important to make sure that the underlying 
digital records are also adjusted. Note, too, 
quarterly updates are needed even if you have 
no income or expenses to report for that period. 
Landlords who jointly let properties can either 
include both property income and expenses or 
just the income for those properties. Expenses 
will then be reported at the end of the tax year. 

Once an update is submitted, HMRC will 
generate an estimate of your tax bill in your 
software, or your HMRC online services 
account. This is only a rough guide, and will 
change through the year, especially when end of 
year adjustments are made. 

Please contact Ellacotts if you wish to discuss
any of the articles in this newsletter or if you
have a query please contact your usual contact
at Ellacotts.




