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Coming Soon: MHA
Construction Report!

•

Overall, there has been a material increase in dividend
distributions year on year, with an overall increase of 40.1%.
However, when expressed as a percentage of post-tax profits
distributed as dividends, we can see a decrease in growth,
with a 2.1% increase from CY-2 (25.1%) to CY-1 (23.3%),
followed by a 0.6% drop in the CY (22.7%). Collectively we
have a 30.5% increase in pre-tax profit, a 40% increase in
dividends and a 38.5% increase in retained profits. Whether
by design or accident there is a correlation between
dividends paid and pre-tax profit.

•

The average number of employees increased slightly by
0.8% from CY-2 (125) to CY-1 (126), but the overall figure
reduced in the CY to an average 123 employees, this is a 1.6%
decrease over the three year period. These figures seem
fairly flat, but they mask the disruption at the higher end of
the market. Overall, the employee numbers were steady for
companies under the £200m turnover size, but we can see
a large decrease in employee numbers for companies over
£200m turnover. As the £200m+ turnover corporates are
showing significant improvement in pre-tax profit, one must
conclude they are becoming more efficient. However, this
could be to the cost of their subcontractors.

Irrespective of size, businesses
have been able to grow
The MHA Construction and Real Estate team have looked at
operating and accounts data from over 1,700 construction
companies with operations across Great Britain and have complied
a report detailing the findings. The report focuses on various
financial considerations, employment and remuneration, business
funding, gives a summary of the year, shares some thoughts about
sector performance over the next 12 months and provides insight
into how you can maximise potential opportunities.
We split the data into six turnover brackets, enabling UK
construction companies to benchmark themselves against
companies that are a similar size to see how they compare in terms
of performance. The report will also include regional analysis,
giving construction companies insight into how their region is
performing and any developments we expect to see in the future.
Some of the key findings were:
•

•

•

Turnover has increased by 7.6% from Current Year (CY)
-2 to CY-1 and by 6.7% from CY-1 to the CY, indicating a
decrease in year on year growth. However, turnover does
show an increase of 14.8% over the two years. This shows
that irrespective of size, businesses have been able to grow
and most growth has been fairly consistent, albeit relatively
modest at 6.7%, bearing in mind labour costs have generally
increased above inflation as have material costs.
Gross profit margin stayed fairly even, increasing 0.5% each
year, with a total 1% increase. Smaller firms fared better, but
all have seen their gross profit margin grow over the past
two years. Remarkably gross profit has remained consistent
within each band. The smaller entities showing higher
margins, probably because certain costs such as management
are involved in overheads. For the larger entities 15% gross
profit is either being achieved or is a realistic target.
There has been an increase in profit before tax from CY-2
to CY-1 of 11.5%, followed by a 17.1% increase from CY-1
to the CY. The larger corporates are reporting a significant
improvement in profitability partly as a result of gross profit
margin improvement but also overhead savings which doesn’t
include wages. Those corporates working in the range of
£5m-£100m have seen an improvement, but this is in line with
turnover growth.

The full report is launching at the end of October 2018. Follow us
on social media to ensure you don’t miss it.
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SDLT When Buying Land
from the Seller’s Garden

There are two rates of SDLT,
one for residential and one
for non-residential purchases
Developers will often purchase land from residential property
owners for a future property development. Depending on the land
being acquired, the Stamp Duty Land Tax (SDLT) payable can be
quite different.
There are two rates of SDLT, one for ‘residential’ and one for
‘non-residential’ purchases. Broadly, a residential transaction will
include the purchase of a dwelling, or the garden or grounds of a
dwelling. Non-residential transactions include everything else.
Therefore, if a developer buys a residential property together with
its garden and grounds, the residential rates of SDLT will apply and
the 3% surcharge will likely be payable on the whole amount.
An exception to this could be when there is an element to the
transaction which is not residential, such as land which exceeds
the ‘garden or grounds’ of the dwelling, or buildings which are
suitable only for commercial use, such as farm buildings. In this
case, non-residential rates would be payable on the whole amount
(including the dwelling and gardens).

How do you Decide What the ‘Garden’
or the ‘Grounds’ of a Dwelling are?
The garden area is usually quite clearly marked out by fences,
borders and/or perhaps a reasonably maintained lawn. However,
the ‘grounds’ are not so easy to identify.
Previously, it had been considered that the ‘grounds’ include
any land which is needed for the reasonable enjoyment of the
dwelling, depending on the size and nature of the dwelling. A 20
bedroom mansion may require more land than a two bedroom
bungalow!
Recently, we have seen HMRC apply the word ‘grounds’
indiscriminately to capture all land types surrounding a dwelling
as residential transactions, such as fields and horse paddocks etc.,
which depending on the facts could be non-residential even if not
used commercially at the transaction date. HMRC’s aggressive
approach here is undoubtedly due to the potential increased SDLT
at stake, including the 3% surcharge should the dwelling itself also
be acquired.

When acquiring land, it’s important to collect evidence to support
any assessment that the non-residential rates apply.
If buying a dwelling and its garden, the residential rates will
apply and it’s likely the 3% surcharge will also be payable by the
developer. For a purchase of £1m, the SDLT would be £73,750.
If buying land from the ‘garden or grounds’, but not the dwelling
itself, the residential rates will apply, however there will NOT be
any 3% surcharge if the dwelling is not also being purchased. For a
purchase of £1m, the SDLT would be £43,750.
Finally, if buying land which is not part of the ‘garden or grounds’
of a dwelling, the transaction will be non-residential and SDLT for
a purchase of £1m would be £39,500.
Of course, there are many other aspects of the transaction to
consider which may also have an impact on the SDLT position. For
example, are there multiple dwellings being purchased? Is there
an arrangement for the seller to retain one or two of the newly
built properties? Is the land being acquired pursuant to an option?
The list goes on!

GET IN TOUCH
If you would like any SDLT advice or if you would like to
discuss this in more detail, please get in contact with us on
0207 429 4147 to speak to one of our SDLT specialists.

VAT Domestic
Reverse Charge

Placing the liability to account
for VAT with the customer
means that the supplier does
not charge or receive an
amount in lieu of VAT
HMRC recently held a consultation requesting views on the
proposed introduction of a reverse charge mechanism to combat
VAT fraud in the construction sector. Following its conclusion and
analysis of feedback, HMRC has published draft legislation in the
form of a Statutory Instrument which will become section 55A of
the VAT Act 1994 with effect 1 October 2019.
The type of supply to which the reverse charge will apply are
borrowed from the meaning of ‘construction services’ in the
Construction Industry Scheme (CIS) legislation, Finance Act 2004.
The measure aims to shift the liability to account for VAT on
supplies of construction services to the customer, rather than the
supplier in certain circumstances. This action will help to prevent
cases of ‘missing trader’ or ‘carousel’ fraud within the industry.
This type of fraud occurs when criminal businesses, often working
in cohesion, obtain separate VAT numbers in order to pass goods
and/or services down a supply chain. Eventually, one of the
traders in the chain goes ‘missing’ after receiving output VAT
from its customers, but before paying the amounts over to the
Government. The construction sector is particularly at risk because
a labour-only business can charge VAT despite incurring relatively
little on its costs, and amounts charged to customers are often
significant.
Placing the liability to account for VAT with the customer means
that the supplier does not charge or receive an amount in lieu
of VAT, removing the risk of that cash not being appropriated to
HMRC.
The reverse charge will affect all customers in the supply chain
who receive services, which they themselves use to make an
onward supply of ‘construction services’ as defined in the
legislation – i.e. to the final contractor in the supply chain.
Therefore, for example, a contractor receiving supplies from a
sub-contractor who passes them on to their customer as part of
a further supply of construction services project, must reverse
charge the supplies of the sub-contractor. However, a main
contractor receiving supplies which it consumes in its final supply
of a completed property will not.

There are exceptions, such as for certain supplies made to
contractors operating in the same VAT or corporate group.
All of that does of course lead to change in the way small VATregistered sub-contractors must account for VAT going forward.
Whilst a sub-contractor will no longer charge VAT on their
supplies, it is assumed that the current domestic reverse charge
provisions which apply to other supplies (such as electricity and
gas) which requires a supplier to show the amount of VAT to be
reverse charged will need to be followed. A sub-contractor will
still be making taxable supplies which entitle them to remain VAT
registered and recover input VAT on their costs.
There will also be further administrative complications, such as
specific wording which must be included on invoices etc. Details of
further administrative requirements will likely be provided via an
update to VAT Notice 735 in due course.

GET IN TOUCH
If you are concerned about how the reverse charge will
impact your business or if you have any questions, please
get in contact with us on 0207 429 4147 to speak to one of
our VAT specialists.

House Price Growth

In the past year, average house
prices across the UK have risen
by 3.1%
The Office for National Statistics have recently released the House
Price data for July 2018. No need to panic yet, but it doesn’t make
great reading for those in the sector. House prices are still edging
up in most areas, albeit that the overall annualised increase over
the last 12 months is lower than the equivalent rate of increase for
June 2018 and indeed the lowest since August 2013. The average
UK house price in April 2018 was £231,000. Overall, this is still
£6,000 higher than the average for July 2017 and £2,000 more
than last month.

Property Type
In terms of the property type; all property types showed growth
in the year; detached houses had the strongest growth at 4.6%,
but flats and maisonettes showed the weakest growth at only
0.6% overall. As London accounts for around a quarter of all
maisonettes, this somewhat explains the poor growth in prices
in the capital. If Mark Carney is to be believed, there may well be
far worse to come, as he recently predicted a 35% fall in property
prices in the event of a “no deal” Brexit. Good news for those
hoping to get onto the property ladder, but if he is right it would
certainly be a shock to the sector. The graphic below does show
that prices were a mixed bag for the regions in the month of July.

Monthly House Price Changes Across
the UK and Ireland - July 2018
Growth (%)

In the past year, average house prices across the UK have risen by
3.1%. The main contribution to the increase in UK house prices in
value terms came from England, where house prices increased by
3.0% over the year to July 2018, with the average price in England
now £249,000. Wales saw house prices increase by 4.2% over the
latest 12 months to stand at £157,000. In Scotland, the average
price increased by 3.2% over the year to stand at £152,000. The
average price in Northern Ireland is currently £133,000, as the
earlier strong growth has flattened out.

In the Regions
On a regional basis, London continues to be the region with the
highest average house price at £485,000, but London actually
showed a reduction in prices, with a fall of 0.7% in the past year.
London is followed by the South East and the East of England,
which stand at £327,000 (+1.8% for the year) and £295,000 (+2.4%
for the year) respectively. This is the first time since May 2009 that
these three areas have shown the lowest growth rates.

Highest Growth
The lowest average mainland price continues to be in the North
East at £132,000, however, at 5.6% this area showed the highest
annual growth, followed by the South West and the West
Midlands, which both had annual growth of 4.4%. As expected
from the price data, sales volumes were down in the year to May
2018 (the latest data available) in all regions.

Source: ONS

About MHA

MHA Member Firms
MHA is a UK wide association of progressive and respected
accountancy and business advisory firms. Each MHA member firm
offers a broad range of services including accountancy, tax and
corporate finance, as well as sector specialisms.
We are the UK member of the international network, Baker Tilly
International. Through our membership of Baker Tilly International
we are able to provide premier accounting, assurance, tax and
specialist business advice worldwide, drawing on internationally
recognised industry and service line experts in 147 countries.

Collectively we have over
offices across
the UK
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Services
•

•

•

•
•

•

•

Follow Us
@mha_uk

•
•
•

MHA National Accounting
Association

•
•
•
•

Contact Us
If you require any further information or advice
regarding these topics, then please feel free to
contact your local MHA member firm contact.

0207 429 4147
www.mha-uk.co.uk

•

Accounting and Financial Reporting: assistance with
bookkeeping, preparation of management accounts
and statutory reporting, including advice and support
with the continuing amendments to new UK GAAP
relating specifically to the property sector.
External Audit: audits specifically tailored to provide
various levels of assurance with work targeted to
mitigate risks affecting the property sector.
Internal Audit, Control Reviews and Finance Function
Effectiveness Reviews: cost effective assurance
assignments tailored for the real estate sector,
together with advice on how to optimise the
effectiveness of the finance function.
Fund raising for property transactions.
Advice and support for landlords and businesses
who will need to prepare to meet their commitments
relating to the HMRC initiative: Making Tax Digital.
Advice on complicated property transactions and
suitable structures, including joint ventures and special
purpose vehicles.
VAT advice on property transactions, including option
to tax.
Advice on high value residential property, including
Annual Tax on Enveloped Dwellings.
Stamp Duty Land Tax and, in Scotland and Wales, Land
and Buildings Transaction Tax.
Structures to minimise taxation on development and
investment profits.
Capital Allowance claims relating to integral plant and
fixtures – historical claim audits.
Enhanced capital allowances claims relating to Land
Remediation relief and Derelict Land relief.
Enhanced Capital Allowance claims for the use of
energy efficient solutions.
Support and advice on making Research &
Development claims on innovative design or
construction solutions.
VAT and PAYE health-checks.

To view our previous editions
of Real Estate Matters, please
click here
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Henderson Loggie
www.hlca.co.uk
Dundee (Head office)
The Vision Building
20 Greenmarket
Dundee, DD1 4QB
Tel: 01382 200 055
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www.macintyrehudson.co.uk
London (Head office)
New Bridge Street House
30-34 New Bridge Street
London, EC4V 6BJ
Tel: 020 7429 4100

Additional offices: Aberdeen, Edinburgh
& Glasgow

Additional offices: Bedford, Birmingham,
Canterbury, Chelmsford, High Wycombe,
Leicester, Maidstone, Milton Keynes,
Northampton, Peterborough & Reading

Larking Gowen
www.larking-gowen.co.uk
Norwich (Head office)
King Street House
15 Upper King Street
Norwich, NR3 1RB
Tel: 01603 624 181
Additional offices: Colchester, Cromer,
Dereham, Diss, Fakenham, Holt & Ipswich

MHA Broomfield Alexander
www.broomfield.co.uk
Cardiff (Head office)
Ty Derw
Lime Tree Court
Cardiff Gate International Business Park
Cardiff, CF23 8AB
Tel: 02920 549 939
Additional offices: Monmouth, Newport
& Swansea
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Swindon (Head office)
38-42 Newport Street
Swindon
Wilts, SN1 3DR
Tel: 01793 818 300

MHA Mtaxco
www.mtaxco.com
Manchester (Head office)
Peter House
Oxford Street
Manchester, M1 5AN
Tel: + 44 (0) 7760 166 802

Tait Walker
www.taitwalker.co.uk
Newcastle (Head office)
Bulman House
Regent Centre
Gosforth
Newcastle Upon Tyne, NE3 3LS
Tel: 0191 285 0321
Additional offices: Carlisle, Durham,
Northumberland & Tees Valley

Additional offices: Bath, Chippenham,
Frome, Glastonbury, Melksham, Taunton &
Trowbridge

MHA Moore & Smalley
www.mooreandsmalley.co.uk
Preston (Head office)
Richard House
9 Winckley Square
Preston
Lancashire
PR1 3HP
Tel: 01772 821 021
Additional offices: Blackpool, East
Midlands, Kendal, Kirkby Lonsdale,
Lancaster, Liverpool, Manchester &
Southport

MHA Carpenter Box
www.carpenterbox.com
Worthing (Head office)
Amelia House
Crescent Road
Worthing, BN11 1QR
Tel: 01903 234 094
Additional offices: Gatwick
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To find out more about the
accountancy and business advisory
services MHA can offer, please
contact +44 (0) 207 429 4147.
Follow us on:

www.mha-uk.co.uk

