WINTER 2016/17

Chartered Certified Accountants and Chartered Tax Advisers

Newsletter
A busy time
ahead for our
tax system
The Autumn Statement was an important
event albeit the last of its kind. We have a
new Prime Minister and Chancellor of the
Exchequer with a different slant on economic
policy than their predecessors. There is also
the need to deal with the impact of Brexit.
On top of that we have HMRC proposing a
number of short term and long term changes
to our tax system. Over the summer, HMRC
issued over 30 consultation documents. Many
of these are technical in nature but there are
some big themes being aired. Chief among
these are the proposals related to the Making
Tax Digital project. Six of the consultation
documents cover different aspects of the
project at the heart of which lies the desire to
allow all personal and business taxpayers to
engage with HMRC online and for taxpayers
to see up to date and accurate information on
their tax bills throughout each tax year.
Three of the consultation documents contain
proposals to tackle the hidden economy.
In 2013/14, the hidden economy ‘tax gap’
was £6.2 billion and HMRC are tasked with
reducing the size of that gap.
We will, of course, try to ensure you are kept
up to date with tax changes that may impact
upon you and your business.

New Tax-Free Childcare scheme
– launch date is nearly here
After much delay, the Tax-Free Childcare
scheme will be launched to parents from
early 2017, we currently await the exact date.
The scheme will be rolled out gradually, with
parents of the youngest children able to apply
first. All eligible parents will be able to join the
scheme by the end of 2017.
The relief will be 20% of the costs of childcare
up to a total of childcare costs of £10,000 per
child per year. The scheme will therefore be
worth a maximum of £2,000 per child (£4,000
for a disabled child). All children under 12
within the first year of the scheme will be
eligible (up to 17 for children with disabilities).
To qualify for Tax-Free Childcare all parents in
the household must:
meet a minimum income level based on
working 16 hours per week at the National
Living Wage
each earn less than £100,000 a year, and not
already be receiving support through Tax
Credits or Universal Credit.
Parents will be able to open an online account
into which the government will make 'top up'
payments at a rate of 20p for every 80p that
families pay in.
Self-employed parents will be able to get
support with childcare costs using the

Tax-Free Childcare scheme, unlike the current
Employer-Supported Childcare scheme.
For employees, the Employer-Supported
Childcare scheme will remain open to new
entrants until April 2018. Parents already
registered by this date will be able to continue
using it for as long as their employer offers it.

Are you an employer?
If you are an employer currently offering an
Employer-Supported Childcare scheme, you
need to consider the terms under which you
will continue to offer the scheme. Whether
or not it is beneficial for your employees to
remain in the existing scheme depends on a
number of factors and you will need to ensure
that employees have access to advice from
the Childcare scheme provider.

Angela Barrett – 25 years’ service
At Bulley Davey we pride ourselves on the length of service our employees commit to and 2016
saw quite a few milestones achieved. Our final congratulations of the year go to Angela Barrett
for reaching her 25 year service milestone.
Angela joined the team at the Peterborough office in 1991 as a secretary. She is still based at
Peterborough where she works closely with John Cheney within the agricultural team.
Angela is pictured receiving a gift from Managing Director Ian Brown on our behalf.
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Financial accounts for small
companies – time to choose
In recent years many companies have been
preparing and filing ‘small company accounts’
under a Financial Reporting Standard for
Small Entities (FRSSE). However for financial
years beginning on or after 1 January
2016, FRSSE has been withdrawn and small
companies have a new choice:

Micro entity accounts disclose less
information to Companies House than
is currently filed, and therefore less
information will be in the Public Domain
than presently under FRSSE abbreviated
accounts. Directors may find this of
advantage.

•

to use the same accounting standard
FRS 102 – as larger UK companies
but using a reduced disclosure regime
(section 1A) within the standard, or

•

to apply an alternative standard - FRS
105 for ‘micro-entities’ (if you qualify).

However, foremost it remains to be seen
whether this lack of information could
damage the company’s credit-rating. In
addition currently the company’s accounting
burden in terms of record keeping and
accounts preparation remains the same
regardless of whether FRS105 or FRS102
section 1A is adopted.

FRS 102 introduces some significant
accounting challenges including more
widespread use of ‘fair value’ accounting. So
there is a temptation to use FRS 105 but this
may not be the best choice for the company.

Qualifying as a micro-entity
The main criterion is based on size limits. The
company has to meet two out of three size
limits, for two consecutive years - turnover
of £632,000, total assets of £316,000 and 10
or fewer employees (averaged throughout
the year).
Certain financial services firms, such as
credit institutions and insurers, and also
charities are excluded from qualifying and
there are special rules if the company is part
of a group.

Simplified accounts
The benefit of accounts prepared under FRS
105 is that the accounts are ‘simplified’ in
that the accounts filed at Companies House
need a Balance Sheet and two notes to the
accounts.
Company law presumes that micro-entity
accounts prepared as above give a true and
fair view. This means that the company is
not required to add any further disclosure.
If instead the company opts for the reduced
disclosure regime under FRS 102, there may
be a need for extra disclosure to ensure that
the accounts give a true and fair view.

The company will still need to prepare a
Profit and Loss for submission to HMRC
to support your tax liability and more
importantly to ensure Directors have
sufficient financial detail to make informed
decisions in running the business.

Simpler accounting
FRS 105 imposes simpler accounting
treatment compared to FRS 102 as it
removes the flexibility with constraints
placed on the accounting policies that can
be applied. There are numerous differences
between FRSs 102 and 105 but the three
most significant are likely to be:

Revaluation / fair value of
assets
This is not permitted under FRS 105. By
contrast, FRS 102 permits (and in some cases
requires) some assets to be measured at fair
value annually.
Avoiding the need to obtain regular fair
values may prove more convenient and
less costly for the business. However if the
company is currently revaluing properties
and has significant loans and other debts
against these properties, using FRS 105
would mean re-measuring the properties
at ‘depreciated cost’, which could reduce
the balance sheet value considerably
and therefore potentially effecting loan
covenants, borrowing facilities etc.

All change at the
government’s business
department
In July, the Prime Minister, Theresa May, made a major overhaul of the
departments responsible for business. The new department overseeing
business matters is the Department for Business, Energy and Industrial
Strategy. This is quite a mouthful. Its acronym is BEIS. It has been
created by merging the Department for Business, Innovation and Skills
(BIS) and the Department of Energy and Climate Change (DECC).

Fewer intangible assets
Under FRS 105, fewer intangible assets
are recognised than under FRS 102. For
instance, if the company were to acquire a
business, the purchase price will be divided
between tangible assets and liabilities and
goodwill – the company would not need to
identify separate individual intangible assets
such as customer lists and brand names.
It also means, however, that internallygenerated intangibles such as development
costs cannot be treated as assets; instead,
such costs must be expensed through profits
as incurred potentially weakening the
strength of the company balance sheet.

No more deferred tax
FRS 105 does not allow companies to
recognise deferred tax. By contrast, FRS 102
includes deferred tax more frequently than
before.

So what about FRS102
(section 1a)?
As noted above filing abbreviated accounts
will no longer be an available option,
but prior to submitting the accounts
to Companies House both the ‘Profit &
Loss, including Dividends distributed’
and Directors report may be removed, so
to many these may well not look or feel
significantly different to what we have all
become accustomed to over the years.
However that is not to say this will be the
case for all. For example extra disclosure may
be needed to ensure that the accounts give a
true and fair view on other areas.

We are here to help
It is therefore no longer a one size fits all
model for Small Companies as we embark
on 2017 and we want to ensure that you as
directors are prepared and informed about
the accounting choices for your company,
which include (but are not limited to) the
issues we have covered above. Please do get
in touch to discuss your choices further.
We will of course guide you through the
transition from FRSSE to FRS in the first
relevant financial year and subsequent years
as required.

However not all the responsibilities of BIS have moved to BEIS.
Apprenticeships have been transferred to the Department for
Education. BIS also lost its responsibility for trade and investment
policy to a newly-created Department for International Trade.
The business responsibilities of the new department are summarised
by BEIS as ‘developing and delivering a comprehensive industrial
strategy and leading the government’s relationship with business’.
The interests of small business are being looked after by a Minister
for Small Business, Consumers and Corporate Responsibility, Margot
James. A key area for her will be to persuade large companies to
follow the Prompt Payment code which encourages companies to pay
invoices within 30 days. On the horizon is a new statutory duty on
large businesses to report on payment practices for financial years
starting after 6 April 2017.
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New tax relief for
investors

Rental income splits
Our current tax regime provides a potential
benefit of a historically high level of income tax
personal allowance. The increases in the personal
allowance in recent years has come at the cost of
reductions in the band of income being taxed at
basic rate but, in the current year, an individual
may have £43,000 of income before higher rate
tax applies. Married couples and civil partners
have opportunities to double the income limit and
they are helped by the tax rules which treat asset
transfers between couples as tax neutral. There
are however traps for the unwary.
One area that HMRC seem to be paying close attention to at the
moment is how rental income is divided between spouses. The law
on this point has not changed for many years.
The general rule is where rents are received from an asset held
in the names of individuals who are married to each other and
living together, the income is shared equally. This rule often works
very well for many married couples. Even if the husband has
contributed 90% of the capital to purchase the property, the wife
is deemed to receive half of the income.
However what if the couple want to allocate more share of the
income to the spouse with little other income? It is possible to
vary this default position provided that:
the couple make a joint declaration, and
they are ‘beneficially entitled’ to unequal shares in the property.
The joint declaration is made on a form - Form 17 - and requests
evidence to support the declaration that beneficial interests in the
property are unequal, for example a declaration or deed.
Here’s where many couples get into difficulties. If the property is
located in England, Wales or Northern Ireland, it is often owned
by married couples as ‘joint tenants’. If so, the split is 50/50. The
split remains 50/50 even if a declaration of deed is submitted.
A necessary preliminary step is to change the ownership of the
property from a ‘joint tenancy’ into ownership as ‘tenants in
common’. In Scotland, ‘common owners’ is similar in principle to
tenants in common.
The rules summarised above do not apply to properties which fall
within the definition of furnished holiday lettings and properties
held by a partnership where the spouses are partners. In both
these cases trading profits may be allocated in any way the
partners choose. However, HMRC consider that it is unusual for
a couple to be in partnership as the existence of a partnership
depends on a degree of organisation similar to that required in an
ordinary commercial business.

Investors’ Relief (IR) is a new tax relief designed to
attract new share capital into unlisted companies.
It was announced in the 2016 Budget as an
extension to Entrepreneurs’ Relief (ER) but the
potential beneficiaries of IR are different to the
shareholders who are entitled to ER.
Both reliefs are similar in providing a 10% capital gains tax
rate (rather than a 20% tax rate for higher rate taxpayers) for
shareholdings in trading companies. They also have the same
upper limit. Up to £10 million of lifetime gains can be made and
be taxed at the preferential rate.
However, ER is aimed at shareholders who own at least 5% of
the ordinary share capital of the company and are also officers
or employees in that company whereas IR is designed for nonworking investors. Late changes to the rules mean that IR may
be given in some scenarios where an individual (or someone
connected with an individual) is an ‘unpaid director’ or becomes
an employee of the company, but the new relief should be looked
at by investors and companies seeking additional capital as an
alternative to the Enterprise Investment Scheme (EIS) and the
Seed Enterprise Investment Scheme (SEIS).
At first sight, EIS and SEIS look better from the point of view of
the investor. These reliefs give income tax relief on the amount
invested and a complete tax exemption from capital gains. IR
gives no income tax relief and a 10% capital gains tax rate.
However IR may be far more attractive to companies seeking
investment. EIS and SEIS are subject to many conditions including
restrictions on the types of trades which qualify, the size of the
company, how much can be raised and how and when the monies
are invested.
Scenarios in which IR may be attractive to the company raising
funds and the investor include:
• asset backed trades which are excluded from EIS and SEIS such
as hotels, property development and farming
• larger companies on the Alternative Investment Market. These
companies are not regarded as
‘listed’ and so potentially
qualify. Some of these
companies could
qualify for EIS but
EIS is restricted to
companies with
gross assets of less
than £15 million
before a further
share issue.
Please talk to
us if you are
interested in IR
as an investor or
you are seeking
to raise funds.

Please contact us if you wish to consider your options for splitting
income.
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Contact
Us
Corby
Corby Enterprise Centre
London Road
Corby
NN17 5EU
Tel: (01536) 560499
Email: BDCorby@bulleydavey.co.uk

Hitchin
Suite 5 Alexander House
40a Wilbury Way
Hitchin
SG4 0AP
Tel: (01462) 659968
Email: BDHitchin@bulleydavey.co.uk

Holbeach
33 Boston Road South
Holbeach
Spalding
Lincolnshire
PE12 7LR
Tel : (01406) 423166
Email: BDHolbeach@bulleydavey.co.uk

Oundle
6 North Street
Oundle
Peterborough
PE8 4AL
Tel: (01832) 273150
Email: BDOundle@bulleydavey.co.uk

Peterborough
4 Cyrus Way
Cygnet Park
Hampton
Peterborough
PE7 8HP
Tel: (01733) 569494
Email: BDPeterboro@bulleydavey.co.uk

Spalding
1 - 4 London Road
Spalding
PE11 2TA
Tel: (01775) 766633
Email: BDSpalding@bulleydavey.co.uk

Stamford
2 St Mary's Hill
Stamford
PE9 2DW
Tel: (01780) 769303
Email: BDStamford@bulleydavey.co.uk

Wisbech
9/10 The Crescent
Wisbech
PE13 1EH
Tel: (01945) 464711
Email: BDWisbech@bulleydavey.co.uk
40 Alexandra Road
Wisbech
PE13 1HQ
Tel: (01945) 581581

Inheritance tax receipts
continue to rise
Latest figures from HMRC reveal a 22% increase in
inheritance tax (IHT) receipts in the 2015/16 tax year. This
is a significant uplift from the average 12% annual increases
that have been experienced since 2010. There are several
factors which have contributed to the latest increase
including rising property prices and the static IHT nil rate
band. The nil rate band has remained at £325,000 since
April 2009 and is set to remain frozen at this amount until
April 2021.
Clearly, the data reveals the importance of IHT planning to mitigate the impact
of the tax on death. If the assets on death include residential property which
has, at some point, been a residence of the deceased, a new relief may help
to remove or reduce an IHT tax liability. The new relief – the ‘additional main
residence nil rate band’ - is being introduced for deaths on or after 6 April 2017.
The amount of relief is being phased in over four years; starting at £100,000 in
the first year and rising to £175,000 for 2020/21. For many married couples and
civil partners the relief is effectively doubled as each individual has a main nil
rate band and each will potentially benefit from the additional band.
The HMRC data reveals that, for those with estates in the range £300,000
to £400,000, a significant part of the estate consists of a main residence and
thus the relief will prove
effective to remove an
IHT liability.
For larger estates,
the HMRC
data shows
an increasing
proportion of the
estate consists
of shares and
securities. Traditional
planning to mitigate IHT
for these assets, and widely used
by individuals, include:
• Claiming the exemption on
the transfer of assets to a
spouse or civil partner.
This is the most
common exemption
to be used.
• Gifting assets to
charity. A charitable
gift removes the gift from the value of the estate and also may reduce the rate
of IHT on the remaining chargeable parts of the estate from 40% to 36% if,
broadly, at least 10% of the net estate is given to charities
• Business Property Relief. Assets qualifying for this relief will bear no IHT.
Business property includes shares in unquoted companies and therefore
many shares listed on the Alternative Investment Market potentially qualify
for this relief.
It is also relevant to note in respect of larger estates that if the net value of the
estate is above £2 million, the additional nil rate band is tapered away by £1 for
every £2 that the net value exceeds that amount.
For many individuals, the additional nil rate band will be important but you need
to ensure that the relief will be available. If wills have been written some time
ago, they may result in the tax advantages not being fully utilised. Please do
contact us if you want advice on this matter.
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