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Introduction
HMRC has been consulting on 
a proposed reform to the 
current basis period method 
for taxation, which apply to 
unincorporated businesses 
and LLPs. They have drafted 
legislation and consulted on 
the proposed amendments. 
At the time of writing it is 
expected that the reforms will 
be fully effective from the 
24/25 tax year, with 23/24 
being a transition year.

These changes will affect all sole 
traders, unincorporated partnerships 
and LLPs who currently do not prepare 
their annual accounts to a reference 
date ending between 31 March and 
5 April.



Current continuing businesses

The current basis period rules mean that established sole traders and partners/members in ongoing 
businesses pay tax based on the financial performance of the business in the 12-month accounting
period which ends in the tax year.

For example, if a business prepares accounts for the 12 months ending 31 December 2022, and this is 
not the first period of account, then the profits from this period, after adjustments, would be taxed on 
the individual in their tax return for the 2022/23 tax year.

1 Jan
2022

6 April
2022

31 Dec
2022

5 April
2023

31 Jan
2024

Accounting 
period begins

The 22/23 tax 
year begins

Accounting period ends 
(in the 22/23 tax year)

The 22/23 tax 
year ends

The 22/23 tax return is due 
for submission using YE 
31/12/2022 figures
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Current opening year rules

Different rules apply to individuals in the first tax year that they commence to trade. Partners or 
members are typically treated as commencing to trade on the date that they are admitted into the 
partnership/LLP. 

In their first tax year of trade an individual is taxed on their profits from the date of starting to trade to 
the end of that tax year, being 5 April.

For example, a new partner joins on 1 January 2021, where the accounting year end is 31 December. 
The first period that they are taxed is 2020/21, with income being their profits from 1 January 2021 to 
5 April 2021.

The next tax year, 2021/22 they are taxed on the first 12 months profits, being 1 January 2021 to 31 
December 2021. There is a portion of profits taxed twice in these tax years, and this is known as 
“overlap profit”. 

1 Jan
2021

Individual 
commences 
to trade

The 20/21 tax 
year ends

First 
accounting 
period ends

Accounting 
period begins

5 April
2021

31 Dec
2021

1 Jan
2022

Full 12 month profits, 
from the accounts, taxed 
in 21/22 tax year as per 
continuing rules

3 month period taxed 
in 20/21 tax year per 
opening year rules

4



Proposed new rules

The new rules dictate that, from 2024/25 all unincorporated businesses will be taxed on the profits 
generated between the start and end of the tax year, from 6 April to 5 April. This will apply regardless 
of the year-end that the business prepares its accounts to. But HMRC do allow a year end that falls 
between 31 March and 5 April to be treated as if it falls at the end of the tax year.

So if a business has an accounting year end of 31 December it will have to apportion profits from two 
accounting periods to fit into the 6 April to 5 April timeline. If the accounts have not been finalised 
before the tax return filing deadline, then estimated profits will have to be included. 

Tax year 23/24 - the transition year

2023/24 will be the key tax year when it comes to these proposed new rules, as this will be the year of 
transition. In this tax year, the individuals will be taxed on a long period of account ending 5 April 2024, 
such that this period picks up all untaxed accounting profits generated up to this date. Relief will be 
given for any overlap profits generated under the current basis period rules.

In our example of an ongoing 31 December accounting year end, in 2023/24 the tax return will have 
to include profits for the 12 months ended 31 December 2023 plus profits for 3 months ended 5 April 

1 Jan
2023

Period of account 
of the business 
starts

The 23/24 
transitional tax 
year begins

Period of account of 
the business comes 
to an end

The 23/24 
transitional 
tax year ends

6 April
2023

31 Dec
2023

5 April
2024

Transitional period
Performance for 
3 months ending 
05/04/2024

Less

Overlap profits 
created under 
normal rules

Standard period
Profit for the 12-month 
period of account ending 
31/12/2023

Included in 
tax return 
for 23/24=+
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Transitional profit spreading

There are rules that allow the payment of the tax liability generated from transitional period profits to be 

spread over 5 tax years beginning with the year of transition. This should ease cashflow, by ensuring the extra 

tax due on these profits is not paid entirely in 2023/24.

Conclusion

Individuals should be reviewing their future tax liabilities, and when and how they will become payable. We also 

have the opportunity to plan with businesses any change to their accounting year ends that may reduce the 

administrative burden that these new rules may create.

Contact Us

If you would like further information, please contact your local MHA office.

6

Now, for tomorrow





Disclaimer

MHA is the trading name of MHCA Limited, a Company registered in England with registration number 
07261811 (hereafter “MHA”). MHA is a network of four independent accounting firms in the UK and is 
a member of Baker Tilly International (hereafter “BTI”). Each member firm of MHA and BTI are separate 
and independent legal entities. Services are provided by individual member firms and not by MHA or 
BTI who accept no responsibility or liability for the advice, actions or inactions of member firms. No one 
member firm of either MHA or BTI accepts responsibility or liability for the advice, actions or inactions 
on the part of any individual member firm or firms.

All information provided herein or at any seminar is believed to be accurate and correct at the time of
publication or broadcast. While all due care has been taken with this publication, no responsibility or
liability is accepted for any inaccuracies, errors or omissions. Neither this publication or any broadcast
should be accepted as providing a complete explanation or advice in respect of its subject matter and
no liability is accepted for the consequences of any reliance upon it in part or whole. Our liability and the
liability of MHA and BTI firms is limited and to the maximum extent permitted under applicable law. 
If you wish to rely on advice in connection with the subject matter of this publication you should first 
engage with a member firm of MHA.

You must not copy, make available, retransmit, reproduce, sell, disseminate, separate, licence, distribute,
store electronically, publish, broadcast or otherwise circulate either within your business or for public or
commercial purposes any of (or any part of) these materials and/or any services provided by any
member firm of MHA in any format whatsoever unless you have obtained prior written consent from a
MHA firm to do so and entered into a licence.

Where indicated, these materials are subject to Crown copyright protection. Re-use of any such Crown
copyrightprotected material is subject to current law and related regulations on the re-use of Crown
copyright extracts in England and Wales.

These materials provided by MHA are subject to MHA’s terms and conditions of business as amended
from time to time, a copy of which is available on request. Services provided by an MHA firm are subject
to the letters of engagement and the terms and conditions provided by that MHA firm.

© copyright MHCA Limited


