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Reducing your payments on account 
 

Introduction 

Under the self-assessment system, a taxpayer is required 
to make payments on account – advance payments 
towards the eventual tax and National Insurance liability – 
where the previous year’s self-assessment bill was £1,000 
or more, unless more than 80% of the tax liability is 
deducted at source, for example, under PAYE. 

The self-assessment return for the 2017/18 tax year was 
due by 31 January 2019. It is the tax liability for 2017/18 
which determines whether payments on account are due 
for 2018/19, and where they are, the amount of those 
payments. 

 

Each payment on account is 50% of the previous year’s 
self-assessment tax and, for the self-employed, Class 4 
National Insurance liability. Class 2 National Insurance, 
while payable under the self-assessment system, is not 
taken into account in working out the payments on 
account. 

Where they are due, payments on account must be made 
by 31 January in the tax year and 31 July after the end of 
the tax year. Any final adjustment is made by 31 January 
after the tax year once the self-assessment return has been 
made, with any balance for the year being due by that 
date. Where the eventual liability is less than the 
payments made on account, the excess is refunded or set 
against the following year’s payments on account. 
However, HMRC may hold back the repayment where tax 

liabilities will fall due within the next 45 days until those 
liabilities have been paid. 

Reduce your payments on account 

If you know that your tax liability for the current year is 
going to be less than the previous year, you can apply to 
reduce your payments on account. This may be the case if 
you have suffered a downturn in trade or lost a major 
customer. If this is known at the time you file your self-
assessment return, you can do this at the outset before you 
make the first payment on account. Alternatively, it can 
be done later in the year, for example once the accounting 
period has come to an end and the profit figure is known. 

An application to reduce payments on account can be 
made online via the personal tax account. 

Example 

Holly had a dairy farming business with a self-assessment 
tax and Class 4 National Insurance liability of £18,000 for 
2017/18. Based on this, she is liable to make payments on 
account of £9,000 for 2018/19 by 31 January 2019 and 31 
July 2019. 

 

Holly prepares accounts to 31 March each year. She 
prepares her accounts to 31 March 2019 in June 2019, 
calculating that her tax and Class 4 National Insurance 
liability for 2018/19 is only £14,000. As a result, she 
applies to reduce each payment on account to £7,000. 
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As she has already paid the first payment on account of 
£9,000, she claims a refund of £2,000. She makes the 
second (reduced) payment on account of £7,000 by 31 
July 2019. 

By 31 January 2020, she must pay her Class 2 National 
Insurance liability for 2018/19, together with the first 
payment on account of £7,000 for 2019/20 (being 50% of 
her 2018/19 liability). 

Beware of reducing the payments on account too much as 
interest will be charged on any shortfall between the 
payments made and 50% of the actual liability. 

Recommendation 

The ability to be able to reduce your payments on account 
is an important way of helping to manage your cashflow.  
If your business profits can fluctuate significantly, it is 
important that you are not overpaying tax on account.  
This is especially the case when you have had a 
successful year, the HMRC will assume your business 
will perform to the same level the next year.  However, 
this may not be the case and so you will need to be able to 
demonstrate this.   

If you have a 31 March or 5 April year end, it is vital you 
prepare your accounts early ahead of the 31 July deadline 
when your next installment is due.   

If you have concerns that your profits could be lower for 
this year, early conversations with your advisor will help 
decide if reduced payments on account are appropriate. 
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For more information about AMEC Consultancy and its 
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Information to readers 
This material is published for the information of clients.  It provides only an overview of the regulations in force at the date of publication, 
and no action should be taken without consulting the detailed legislation or seeking professional advice.  Therefore no responsibility for 
the loss occasioned by any person acting or refraining from action as a result of the material can be accepted by the authors or the firm. 

 


