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CHARTERED ACCOUNTANTS

Answer: Tin hats and patience

If that’s the answer, the question might be, “what should we investin for our
dealings with the taaman?”

The Coalition Government has been very straightforward about the financial
pain that we will face over the next few years: big cutbacks in public spending and
significant increases in tax, particularly VAT and CGT. The Chief Secretary to the
Treasury, Danny Alexander, recently announced another aspect of the squeeze
—increasing HM Revenue & Customs’ budget by £900m., in a time of austerity,
so they can chase after £7bn that currently goes missing in the tax system, There
will be a ‘crackdown on aveidance and evasion,

We have heard this before, I HMRC use the resources 1o catch people who
are illegally evading tax, good luck to them, But those people are hard to find: it's
easier to shake down the ones who are trying to pay the right amount and nat
a penny more, There are already rumours that they will be looking inro
the returns of each taxpayer who pays tax at 50% — everyone with an income
above £150,000.

Meanwhile, HMRC's routine handling of taxpayers is creaking, even before
planned 25% cutbacks in the Department. [t can take months to get a reply to
aletter. If they want to receive a reply quickly, they have taken to including a
red sticker with their enquiry letter so the return envelope stands aut in the
mauntain of mail. This is frustrating for anyone who is trying to comply with their
obligations, |t's not yet clear whether sticking red dats on all the leters we send
to HMRC will achieve a quicker turnaround.

We expect difficult times in dealing with tax, Whatever happens, we will be
here to help, »

Rates of change

On 6 April 2010, most tax rates and
allowances stayed the same, apart
from the intreduction of the wop
50% rate for people earning over
£150,000, Cn & April 2011, personal
allowances jump up, NIC rates go
U, COPPOraLon Lax rates come
down, the level at which 40% incame
tax starts comes down, the starting
point for employer's NIC goes up...
and those are only the main things
we know about already.

The combination of effects will
be complicated. and a number of tax
plans will change, For example, we

will have 1o work out again the best
combination of salary, dividends and
other ways of extracting profit from
a company to balance all the different
increases and decreases. Company
owners who pay themselves a salary
just abeve the NIC threshold will

be able to increase that salary: the
corporation tax saving will outweigh
awery litle extra income tax and
NIC,

If you would like to discuss how
the changing rates and allowances
will affect you, we will be pleased o
advise you, e



Buyer beware

‘Caveat emgtor' 15 2 proverb sa obd i1's i
Latin, Ifyou are buying a business, you
will want to protect yourself by making the
seller promise a long fist of things in sale
warranties, and agree o pay for anelher
list of indemnities. Give a lawyer a word
processor and the clauses multiply,

Whal happens, hen, if the warranties
prammise that the accounts "show a frue
and fair view' and afterwards the tarpet
discovers thal it owed one of iLs suppliers
£2.4m mare than 1l thought it had? I seems
cul and dngd — the warranties should
protect the purchaser, in a recent case, the
coutl tonk a dilferent view. There was no way
hal the vendoror the target coold have
known aboul the errar, which arese bicause
of problems with the accounting system of
& supplier, Accounling standards don'l
require the nchusion of liabilities you can’t
possiily know aboul - se the accounts
wiere 'true and fair' within the meaning of
he wartanly clavse, The vendar was of |
the hook. =

Milk float

It°s pood when politicians of all sides

apree, Alistair Dading, in lis last Budgel,
announced that there would be ne tax charge
for five years on the benefit of providing an
penplovee wilh @ van if il was se green thal
it was not capabhe of emitting any carbon
divwide al all, Even bettes, the campany will
be entitled to a L00% first year allowance
for the cost, George Dsborne for the Coalition
confirmad 1hat this was one policy he would
carry lorward and implement,

Some cynics sugpest that this is just
an eye-Gatehing green badge which will nol
cost much because there are so few 2ero-
emission commercial vehicles available,
Even so. a quick search of the internet
shows that companies are moving into this
market, Five years 15 a long time: by the end
of the tax relief, it may have helped fo make
a difference 1o the envionment,

[he main problem with these vehicles
seemd [0 be [hat thay ane o quiel thal
pedestrians do not gei out of The way.. »

Online returns ™ .

The Government is keen for its departments
1o uge computers 1o deal with the public -
after all, if you can just switch on the machine.
you don't hive to pay all these people
o open the postand read It 50 we are
increasingly able, or required, to file our tix
returng online, Most PAYE and VAT returng
now have [0 g over The inteener, From
ekt Apl, janer and leaver farms (P45 and
Pag) will alsa go online for small businesses.
Income tax returns can still be sentinon
papar, but the prapartien i falling every yoar

& big change in April 2011 will be the new
requirement for all campiny accounts and
Lax returns to boe submied electramcally
and ina speciiied formar calied GXBRL, This
systeim will enabile HMRE 1o analyse and
compare informarion automatizally, instead
of hiwing 10 extract it from paper documants
and feed (tinto the computer.

Companies House will alse accept

BRL accounts in die course, although
rhay are not quite as ready as HMRC, Most
sl eexmpanies will stll want to send
diffzrent things to the two authorities — the
cisman wints a profit and loss aceount,
while the Pules allow small companes (o put
abbreviated accountswith only a balance
shicet an the pulihe record

Everyone needs to be ready for the new
syatnm in good time. I you want to know
whint those changus wall mean o yow and your
business, we can advise you, ®

Pension proposals

2006 seems i long tme ago, Gordon
grown simplified the tax rules for pensicn
schomes, brirging them all undor ang regime
and announcing new lmits on savings and
contributions thar would last for, . well, five
yizars, Pensians are such leng-tenm (tems that
s Qpuaisic 1o theank ane set of rules waill
last, Thas yoar and nose, they are changing
significantly — and we don't even know yet
where they ane poing to end up.

Two yeurs ago we weere told that
mcome tax rehef for contributions would be
redtricted Lo the 20% Bage rawe for peoplo
earning aver CIR0,000 wm 200112, and prople
|r}ring e get araund thar by bumping up their
contributiong in advance could be caught by
an ‘znti-forestalling charge’. 5o this yearit's
possible (o put up to your tetal sarings (or
£255,000, il lower] inta a pensian schem,
bt o might only get 20% reliel for i The
charge may affect poople with mcamaes ovor
£130,000 who pay an over £20,000.

The Coalition Government fivours

Reeping 40% relef an least, But resericting
the contributions to a muach lower level -
maybe £A0,000. They haven't decided yer,
Bt or seerns hkely chat conmbutons will be
capped alter 5 Aprit 2001, H you pay more
yaursell you will got no tax celiof ae all; if
your employer pays more for you, you will be
taged on the Benafit

There are problems for people in
crployer schemes — what ifyour contract
sputifics higher contribubions as o percentage
ol waur salary? What o you are a member
of a final salary achonie, and theinoreaso in
your praspective benefits ona pay rse or
promotion puLs you way over the tax-free
Timit? These are prablems thag will affect
many prople next year

It's Bard e plan when we dan’t
e kngve the final rules ver, IU's wise 1o
understand your pension rights and o take
afdvice an haw 1o maximiss ihom | we will
explam how your tax liabilities will be affoceed
once the Chancollor has taken @ decision, =

Interest on no tax

If you are late paying your Lax, you generally
har Lopay intecest, 105 3 pun, but yaw can
see the lagic, But what if yoi don't have oo
pay the 1ax? That makes no sense — except o
the tixman and tho courts,

A company sent some goods abroad
and zero-rated them. When an HFRC
officer checked the records, the company
couldn'e produce the reguired evidence
that thee poods bad left the UL That meant
that cutpual 1ax was due. which could be
expensve, Mever mind: (he taxman said
e weould bo reasanable, 18 long as the
evidence could be found. Relisf all round:
decuments were obtained from the
customer and the transporters, and the VAT

dhdn’c hawve e be paid,

HMRC rhen said they wanred interase
fram whon the sale had boen mide unul the
time the evidence was produced. They had
boen entithed 1o rase an assessment, and
eween il they dudn'c collect the money and
repay i, interest ran 3507 they had
The Trianal confirmed that this was the
law, following a Cowrt of Appeal decision
0 Tewe years ago,

s a stark reminder that you must make
sure that the paperwork is in order if you are
poing to parasrate o despateh or export,

At least it's only interest — if you can't
pravduce the evidenge at all, you nviy have 0o
pay the VAT as well, &



VAT rise: be prepared

Fyaryane running a VAT-registered business
should be gearing up for snother chang in
the standard rate on 4 Janwary. At least we
should he familiar with some of the problems
g, Because we had 10 do the same thing
lzsr 1 January.

Boemember thay there are rules about
displaying prices in shops — it's generally not
wlloweed to charpe mare ot the ol than I© says
an the shell Last year retailers were given
28 days ta changs ther prices during which
e thisy could adjust the VAT at checkaut,
bt somne would prefer not 1o aggravate their
customers, Some will probably choose to put
the prices up in advance rather than staying
up all night en 3 January.

Remember also that a contract which
dassn't mention VAT normally fixes the

gross price: il you agree (o do something for
CHLF50, thien that's wehat you must charge
Thers iz 3 different rule where 2 rate change
inpervenes, Il you agres the prce in Decembaor
bt ditliver in Januacy, the suppher will have
10 account for 205 o HMRC —and the
supphier has the aption of increasing the price
charged 1o the customer to £12.000. To avaid
Arguments, ity worth being vory cloar about
pricing around the date of the rate change.
These are just a couple of cxamples of
sy [t o rate change produces, Wie wil
be huppy 1o go through some of the others
swith yow andd ik sure that pour Busmess s
ready, At least we have been told that the rate
is supposed 1o stay ar 205 for the rest of the
Farliamaone = a8 lang ng tho bese lid plans don't
EOASTAY.. W

NIC-free start-ups

One o of good news’ in the June Budget
was the MIC "holiday' for Businesses that
commence between 22 June 2010 and

5 September 20013, For the first 10 employecs
taboen on in the Dusness's irst year, no
omplayer’s MIC will be payabilo during thoir
lirse year af employment (up 10 a maximum
of £5.000 in reliel per amployes).

Thie idea ol o boast of up to £50,000mn
the start-up period of 3 business s atracie,
brut it's quite hard to gec the masmum, The
business has o be genuingly new’ - you
can't close down and reopen in ordor to save

RIE, o hava ta be bated ouesde Landan
and che South East, because the move is
supposed 1o ‘rebalance the ccanomy’ in
areas that necd more private Ssector [obs,
And it's the first 10 employess who qualify,
net the 10 that you would choose because
thoeir MIC o5 the heghest.

Allright, it's complicated, but it's a
gift hare and we shouldn't [oak i in the
mouth, I youare thinking of sctting up 2 new
bugingss outside the 'excluded repion’, we will
b hippy Lo advise yau on hiow 1 make the
mosL of this relicl =

On yer bike tax

Iis 1999 the last Government introduced
atax exemption to encourage people 1o
eycle to werls, |1 an cimpleyer lends o bile
to an employec who uses imunly for work

inchading, forthis purpose, communng -
thiere 18 no taxable benefic Iv's supposed to
enceurage people 1o leave the car z home
andd gor healthy,

A uswal, the tawman looks at these
incentivas after a few yeirs and takes the
cynical view that thiy are Being teastid (o
save tax, First, employers are lending the bike
b the cmployee for o shor tdme and then
selling It ar @ knock-down second-hand prics,
HMRC have recently revised their guidance
o s liat wall e accepied as the market value
of a bike a2t the end of & loan arrangement - if
it's aesld eoo cheaply, o Lax charge may arise,

Second, conployers have not just loaned
hikes for nothing. They hivee agreed “salary
serifives witl emplopees - atis simplest,
the worker takes & salary reduction of £600
for a year and the employer loang a 600
buke for a year Ifiecs done praperly, there are
sivings i incanme tax, MIC and VAT which the
emplayer and amplaynn can shiare botwoen
them. HMAC have recantly announced that
they balieve that these schemes are not

aheeays sot up praperly, 0 thay aren't, the 1ax
adwantages may be lost

To add anather uncertainty, the
Furopean Court of Justioe has recenty heard
a casq about a different sort of salary sacrifice
schierme = for retal voudhers - and ruled

that the employec was in reality
payiig for thi benefit, IF thit was h
applied ro the bike scheme, it i

weoald mean the employer " g
wolild have 10 account
for VAT an the salary
forgann. HMRC have
mot taken that line
U Lo o,

Salary sacrifice
arrangeiments do
save [ i they
are done well
Hyau hve one
that you want
o check for
PURCEUrDS,
or you are
interested in
road-testing
O, Wil Can
adviso you,

For your health?

Several cases have recenlly been heard by
{he Eurepaan Court on what seems to be
spience fiction. Companies are extracting
stem cells from he umbilical cords of
newbom babies and stering them for
future medical use < after all, the way it
fechinolapy 15 advancing, slem cells may ba
able to cure anything ina few years time,
Aoy toving parent wonld want to make sure
these wander ful things will be available if
ey are needed..,

That appears to be the sales piteh,
The EC liad 1o consider whether the
companies were providing VAT-exeinpl
fealtheare services. The judges decided
that there wasn't a close enough link with
any healtheare = the stem cells might be
wsed m he fulure, but they might not. The
child might never need the sort of treatment
the cells would make possible: and science
might ool invent a use for the cells by the
lime the child needad them. In essence, the
companies were seling hope - and hope
is Valable. »

Gains fallout

The changas to CGT in the June Budget ware
il as bad as some peopla expeclad = the
28% rate is still well below the higher income
T eates at 0% and S0%, and the annual
exemplion was unchanged at £10,100. This
year's caloulations are complicated beaause
samns realised up o 22 June will only be taxed
al 18%, ot the higher rate will apply after
thal ta higher rate incorme bas payars.

Flenty of peaple realised gains beiore the
Budget in arder to take advantage of thi lower
rate, figoring thal paying 18% on 31 Januany
20112 would be better than paying a mgher
rate laton The reverse applies fa people wio
claimed Lo defer gains from an earlier year
— when the charpe is trigpered after 22 lung
2010, hey may lind they are paying 28% Lax
rather than the lower rafes that wouold have
applied if they'd never claimed the reliel, This
can happen with gains sitached b Enterprisa
Investment Schame shares of Lo loan shocks
after a takeover, on replacement of business
assets and ina number of other situations,

At least it appears that the rate of CGT
will staywhere it is for the remainder of this
Parlizment — George Osborne said so 1o &
Parliamentary committes in July, That means
wie know where we stand and can make plans.

I yuu want to knaw what CGT you might
paty on your assels, we will be happy Lo
advise you, =



Not good enough

11 you dom’t pay yaor VAT on time, you suffer
default surcharge, which is expensive.

A company recently appealed, arguing that the
management had done all thal a reasonabl
trader could, but they had been Tooled by

a newly-hired accountant who wasn'l as
competent as they had thought,

Thay had taken references, provided
training and een arcanged for 2 handover
period while the retiving emplayee showed
the now man the ropes. It was not engugh,
and VAT relurns were not filed, The board only
distavered whal was (or wasn't) gaing an
vihen HMREC served a winding-up notice on
i BIGLR Company,

The Tribunal ruled that the hoard had
rebied tee much on someoine whi was ool
ke Lo be reliable, [hey had noticed
some Tailures - management accounts
were fata —and they should have looked for
other problems as well, They had to pay the
surcharge and misdeclaration penalties,

It & reminder that the manapement has
1o bake full responsibility for VAT failings, even
it thee day-to-day work is delegated 10 someone
else, You need to keep an eye un them and
follow wp-any signs of trouble, e

Name on the shirt

Sporls sponsarship: a business expense, or

a rich man's Tancy? It depends, of course, The
trouble is that a greal deal of spansorship
starts with a love of the game ar the club, and
the: business case — il any - lias to stand on
thal. I 1he business case is strong engngh,
though, the company can deduct the expense
far tax.

HMRG recently argued aboul £1,1in paid
by 2 fishing campany to support a focal rughy
lub. The advertising benefits would have cost
shout £10,000 at the club’s pubilished rates,
Not suiptisingly, the Tribunal ruled that the
payments were not whilly and cxclusivaly for
the trade' = they might promote the bsiness,
but they were much more to do with lhe
cantrplling director’s love of hig club.

If you 2re interestad in sports
sponsorship, we can advise you on the Lax
COMSEUANCES. »

Do not go gentle

The statutary default retirement age wall be
abolished an | Qcraber 2011, This means
that mpleyers will na lenger autamatically
b zble 1o dismiss 85 year old employees
on the grovnds that they should relire; age
dscrimination legishavion wall apphy.

A recont Court of Appeal case cxamined
a digpute bevweon partners inoa v em, The
parcnership deed provided for retirement
At &S, and ene of the parinars objocted - he
wanted 1o carry on. Employment law dogsn't
apply to partners, but the judges rulad that
the statulory age provided a reasanable
benchmark to use, More impartane, though,

were the firmys reasons fer the policy — 1o
entourage retention of junior ¢imployens

by providing opportunities for promotion,
o help with business planning. and to
Improve emplayen relations by having 4 non-
confrontational reason ro move people an.
When the statutary imic has gone, this lype
of justdication will become the anly way

1o back up @ compulsory retirement
diecigion,

It weill be inpartant for anyone whe
currently rotires employees ata setage o
think carefully abeut thelr policy ws Oetaber
2011 approaches, &

/

Acampany with ‘small profies’ - up o
£300,000 3 year - pays a lower rate of
corparatian tix, AL the moment it's 215, The
rate then Flsns (o 29 75% until profits reach
£1.5m, when the 28% rate applhics. Al three
ratis are dug o deop by 1% an | Aprl 2011,
If twe companias are “associated’ with
each ather, these limirs are divded botweon

therm, That maeans that highese eate of CT will ™

b2 paid if either makes more chan £1 50,000,
Ifahern are mare associatas, the mitg got cut
again and again.

{7

A _—
whng no ‘commarcial mterdepentdenee’
DBetween the businesses, bur husband and

il eould Fun camplotely dilferont trades

and still sulfer the disadvantage.
Fram | April 2011 the rules are changing,

ACampanies will anly be issocated for

determmnmng their CT race if they are closely
linkid by fimandial, econamic ar nrganizational
faceors, Tha may sull catch many of those

" who are sssnoated under the current riles,

bt it's warth loolking at,
If yiru and your close relations are

For years, this his applied to campanies \“‘x‘ nrvalved in running more than one company,

owned by the same married couple (or by
civil partners). Other chose relstions could

.wm‘{auw:iiltlm of thine campanias Irthvr::.H ol Aprl, o
S

S will be fia pey 1o advise you on whether

FOU CEn pay [ess corporation tax from

| s

In black and white

It's imporant oo file accounts on time te
avoid Companies Howse penaltics, It's
particularly snneying il a sel of scoaunts i
submitted at the fast minure but rejected for
i minar mistalee = thara™s no grace penod
ler resubmitung. Cne of the most basic

mstructions is that they want everything in
black ink on matc white paper - Lhey are keen
1hat ther photacapying and scanning noeds
10 produce legible resules. Soif you use plossy
Paper or sign the nccounts in Blue, you may
find the accounts caming back to you.

Car conundrums

H you i o comparyy car, you pay income
s and your ermployer pays NIC on the
taxahle benefi, The rule originally aniy
applind o so-called “higher paid emplayens' -
the threshold of £8.500 was brought inowhen
that was a reasonable salary, Mow it's less
than the minimuem wage

In & recent case, a hushand-and wife
commpiny provided the wafe with 4 £32,000
BMFW and nothing olse. She worked as the
company secretary, and used the car for
deliveries a5 well as private motaring, HMRC
accepted that her averall level of pay — just
the car, anwhich th tacatile benefitweonld
be loss chan £8,300 - was not excessive, and
shie had the car in her owen right. Cven 5o,
they were entitled ta charge Class 1A MIC
on the company Decause iLwas not normal
commercial practice’ far such a car to be
SINEI 10 A SCLPOTArY,

Two orher cases were about ‘pood cars’
I a gar s anly used far Busingss maLering,
is not Kept ovarnight at an employee’s
Boime and is not habiemally used by o single
employes, no-one Is taxed on the bencefi of
providing it HMRBC weare not canvineed in
sither case that the conditons wore moet, but
the Tribunat accepted one of the two appeals.
Even though the tw vehicles worn irnasunlly
expensive lor pool cars, and even though
there ware anfy sid employees, the comparny
hid done enougl 1o show that i met the
conditions.

Fer mast peaple, the company car
rules work in the nermal way, I you think
your orcumstances might be different -
prarteularly i you think yau could eacape the
charge by using a pool car arrangemant -
wetwill Be happy W go over the conditions
with you, ®

Thes neswsbetter isweritgen for the benefit of cur cients: Further advice should be obtained bafore any action is taken.



