Celebrating New Talent

Chris Martin, Sarah Major, Joanne Lee and Elizabeth Owen

We would like to congratulate Joanne
Lee who has recently taken the Advance
Stage Chartered Accountancy exams and
has passed at her first attempt with flying
colours. Joanne joined us in 2006, after
graduating from Nottingham University,
and has worked very hard over the last
three years to achieve this fantastic result.
Sarah Major, Staff Partner, said “the firm is
extremely proud of her achievements”.

Elizabeth Owen who has just begun her
three year training contract with the firm,

having graduated from the University of
Portsmouth in Accountancy with Finance,
said “l am excited to be joining such a
well-established independent practice
and | am looking forward to working
with one of the best firms in the region.”

We are also delighted to welcome Chris
Martin who has joined us as an audit
senior. Chris, who has been working in
the accountancy profession for the past
five years, also has extensive marketing
and practice development experience.
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Income shifting
- NOW YyOuU Ssee it,
now you don’t

It is no secret that, since the introduction of
Independent Taxation many years ago, much tax
planning has revolved around ensuring that all
family members’ personal allowances and lower
rates of tax are used efficiently.

The introduction of an otherwise non-working
spouse, let’s say, as a partner or shareholder
would allow part of the business’s profit to be
allocated to that spouse. Not difficult to do and
lots of money to be saved. With companies,
when this ploy is combined with the fact that
there is no national insurance payable on
dividends, there is plenty of tax and national
insurance that could be saved.

Needless to say, the government said that they
would address this ‘income shifting’ in April
2008 and then deferred their proposals until
April 2009. Then, in the Pre-Budget Report, the
Chancellor made the following announcement:

‘“The government firmly believes it is unfair to
allow a minority of individuals to benefit financially
from shifting part of their income to someone
else who is subject to a lower rate of tax, known
as income shifting. The government has consulted
on this issue but, given the current economic
challenges, the government is deferring action
and will not bring forward legislation at Finance
Bill 2009. The government will instead keep this
issue under review.'

So no news is good news — we'll keep you
informed of any further developments.
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Ten tips for coping with the downturn

Many businesses feel their cash resources are squeezed in the current downturn. Here are some ideas to make your funds

stretch further:

1. Clearly state your sales credit period on your order confirmation
documents and sales invoices, and enforce this period by chasing
customers as soon as their payment is overdue. You can also encourage
customers to pay quickly by giving small discounts for completing their
payment within your credit period.

2. Send out your invoices for completed projects as soon as the work is
completed. Don't wait until the end of the month to bill. If the project is
running over several months, agree a series of stage payments with your
customer.

3. Analyse your entire stock for age and quality. Can any of the slow moving
goods be sold off at a discount to generate cash? Would cutting the
number of lines you sell reduce your storage and handling costs?

4. Review your supplier agreements for on-going services such as web-
support, telecoms, security, energy, or cleaning. Can you renegotiate any
of these contracts to get a better deal?

A time to give?

The last year has generally seen a fall in average house prices. However,
the average price of a detached house at the end of 2008 was still around
£340,000. The stock market has also seen significant falls with the FTSE
100 index down by almost a quarter on its January 2008 level. This is all
very depressing but there may be a silver lining for those serious about
doing some inheritance tax (IHT) planning.

Not an immediate priority? Well, if you are a married couple and the value
of your joint estate - taking into account property, shares, savings and

any other assets - currently exceeds £624,000 you already have an IHT
problem. Maybe its not as bad as it was a year ago but it is still a problem!

Here's the opportunity. If you make gifts of assets to other individuals in
your lifetime, those gifts are not chargeable to IHT unless you die within
seven years of making them. If that sadly happens then some IHT may be
payable but the tax is calculated not by reference to the value of the asset
on the date of your death but by its value on the date it was actually gifted.
In addition, once three years have elapsed from the date of the gift any tax
bill which does arise may be reduced by 20% for each subsequent year.
Making a lifetime gift therefore freezes value and makes the tax less of a
problem.

5. Talk to your neighbouring businesses. Is there a common landlord you could
collectively approach to change the payment terms of all your leases from
quarterly rent in advance, to monthly payments?

6. To reduce your total wage costs offer your staff flexible hours or part-
time working. A salary sacrifice scheme can also produce savings if it is
implemented properly, with HMRC approval. Tax free benefits such as the
use of bicycles, child-care vouchers, or pension contributions are swapped
for salary, and the national insurance and tax savings are shared with the
employees.

7. Link the incentives for your sales force to the profit per unit sold, or to
the speed with which the customer pays for the order, rather than to the
volume of units sold. You may also want to fix a threshold of minimum
profits or cashflows that must be achieved before any sale bonuses are paid.

8.  Ifyou need new equipment, look for second-hand kit sold-off by less
fortunate businesses. Alternatively, investigate leasing or hire purchase
arrangements. These methods of acquiring equipment may be more
expensive in the long term but they are a practical solution where you can't
borrow the money you need from the bank to fund the full outlay in one
go.

9. Review your VAT position and the schemes you use. Does the flat
rate scheme for small businesses still deliver a bonus for your business
following the change in rates on 1 December 2008? Where you run
several companies, including them all in one VAT group may improve VAT
management.

10. Keep your company’s taxable profits below the ‘large company’ threshold
of £1.5 million by timing expenditure and bonuses. Once you are a large
company you must pay corporation tax due in four instalments starting
within the accounting period rather than in one lump sum nine months after
the end of the accounting year.

If you would like to discuss any of the above please contact us.

Let us say you gift some shares worth £100,000 now and in eight years
time the market is back up again and those same shares are worth
£150,000. The tax on £150,000 falling into your estate could be £60,000.
The tax on the lifetime gift will be nil.

There is another problem that a falling market can help with. A gift of

an asset will be a chargeable occasion for capital gains tax purposes and

50 a gain could arise with a tax liability of 18% which is not particularly
attractive. However, some assets may currently be standing at a loss and
so can be gifted with no immediate CGT liability. Further, the loss arising
may be available against future gains, in limited circumstances. (Where a
gain is still likely we can advise on the use of a trust as a means of deferring
that liability.)

Give some thought as to whether you can afford to make gifts and if
possible look to give assets which are likely to grow significantly in value
because they will provide a greater tax saving than simply giving cash. Only
make gifts if you can really afford to do so - any gift must have no strings
attached otherwise significant IHT problems can arise.




Benefiting your business

The end of the tax year is fast approaching and it will soon be
time to start filling out the dreaded forms P9D and P11D. The
area of PAYE and benefits compliance is something that HMRC
focus on. It can be complicated, easy to make mistakes and can
raise substantial extra tax and national insurance for HMRC

Oover many years.

There are certain areas that HMRC
commonly review and you may wish
to look at these to ensure a clean bill of
health.

Status

Do you pay anyone on a self employed
basis? Are you confident that they are
not an employee for tax purposes? You
may wish to review the arrangements,
both contractual and otherwise, to
ensure the self employment position
can be maintained.

Termination payments

We are in times where redundancies
and lay offs are becoming more
commonplace. It may be possible to
make a payment on leaving of up to
£30,000 tax free. However, the rules
are complex and the conditions for tax
free status are not easy to meet. Please
contact us before any payments are
made.

Vans

Private use of an employer provided
van is tax free provided that as well as
business use, it is only used for ‘ordinary
commuting’ and no other form of
private use. ‘Ordinary commuting’ has
a particular tax meaning. In addition,
HMRC may want to see evidence
that other private use is prohibited and
documentary evidence that it actually
does not happen. Review your van
policies to ensure these tests are met.

Car fuel

Where an employee is provided with
a car by their employer, then a benefit
in kind generally arises. If fuel for private
purposes is also provided to that
employee, then a further benefit in kind
arises! Unless private mileage is high,
the benefit on the free fuel generally
makes this policy uneconomic to the
driver and business. HMRC also looks
closely at situations where a business
pays for all fuel and the employee
reimburses the private element - good
policies and records are needed to
avoid problems.

Personal incidental expenses

The rules exempt certain payments
made to employees to cover incidental

expenses that they may incur while
staying away from home overnight
on business, such as newspapers,
telephone calls, etc. However, the
maximum amounts that an employer
may pay tax free are £5/night in the
UK and £10/night abroad on average.
If payments exceed these limits, the
whole of the payment becomes liable
to tax and national insurance and, these
days, £5/night doesn't go very far!

Entertaining

Staff entertaining, such as taking staff
out for lunch as part of the appraisal
process, is an allowable business
deduction but may well be taxable as a
benefit in kind.

Long service awards

Tax is not charged in respect of awards
made to employees as testimonials to
mark long service which take the form
of tangible articles (not cash). The tax
free limit is £50 per year of service once
the period of service reaches 20 years.

Pool cars

Where an employee is provided with a
car by their employer, then no benefit
in kind will arise if it is a ‘pool’ car. A

car only qualifies as a pool car if it is
available to, and used by, more than
one employee; any private use by an
employee is merely incidental to its
business use; and it is not normally kept
at home overnight. HMRC interpret
these tests strictly and good evidence is
needed to avoid a charge arising.

Travel and subsistence

And finally, the most common sort of
payment that employers generally make
to employees is to meet the cost of
travel and subsistence costs, including
hotels, whilst the employee is working.
Often such payments will be tax free
but the rules are not simple - HMRC
explain them in a 100-page booklet
(IR490)!

Conclusion

Forward planning, including good
records and policies, will avoid trouble
with the taxman in these areas. Please
do get in touch if this is an area that you
would like to discuss further.
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Raising finance - the
facts and the myths

Everybody knows that we are in an economic downturn and
that the banks have stopped lending money - or have they?

Contrary to popular belief, banks have not stopped lending
money to individuals or businesses. If you have a good business
case, there is still funding available to businesses from the

high street banks. Quite interestingly, the banks themselves
have noticed a drop in demand for finance from customers.
Some customers are still making investments but most are
cutting back on capital expenditure due to the uncertainty of
the future, whilst others feel that they will not be able to get
finance even if they do apply.

So what kind of financing are banks offering? Most customers
now need help to fund their working capital, and debt factoring
or invoice discounting have, in recent years, far outstripped the
traditional bank overdraft as a way of financing this. Gone are
the days of debt factoring having a stigma and only being for
businesses in financial trouble. From the banks’ point of view,

it is a safer way to lend as security is taken over the debts of
the business. This generally means that businesses can gain
larger advances than are available under a traditional overdraft
agreement. The downside in the current economic climate is
that this type of lending has become more expensive - banks
used to get credit insurance on business customers, but this
insurance is now often being withdrawn as more and more
companies admit to financial difficulties.

Banks do admit that it is tougher now to get finance due to

the economic downturn. In the past, a customer with a long
standing relationship and good historic performance would
have been required to submit little extra information in an
application for finance. Now even those customers will have
to provide detailed business plans, with at least 12 months of
forecast profits and cashflow. The most important thing to bear
in mind when presenting such information to the bank is to be
realistic.

To aid small businesses, the government has recently
announced a plan to guarantee up to £20bn of loans to help
them survive the economic downturn. In return for a fee, the
state will, in effect, insure banks against businesses defaulting on
|oan repayments.

Central to the plan is a £10bn Working Capital Scheme
designed to help banks lend much needed capital to small
businesses. Lord Mandelson said:

“The £10bn injection to banks represents a guarantee to
enable them to free up working capital to sustain existing loans
and create new ones.”

If you need any help with preparing information to be
presented to the bank, please do not hesitate to contact us or
your business adviser - it is important to get it right first time.




Getting some
of your money
back from the
taxman

Where an unincorporated business makes
aloss in a trade there are a number of
ways in which the loss can be relieved.
Very broadly the rules allow an offset
against:

=[all income and capital gains for the loss
making year

=[all income and capital gains for the
previous tax year

«[trading income from the same trade in
subsequent years.

The carry back provision is now extended
for trade losses made in the accounting
period (or periods) which end in the

tax year 2008/09. So a loss made in the

12 month period ending on 31 March 2009
will qualify but not a loss in a period ending
30 April 2009.

When can a business make a
claim for loss relief?

The earliest time is after the end of the
accounting period in which the loss is
made and then submitting a claim to
HMRC.

When can you get a tax
repayment?

For existing loss provisions (eg the one
year carry back) repayments will be made
once the claim has been processed by
HMRC. In some scenarios a repayment
will not be made but will instead be
deducted from a tax liability. For the new
loss relief provision, HMRC will accept a
loss claim but will not repay the tax until
after Budget Day 2009.

What about companies?

There are similar rules for trading losses
in companies but the loss must be made
in an accounting period ending between
24 November 2008 and 23 November
20009.

Please talk to us

If you are currently making losses, please
talk to us about these provisions so that
we may maximise your entitlement to loss
relief and also help to obtain an early tax
repayment. This is particularly relevant

if you are an unincorporated business as
we may need to consider changing your
accounting date so that your current
losses fall into the current tax year.

Prevention or cure...

Selling on credit in the current economic climate may carry increased risk. Even
where credit control procedures are strong there will inevitably be bad debts.
As a supplier you must normally account for output VAT when the sale is initially
made, even if the debt is never paid, so you risk being doubly out of pocket.

Curing the problem

VAT regulations do not permit the issue of a credit
note to cancel output tax simply because the
customer will not pay! Instead, where a customer
does not pay, a claim to recover the VAT on the
sale as bad debt relief can be made six months
after the due date for payment of the invoice. For
example, if a trader supplies and invoices goods on
19 October 2008 for payment by 18 November
2008 (ie a normal 30 day credit period), then

the earliest opportunity for relief if the debt is not
settled would be 18 May 2009. The relief would
be included in the return into which this date fell,
depending on the return cycle of the business.

The amount of the claim

The taxpayer can claim relief for the output tax
originally charged and paid over to HMRC, no
matter whether the rate of VAT has subsequently
changed. In the above example the standard VAT
rate charged would have been 17.5% (not the
current 15%) so a claim can be made for the full
17.5%. The claim is entered as additional input
VAT - treating the uncollected VAT as an additional
business expense - rather than by reducing output
VAT on sales.

The customer

A customer is automatically required to repay any
input VAT he has claimed on a debt remaining
unpaid six months after the date of the supply

(or the date on which payment is due if later).
Mistakes in this area are so common that visiting
HMRC officers have developed a programme
enabling them to review Sage accounting packages

and to list purchase ledger balances over 6 months
old for disallowance.

Preventing the problem?

If you are a small business you may be able to
register under the cash accounting scheme, which
means you will only have to account for VAT when
payment is actually received. This can give your
business a considerable cash flow advantage if your
customers normally take a long time to pay, and
will also give you automatic bad debt relief.

Flipping the coin

Where your business is registered under cash
accounting, do remember that this also means that
VAT cannot be claimed on purchases and other
inputs until you have actually made the payment,
rather than the normal method of accounting for
the reclaim when you receive the invoice.

What is best for you will depend on the type of
business you operate. Businesses which benefit
most from the scheme are those which have
relatively low taxable inputs, for example service
companies. Retailers selling for cash do not
generally benefit from the scheme, since they
receive the cash for their sales at point of sale
and often pay for goods on credit, so the normal
method of reclaiming purchase VAT based on
invoice not payment is VAT efficient already.

The same thing also applies to businesses whose
sales are mostly zero-rated; there is no point in
deferring the receipt of your repayment for inputs.

Please contact us if you would like any more
information or assistance with these VAT aspects.

Disclaimer - for information of users: This newsletter 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 loss occasioned by any person acting or
refraining from action as a result of the material contained in this newsletter can be accepted by the authors or the firm.




<<< Continued from page 1

Remember that children also have their own
capital gains tax (CGT) annual exemption
(£9,600). It may be better for parents to
invest for capital growth rather than income.

For children born since September 2002 a
Child Trust Fund (CTF) has been introduced.
The idea is to encourage tax-efficient savings
by family and friends, with the government’s
help, to build a nest egg which the child can
access once he or she reaches the age of 18.
The government’s initial contribution amounts
to £250 (£500 for low income families) with
further payments promised once the child
reaches age seven. Other contributions of up
to £1,200 per annum can be added to the fund
and although there is no tax relief on making
the contributions the fund is tax exempt.

Non-taxpayers

Children or any other person whose personal
allowances exceed their income are not

liable to tax. Where income has suffered tax
deduction at source a repayment claim should
be made. In the case of bank or building society
interest, a declaration can be made by non-
taxpayers to enable interest to be paid gross
(form R85).

Remember that the 10% rate may still apply
to savings income. If the only or first source
of taxable income is bank or building society
interest, then the first £2,320 (for 2008/09)
is liable at only 10%. If 20% tax has been
deducted at source a repayment may be due.

Tip
Tax credits on dividends are not repayable
so non-taxpayers should ensure that they

have other sources of income to utilise their
personal allowances.

Family companies

If the payment of bonuses to directors

or dividends to shareholders is under
consideration, give careful thought as to
whether payment should be made before
or after the end of the tax year. The date of
payment will affect the date tax is due and
possibly the rate at which it is payable.

Tip
Remember that any bonuses must be paid
within nine months of the company’s year

end to ensure tax relief for the company in
that period.

Alternatively consider the payment of an
employer’s pension contribution by the
company. This is generally tax and national
insurance free for the employee. Further the
company should obtain tax relief with no
employer national insurance cost provided the
overall remuneration package is justifiable.

Employer provided cars and fuel

The tax relief position for business
car purchases/leases changes from
April 2009 so if you are planning on
changing your car, you may want to
discuss the impact for the business.
The proposed changes do not affect
existing cars or lease contracts.

Employer provided car benefits are calculated
by reference to the CO, emissions. The level of
business mileage is not relevant. The
greener (environmentally!) the
car, the lower the charge.

Businesses purchasing

‘green’ cars with CO,

emissions not exceeding

110 gm/km can generally

write off the full cost of the

car in the year of purchase. If
the car is used by the proprietor of
an unincorporated business the allowances will
be restricted to take account of the proportion
of private use.

Tip

Check your position to confirm that an
employer provided car is still a worthwhile
benefit. It may be better to receive a tax-free
mileage allowance that could be up to 40p per
mile for business travel in your own vehicle.

Where private fuel is provided, the charge is also
based on CO, emissions. You should review
the arrangements to ensure no unnecessary tax
charge arises. If you have opted out of free fuel
during the year, the charge will be proportionally
reduced. However where you opted in during
the year a full charge is applied.

Employers...the form-filling starts here

If you are an employer the end of the tax year
marks the start of the form-filling season! Here's
a reminder of important deadlines for sending
information (and money!) to HMRC.

19 April 2009 (22nd for electronic
payments) - Interest will run on any 2008/09
PAYE, NIC, student loan and CIS deductions not
paid over by this date.

19 May 2009 - Employers’ year end returns
(P35 and P14s) due for submission.

31 May 2009 - Employees must be provided
with their P60 (certificate of pay and tax
deducted).

6 July 2009 - Submission of P11Ds and P9Ds
for 2008/09 which show details of expenses
paid and benefits provided to employees and
directors. Employees must also be given a copy
of their P11D/P9D by this date.

19 July 2009 (22nd for electronic payments)
- Class 1A NIC for 2008/09 on most benefits
in kind provided to employees must be paid.

Interest runs from this date on late payments.

19 October 2009 (22nd for electronic
payments) - PAYE settlement agreement liabilities

for 2008/09 are due, together with Class
1B NIC. Interest runs from this date on late
payments.

Electronic filing and payment

All employers with 50 or more employees

must file their end of year returns electronically.
Further changes for these employers from 6 April
2009 mean that certain other forms will have to
be submitted online during the year. Employers
with fewer than 50 employees will also have to
start online filing for 2009/10. Tax-free incentives
are still available for early take up which could
therefore apply for 2008/09. Very large
employers (those with 250 employees or more)
must also pay their PAYE electronically.

Talk to us if you are interested in using a PAYE
settlement agreement to account for the tax
due on minor employee benefits. It can reduce
administrative hassle and save time!

Remember

=[Penalties are chargeable for late submission
or incorrect returns.

=[Interest is due on late payments of PAYE,
Class 1, 1A and 1B.

www.thomasmay.co.uk






