On the way out

Additional tax relief

Many businesses already obtain 100%
relief on plant and machinery expenditure
but there are situations when the Annual
Investment Allowance of £50,000 is simply
insufficient. In recognition of this and

to encourage investment in the current
economic climate, an extra temporary first
year allowance (FYA) of 40% is currently
available instead of the normal 20%
annual allowance.

The temporary FYA can be claimed on
qualifying expenditure incurred in the 12
month period ending 31 March 2010 for
a company or 5 April 2010 for individuals
and partnerships.

The FYA will not apply for expenditure on
integral features, cars, long life assets and
assets for leasing. However it is available
to any size or type of business entity so
take advantage before it disappears.

And on the way in

PAYE penalties for late payment

Penalties are to be introduced for PAYE
from 6 April 2010 where payment is late.
The liability to a penalty will be based

on a fotting up procedure depending

on the number of defaults during a tax
year. A penalty will not be levied for the
first default and may then be charged
depending on the number of defaults on a
rising scale from 1 to 4%.

Further, any tax which is still unpaid six
months after the due date, may incur a
further penalty of 5% and a further 5% can
be levied after 12 months.

Please contact us if you require further
advice on these matters.

BulleyDavey

Chartered Certified Accountants and Chartered Tax Advisers

New partner - Rachael Dudley

We are pleased to announce the appointment of Rachael Dudley as a partner in the firm.

Rachael joined our Peterborough based team in August 2001, having trained with a local
accountancy practice. She qualified as a Chartered Certified Accountant in 2002 and has
continued to expand her skills and experience since then. Rachael was appointed as an associate
last year and her latest progression to the role of partner marks another significant development in
her career which will bring many benefits for the firm and its clients.

Rachael has a wealth of experience within a general practice role dealing with individuals, sole
traders, partnerships and small to medium owner managed companies on both accounting and
taxation matters. More specifically Rachael enjoys assisting with the provision of management
information through implementing successful reporting systems, often using Sage, improving the
information available to businesses on a regular basis.

Rachael lives on the outskirts of Peterborough with her two children who keep her busy
out of the office. She enjoys playing golf and going to the gym when children
and time allow.

Picture: Rachael with fellow partners
lan Brown (left) and John Cheney (right)
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A light at the
end of the tunnel

In the current climate there will be a number
of individuals faced with a potential loss of
capital on private company shares. This may
occur because they have had to sell at a low
price or, as is more likely, the company is
being wound up following cessation of the
trade. So what relief is available?

A loss on a disposal of shares is generally an
allowable capital loss for tax purposes. Whilst
this is reassuring fo know, this often means that
there is no immediate relief if an individual
currently has no chargeable gains. This is
because a capital loss can normally only be
relieved against current or future gains.

Relief against income

However, certain losses on shares can be
relieved against general income rather than
capital. This alternative treatment may provide
tax relief more immediately and is also likely
to generate a more substantial tax saving.
This is because in 2009/10 both the income
tax basic rate of 20% and the higher rate of
40% exceed the 18% capital gains tax rate.
Further if the loss is triggered in 2010/11, it
could even save 50% income tax.

The taxpayer has the choice to relieve any
such qualifying loss against income in either
the same tax year (for when the loss is
established) or the preceding tax year or both.

The conditions which must apply for the
shares to qualify in such circumstances are:

* the individual must have subscribed for the
shares when issued and

* the shares must be in an unquoted
qualifying trading company.

Certain trades are excluded and include
leasing, legal or accountancy services,
property development, farming and operating
or managing hotels or nursing homes.

What about irrecoverable loans?

Provisions also apply so that an individual
lender can make a claim for a capital
loss where:

* an individual lends money (not between
spouses/civil partners) and

* the borrower is UK resident and

¢ the borrower uses the monies wholly for

the purposes of a trade and

that loan subsequently becomes

irrecoverable.

Similar rules apply to payments made under
a guarantee.

The loss relief is not as advantageous because
it can only qualify as a capital loss. This
means that once established, it may only be
set off against capital gains realised by the
individual or carried forward until such time as
gains are realised in the future.

Please contact us to review your position if
you consider such claims may be available
fo you.

www.bulleydavey.co.uk

Ringing the right tone

The provision of a phone for business use is an essential modern tool
but it is important to avoid the tax traps...

For a number of years Mr Enterprise was employed in a management position and had always
been provided with a mobile phone by his employer for personal and business use which he
understood was a tax free benefit. When he set up his own company he entered info a new
one year mobile phone contract early in April 2009. The contract was taken out personally
but as 85% of his usage would involve business calls, he simply put the monthly bills through
the company. Over the tax year 2009/10 the total payments made by the company amounted
to £1,200.

Imagine his surprise to learn that there is a taxable benefit which should be included on his
form P11D. As a higher rate tax payer this would result in an initial income tax charge of
£480, before a claim is made to offset the business expense element. In addition both he
and his company as his employer will also have to pay Class 1 National Insurance as it is the
settlement of a personal bill.

What went wrong?

When directors and employees take out contracts with suppliers in their own name and then
the employer settles the liabilities arising - this is treated as taxable irrespective of the nature of
the expense. The taxable amount should then be recorded on form P11D. However, for NIC
purposes, it is treated as cash earnings and not as a benefit. This means that Class 1 NIC is
due by both the employee and employer rather than Class1A NIC by the employer only.

In the alternative situation, where the employee settles the bill initially but is then reimbursed
by the employer, the payment should be included on the payroll, and will therefore be subject
to PAYE and Class 1 NIC.

These rules apply in any situation where the employee/director pays personal bills and is
reimbursed by the employer or where the employer settles the personal bills direct and not just
in relation fo mobile phones. Other examples could be home phone costs, internet or private
medical cover.

Putting it right

In relation to the mobile phone provision Mr Enterprise should arrange his next contract so
that it is between his company and the supplier to ensure that for 2010/11 there are no tax or
NIC charges. This is because the provision of a mobile phone by an employer in this way is a
tax free (and NIC free) benefit. Only one such contract is tax free for each employee.

What about employer provided
home phones?

Where a home phone is provided and the
employer is the subscriber, the provision of
any private benefit is generally taxable (unlike
a mobile phone). In this case the whole cost
incurred should be treated as a chargeable
benefit (this includes line rental) less any costs
made good by the employee. The individual
can then make a tax claim for any business
calls necessarily incurred to reduce the
amount actually taxable.

For NIC however, unless all private costs

are made good then Class 1A is due on

the whole cost incurred by the employer
even if the individual subsequently claims a
deduction for the business element. This is
clearly wasteful and should be avoided. This
can easily be done by ensuring that directors
and employees pay their own home phone
costs and are reimbursed for business calls
only. This may be achieved by posting the
expense fo a directors' current account where
in credit.

As you can see this is an area where tax and
NIC can be uninfentionally incurred so
please contact us to review your position on
these areas.




Nifty footwork proves
a winning Dance

Now that the recent series of Strictly Come
Dancing has ended, memories still remain of
those celebrities who managed to get all the
steps wrong. Nifty footwork is the real key to
success as demonstrated by an advocate in a
recent case which has left HMRC in a spin.

The facts can be summarised as follows -

Mr Dance owned three farms which he ran as a
sole trader. He transferred one whole farm and
part of another to trustees as an inheritance tax
(IHT) planning exercise and claimed Business
Property Relief (BPR) of 100% on the transfer.
HMRC argued that the legislation states that

to qualify for BPR a whole business must be
transferred and not simply certain assets of the
business and as Mr Dance continued to run the
farm business there could be no relief.

This is where counsel for the trustees worked
some show stopping magic. He reminded
the court that a transfer for IHT purposes is
measured by the loss to the donor’s estate so

it is necessary fo value the whole estate before
and after the transfer. Mr Dance's estate before
the transfer included the farm and in valuing
that, account had to be taken of the value of
the farmland. Similarly after the transfer, his
estate still included the value of the business
but now with less land, so the value of the
estate had been reduced. The only reason

for the loss in value was the reduction in the
value of the business and so BPR must be due.
Big finish — take a bow. No Goodmanesque
‘seven!’ from the judge but a resounding ‘ten’.
Fab — u - lous.

The decision is of real significance to anyone
running an unincorporated business who wants
to transfer some of the assets, most notably
land, to reduce their IHT burden. Care needs
to be taken because there are some dangers if
the donor dies within seven years as this may
trigger a possible clawback of BPR. Please
contact us for further advice if planning in this
area is of inferest to you.

As the holiday comes to an end.... What gain?

The tax treatment of Furnished
Holiday Lettings (FHL) has been
advantageous for many years
but the rules are set to end in
April 2010.

What are FHL?

The FHL rules essentially cover the commercial
short term letting of residential holiday
accommodation in both the UK and the
European Economic Area. Until now, a FHL
business has broadly qualified as a trade
(providing qualifying conditions are met). This
is generally more beneficial for tax purposes
compared tfo the tax treatment of an ordinary
property investment business. This will not apply
from 6 April 2010 for individuals (1 April 2010
for companies).

The changes will impact in two key areas:

* the calculation of the taxable income from
the continuing property letting business
and

* the treatment of any capital gains arising
on the disposal of the FHL business.

This article only considers the main capital

gains tax aspects but please do contact us if

you need further information or wish to discuss
the impact on taxable income.

Capital gains tax reliefs for the
individual

When an individual disposes of a qualifying
FHL business, the gain may be eligible for
Entrepreneurs’ Relief (ER). Where the conditions
for ER are met, the relief reduces gains up to

£1 million, per individual, per lifetime, so that
only 5/9th of the gain is chargeable to tax.
This relief does not apply to disposals made
by companies but may apply to shares in
companies.

The FHL business will be treated as ceasing on
5 April 2010 and will be treated as a property
business. This means that generally from

6 April 2010 a FHL business will no longer
qualify for ER. However, the relief will still be
available on the sale of any assets comprised in
the business provided:

¢ the asset was used in a FHL business in
the 12 months to 5 April 2010 and

¢ the disposal (for example by sale) occurs
before 6 April 2013.

Example

In June 2009 Edward sold a FHL business
which consisted of a Welsh holiday
cottage for a gain of £72,000. He has not

previously used any of his ER entitlement so
the gain is reduced by 4/9th to £40,000.

If instead, the property was not sold
until June 2011, but continued to be let
after 5 April 2010 as furnished rental
accommodation, the subsequent gain

would still be eligible for ER.

What about deferring any gains?

Another CGT relief which applies to trading
assets is replacement of business assefs,
known as rollover relief. This is available to
companies and individuals. This allows a
gain to be postponed, where on the disposal

of a trading asset such as a property, the
proceeds are reinvested in certain replacement
trading assefs. The relief is available whether
the replacement asset is for use in the same
trade or a different trade, provided the

person carrying on the trade is the same. It is
particularly useful for company disposals which
do not qualify for ER.

When FHL cease to be a trade on 5 April

2010 (31 March 2010 for companies) then
subsequent acquisitions and disposals of
properties used in such businesses will no
longer generally qualify for this relief. However,
as the assets are trading assets until that time,
any gains on disposals from the 6 April 2010
(or 1 April for companies) may be partly eligible
for relief.

Example

Bounce Ltd sells a property which had
always been fully used in a FHL business on
1 September 2010. It had been owned for
10 years. All the proceeds are reinvested in
a property for its main catering trade. The
gain is £50,000. The asset is treated as non
trading for the last 6 months of the 10 year
ownership which represents 5% of the gain
but the remaining 95% may still be eligible
for relief.

To ensure that any reliefs still available can be
maximised, it will be essential to consider the
timing of disposals and that all other qualifying
conditions are met. Therefore please contact
us to discuss how we can assist you on these
business changes.

www.bulleydavey.co.uk




Partners and
Offices

Huntingdon

Julian C Fisher, Chartered Certified Accountant
Nicholas J Barks, Chartered Certified Accountant
Welbeck House, Spitfire Close, Ermine Business Park,
Hunfingdon PE29 6XY

Tel: (01480) 454456

Fax: (01480) 52114

Email: BDHunt@bulleydavey.co.uk

Oundle

David R Webb, Chartered Accountant

6 North Street, Oundle, Peferborough PE8 4AL
Tel: (01832) 273150

Fax: (01832) 273505

Email: BDOundle@bulleydavey.co.uk

Peterborough

N John Cheney, Chartered Certified Accountant
lan V Brown, Chartered Certified Accountant
Julian S Higgins, Chartered Certified Accountant

Michael J Gregson, Chartered Certified Accountant

Nicholas J Barks, Chartered Certified Accountant
Bradley J Revell, Chartered Accountant
Rachael M Dudley, Chartered Certified Accountant
4 Cyrus Way, Cygnet Park, Hampton,

Peterborough PE7 8HP

Tel: (01733) 569494

Fax: (01733) 421918

Email: BDPeterboro@bulleydavey.co.uk

Spalding

Andrew R Atkins, Chartered Accountant
Peter R Wright, Chartered Certified Accountant
1 - 4 London Road, Spalding PE11 2TA

Tel: (01775) 766633

Fax: (01775) 710078

Email: BDSpalding@bulleydavey.co.uk

Wisbech

Mitchell A Burden, Chartered Accountant
9/10 The Crescent, Wisbech PE13 1EH

Tel: (01945) 464711

Fax: (01945) 581396

Email: BDWisbech@bulleydavey.co.uk

Registered to carry on audit work and regulated for a range
of investment business activities by the Institute of Chartered
Accountants in England and Wales
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Look after the pennies...

In these austere times and with tax rises on the way, any tax or national insurance contribution (NIC) saving
is a good one. One particularly useful way of mitigating tax and/or NIC is by using what is called a ‘salary

sacrifice’ arrangement.

What is salary sacrifice?

Salary sacrifice arrangements involve a
contractual right to cash pay being reduced. For
that to happen two conditions have to be met:

* the potential future remuneration must be
given up and

* the true construction of the revised
contractual arrangements between employer
and employee must be that the employee is
entitled to lower cash remuneration and a
benefit instead.

If that benefit happens to be tax and/or NIC
efficient, then both employer and employee are

happy!

When is salary sacrifice not
effective?

A salary sacrifice is not effective if, in practice,
the arrangement enables the employee to
continue to be entitled to the higher level of
cash remuneration, for example, they have
merely asked the employer to apply part of that
cash remuneration on their behalf.

What information does an
employer need to provide to
HMRC?

Whilst employers do not need to confirm
anything with HMRC, some businesses might
like the comfort of knowing that HMRC agree
the new position. In order for HMRC to decide
whether a salary sacrifice is effective or not, the
employer should

provide full details of the scheme and of the new
contractual arrangements and satisfy HMRC
that:

* the employee’s entitlement to cash pay has
been reduced and

* a non-cash benefit has been provided by the
employer and

* the employer is not simply meeting the
employee’s own financial commitments.

What sorts of benefits are tax and/
or NI efficient?

The list is long and varied but some more
mainstream options are included below.
Qualifying beneficial loans

Certain low interest/interest free loans where

all the interest is eligible for tax relief are fully
exempt from any income tax charges. In addition
a loan for any purpose is fax free, provided the
total does not exceed £5,000 at any time during
the tax year. In such qualifying situations the
employer does not have to report the loans on
form P11D and employees do not have to claim
the corresponding tax relief.

Car parking spaces

The provision of a car parking space at or near
the employee’s normal place of work - this often
includes ‘park and ride’ schemes.

Bicycles

The provision of bicycles and associated safety
equipment for mainly home to work travel.
Employer pension contributions
Contributions to HMRC registered

pension schemes.

Mobile phones

One private use tax free phone per employee
which could be used to provide a phone to a
member of the employee’s family or household.
Childcare costs

Employer contracted childcare and employer
provided childcare vouchers of £55 per (tax)
week.

Training costs

Employer provided training costs.

What do employees need to
consider?

When entering a salary sacrifice arrangement
to replace part of cash pay with a benefit that is
tax and/or Nl free, it is essential that employees
understand what the sacrifice will mean in
practical terms and consider carefully the effect,
or potential effect, that a reduction in their pay
may have on:

o their future right to the original (higher) cash
salary
* any pension scheme being contributed to

entitlement to Working Tax Credit (WTC) or
Child Tax Credit (CTC)
entitlement to State Pension or other benefits

such as Statutory Maternity
Pay (SMP)

* proof of earnings for mortgage purposes.

If you have an interest in salary sacrifice, please
get in touch so that we can discuss matters
further.

Success at Oundle Town Cricket Club

Our congratulations go to the cricketers of
Oundle who had their most successful season
ever last year as champions of the Rutland
Sunday League Division 1, Northants Saturday
League Division 3 and Northants Sunday League
Division 2. The club’s junior sides had 230 active
members and won their league cup competitions
in the under 17 and under 15 age groups. The

club also provided 185 hours of coaching to
local state schools through the "Chance to Shine"
programme and club members have collectively
received three nominations for the Peterborough
Evening Telegraph Awards for team, senior
sportsman and junior sportsman of the year. We
are proud fo be associated with the club and
offer our best wishes for the season to come.

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.
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