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Chartered Certified Accountants

OUT OF CONTRACT

If you wish to cease using your company, due to a permanent post, retirement, ill health, etc, then there
are various choices to consider.

On hold

If the cessation of contracting is temporary then the company can just be left ticking over for a few
months with no major implications — make sure that matters such as VAT and tax payments are
attended to though. By law however the company does not qualify as “dormant” at this time - the
phrase “dormant company” is often abused, but under the Companies Act only applies where the
company has no accounting transactions in a complete financial year.

With regard to our fees, if your company has no trading income for three months then after three
months our fees reduce to half the normal monthly amount — this reduction must be applied for at the
time and cannot be given retrospectively. As we collect payments by standing order rather than direct
debit, we cannot control the payment to us, so you must contact your bank to make the necessary
changes.

Dormant
If the period of inactivity is a bit longer then the company may become dormant.

This would not normally be until the end of the financial year after you ceased generating income — eg
if you stopped using the company in September 2010, and it had a March year end, then dormancy
could be achieved from 1 April 2012 onwards — 2010/11 will not be dormant as the company was still
trading, and in 2011/12 there are tax bills to settle for the previous year.

Where a company does become dormant then Garbetts accountancy costs reduce to £10 + vat a
month (excluding personal taxation). The company is capable of easy resurrection at the appropriate
time. Full year end accounts and returns will be needed for the year in which the company becomes
dormant and the following year.

Dormancy can only apply where the company has no significant accounting transactions, which in
practice means the bank account must be closed down before the start of the financial year for which
dormancy starts.

Dormancy can only apply to complete financial years. If you declare your company dormant from 1
April, and start to pay the applicable dormant company accountancy charges, the dormant status has to
survive until the following 31 March. If you find that you need to start using the company again before
this date, then Garbetts fees will be recalculated back to 1 April.

Strike off

If you wish to cease using the company permanently then the cheapest way to "kill" the company is by
having it struck off under S1003 Companies Act (formerly S652). You will need to have a final set of
accounts prepared and agreed, and pay all tax due, and then an application can be made using form
DSO01 at a cost of £10.
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When having a company struck off, the residual funds will largely have to be taken as a final dividend.
This is because, from April 2011 HMRC'’s ESC C16, which allows residual funds to be treated as a
capital payment and thus subject to Capital Gains Tax, is restricted to companies that are subject to a
formal winding up order. Any company can effect this, but the time, complexity and costs involved
(around £2,000) will usually make it unattractive. Companies that are closing under Companies House
striking off application DS01 will see any application under ESC C16 restricted to £4,000 of capital. Any
reserves balance in excess of this will therefore need to be taken as dividend, often resulting in higher
rate self assessment tax liabilities arising.

Strike off takes around 3 to 4 months to happen after application to Companies House — most of this
time is a statutory waiting period for objections. Bank accounts are frozen on strike off and their
contents revert to the crown, so they must be closed after final taxes have been paid. Assets such as
computers, desks, etc, normally revert to the directors on strike off as their value will be minimal.

When a company is struck off Garbetts regular fees are charged on a pro-rata basis for the current
financial year, subject to a minimum of six months charges.

Additionally we reserve the right to charge a fixed fee of £150+vat for dealing with the documentation
and advice when ESC C16 is being used and part of the Companies funds taken as capital.

A word of caution: if you are hoping to demonstrate you are outside of IR35 then having the company
struck off at the first opportunity when you return to permanent work or have a short spell out of
contract may not help in demonstrating that you are a genuine business. If you anticipate that you may
return to contracting within 1 to 2 years then it would probably pay to leave the company “on hold”.

To arrange closure and strike off, the procedure is:

1. Raise final invoices to customers, and obtain payment

2. Clear all creditors and monies owed, other than taxes

3. Apply to HMRC for vat de-registration using from VAT 7

4. Forward your final quarters/year to date paper work to us

5.  We will prepare final accounts, and advise tax liabilities thereon

6. Settle tax liabilities — they are due immediately if the company is being struck off

7. Close business bank account; transfer all funds to private account (it is important this is done as
soon as possible after trading ceases — do not leave money in the business account for any
longer than necessary). The exception to this is a final period where a loss has occurred, and we
notify you that a corporation tax refund may be due. In such cases it may sometimes be a good
idea to keep the account open in order to accept the refund. Our recommendation is that you
discuss this with us before taking any irreversible action.

8. Submit form DS01 to Companies House with a £10 cheque

9. There is a waiting period of three months under law, and then the company will be struck off

unless there have been any objections in the interim.
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Please note — having the company struck off does not eliminate IR35 risks — these are personal
rather than corporate.

NB do not be tempted to apply for strike off before the final accounts are prepared or the bank
account closed — you could find your company funds frozen and reverting to the crown.

© Garbetts — updated 24 February 2011 — guidance for illustration only, please seek advice before taking any course of action if you are unsure.

Arnold House 2 New Road Brading Isle of Wight PO36 ODT Telephone 01983 400350 Facsimile 01983 404016 E-Mail: office@garbetts.com www.garbetts.com

Garbetts Limited Chartered Certified Accountants and Registered Auditor ~ Registered in England Number 2988424 Director: Paul R Garbett FCCA
Part of Garbetts Group Limited Registered in England Number 2886513 Directors: Paul R Garbett FCCA, Robert Garbett, Sandra Garbett BA (Hons) Law



	OUT OF CONTRACT
	On hold
	Dormant
	Strike off

	 OUT OF CONTRACT - continued

