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UK 200
Group news

The year has started on a more
confident note, but many of the
problems facing businesses are still
there - difficult markets, more stealth
taxes, the burden of too much
legislation and red tape. More than ever,
the practical benefits of our membership
of the UK 200 Group can help our
clients to ease the pressures. As
members of the group, we not only
ensure high quality assurance standards
but have access to specialist panels, such
as business recovery, corporate finance,
forensic accounting and litigation
support and especially tax. The Group’s
affiliation to the International
Association of Practising Accountants
(TAPA), with links to 250 member firms
in 40 countries has proved beneficial to
our clients seeking business

development overseas.

Another benefit is the experience of the
UK 200 specialist groups which continue
to grow in strength. The Agricultural
Group, for example, has been able to
help farmers in recent months of
turmoil and member firms have shared
experience and technical support. Other
specialist groupings include Charities,
Healthcare and Legal.

Our membership of the UK 200 Group

ROY A. BECKER B.A .(Econ) DANIEL PRAIS B.A.(Hons)

Regulated for a range of investment business activities by the Financial Services Authority

IN FOCUS

Details of the new and old
qualification limits are shown in
the table below. As you can see,
many more companies NOw

qualify as either small or medium-

sized. This means that those
companies may be able to take
advantage of increased capital
allowances such as:

100% first year allowances for
expenditure on computer
equipment (small only - but
hurry this concession is due to
end on 31 March 2004).

SPRING 2004

Good news for
+ = small companies

The government has recently announced

these changes.

also be able to use simplified
accounting standards and will be
able to file less detailed accounts
at Companies House.

At the same time the government
also announced an increase in the
audit exemption turnover
threshold from §1m to £5.6m,
effective for financial years ending
on or after 30 March 2004. This
enables many more companies to
decide whether or not they wish
to continue having an audit.

significant changes to the qualifying conditions
for small and medium-sized companies. Read

on to see if your company could benefit from

The increase in this limit means
that we will be able to offer you a
more flexible service. There are of
course costs involved in the audit
process and correspondingly
there are savings to be made!
Before you make your decision
please do come and talk to us -
not all companies are eligible for
exemption and there are a
number of benefits associated
with the audit process to
consider.

40% first year
allowances for
expenditure on plant
and machinery
generally (small and
medium-sized).

Companies now
qualifying as small will

Turnover not more than

Balance sheet total not more than

Number of employees not more than

Small
company limits
£5.6m (£2.8m)
£2.8m (£1.4m)
50 (50)

Old figures are shown in brackets

Medium-sized
company limits
£22.8m (£11.2m)
£11.4m (£5.6m)

250 (250)

The new limits are effective for financial years ending on or after 30 January 2004.

In this issue

¢ Inland Revenue u-turn

* CITR: worth a look?

* Money laundering and the proceeds of
crime

* Pre-Budget Report summary
* Keyman insurance - to tax or not?
* A gift from the government . . ..

means we are well placed to offer multi-
disciplinary solutions and advice to
many business issues.
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Year End Tax Planning

Tax saving tips for the family

Married couples

Marriage gives limited scope for income tax
planning but spouses are taxed separately.
Therefore, by careful planning maximum use
can be made of personal reliefs and the
starting and basic rate tax bands. Given that
the personal allowance cannot be transferred
between spouses it may be necessary to
consider gifts of assets (which must be
outright and unconditional) to even up
incomes. A transfer of just £1,000 of savings
income from a higher rate taxpaying spouse to
one with income below the personal
allowance (currently £§4,615) will save £400 a
year.

Income from jointly owned assets is shared
equally for tax purposes. This applies even
where the asset is owned in unequal shares
unless an election is made to split the
income in proportion to the ownership of
the asset.

If you are self-employed, consider
employing your spouse or taking them
into partnership as a way of
redistributing income.

Note

Care must be taken because the Inland
Revenue may look at such situations to
ensure they are commercially justified.

If a spouse is employed by the family
company, the level of remuneration must be
Justifiable and the wages actually paid to
the spouse. The National Minimum Wage
rules may also impact.

Those aged 65 and over

Taxpayers aged at least 65 should consider
how to make full use of the available age
allowances. The higher allowances are
gradually withdrawn once income exceeds
£18,300.

Consider switching to non-taxable or capital
growth oriented investments to avoid
losing out on allowances.

Children

Children have their own allowances and tax
bands. Therefore it may be possible for tax
savings to be achieved by the transfer of
income producing assets to a child. Generally
this is ineffective if the source of the asset is
the parents and the child is under 18. In this
case the income remains taxable on the
parents unless the income arising amounts to
no more than §100 gross per annum.

TIP

Consider transfers of assets from other
relatives (eg grandparents) and/or earnings
from the family business for teenage
children to use personal allowances,
starting rate and basic rate tax bands.

Remember that children also have their
own capital gains tax (CGT) annual
exemption (£7,900). It may be better for
parents to invest for capital growth rather
than income.

Non-taxpayers

Anyone whose personal allowances exceed
their income is 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.

Remember that the 10%
starting rate applies to all
types of income so that if
the only source of taxable
income is bank or building
society interest the first
£1,960 (for 2003/04) is
liable at only 10%. If 20%
tax has been deducted

at source a

repayment may

bedue. N ———

Tax credits on dividends are not repayable
so non-taxpayers should ensure 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 a
pension contribution by the company on
behalf of an employee since this is tax and
national insurance free.

SPECIAL SUPPLEMENT

b



Pension
contributions

Despite continued speculation to the contrary and plans to rationalise
the rules relating to all aspects of pensions, tax relief is still available on
pension contributions at the taxpayer’s marginal rate of tax. Therefore a
higher rate taxpayer can pay £100 into a pension scheme at a cost of
only £60. Indeed for some individuals, in particular where income
consists largely of dividend income, the marginal rate of tax maybe in
excess of 40%. It can be as high as 44.5%. For such an individual the
true cost of a §100 pension contribution is £55.50. With the inability of
the state to provide adequate levels of retirement pensions widely
acknowledged, it is more important than ever to provide for a secure
old age.

It has been possible since April 2001 for all individuals, including
children, to pay personal pension contributions (not retirement annuity
premiums) of £3,600 (gross) annually without any reference to
earnings. Higher amounts may be paid based on net relevant earnings
(NRE). The maximum level of contributions is determined by the
taxpayer’s age at the start of the tax year. Earnings in excess of £99,000
(for 2003/04) are ignored.

Under these rules an individual can lock in NRE of a good year by giving
the pension provider evidence of those earnings. This year is then used
as the basis of contributions for that year and the next five. These rules
may allow a company to pay remuneration in one year and dividends in
the following five. In turn, this enables a director/shareholder to make
personal pension contributions every year and the company and
individual to save national insurance. The rules are enhanced where an
individual ceases to have NRE. Contributions for the next five years after
the year of cessation can be based on NRE for any of the six years up to
and including the year of cessation.

Directors of family companies should, as an alternative, consider the
advantages of setting up a company pension scheme. If a spouse is
employed by the company consider including them in the scheme.
Even with modest salary levels, significant benefits can accrue. Also
consider Funded Unapproved Retirement Benefit Schemes (FURBS),
particularly if you wish to provide top-up pension benefits in excess of
the maximum limits allowed for approved schemes.

There are many opportunities for pension planning but the rules can be
complicated. Furthermore the government plans to change the rules on
the taxation of pensions very significantly from April 2005. We will of
course keep you informed of the detail of the changes but in the
meantime if you want to discuss pension planning further please talk to
us.
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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 the Inland Revenue.

19 April [RIRUSIESE will run on any
2003/04 PAYE and NIC
deductions not paid
over by this date.

EIEY Employers’ year end
pI\Z9 returns (P35/P14/P38)

due for submission.

Employees must be
pJ\V3ll provided with their P60
(certificate of pay and
tax deducted).

[l Submission of P11Ds
b1/ 3l and P9Ds which show
details of expenses paid

and benefits provided to
employees and directors. There is
a penalty for submission of late or
incorrect returns. Employees must
also be given a copy of their
PID/P11D by this date.

Company cars and fuel

19 July Class 1A NIC for

2003/04 on most
benefits in kind

provided to employees must be
paid. The normal methods of
making payment will apply and a
special Class 1A NIC payslip is sent
out in April.

[EXe ] PAYE settlement
agreement liabilities
for 2003/04 due,
together with Class 1B NIC.

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!

Company car benefits are calculated by
reference to the CO, emissions. Business
mileage is no longer relevant as a factor in
determining the taxable benefit. The greener

(environmentally!) the car the lower the charge.

There is a potential knock on benefit of this in
that businesses purchasing green cars with CO>
emissions not exceeding 120 gm/km can
generally write off the full cost of the car in the
year of purchase. If the car is for the proprietor
of an unincorporated business the allowances

will be restricted to take account of the
proportion of private use.

For many people the percentage of the list price
charged to tax will increase on 6 April 2004 but

Check your position to confirm that the
company 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.

not so as to take the charge above the
maximum 35%.

Where private fuel is provided, the charge is
now 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.



Investments - are yours tax efficient?

There is a wide range of investments with varying tax treatments. We take a

™

WARNING

When choosing between
investments always
consider the differing levels
of risk and your
requirements for income
and capital in both the long
and the short term. An
investment strategy based

purely on saving tax is not

advisable.
- *
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look at some of the main ones that have special tax rules.

ISAs

Individual Savings Accounts (ISAs) provide an income
tax and capital gains tax free form of investment. The
maximum investment limits are set for tax years. To
take advantage of the limits available for 2003/04 the
investment(s) must be made by 5 April 2004. Stocks
and shares, cash and life insurance can be held in an
ISA and the table below sets out the maximum annual
investment limits.

ISA investment limits
Maximum investment per tax year until 2005/06

Maxi ISA &
Overall limit 7,000
Stocks and shares ~ up to 7,000

Cash up to 3,000

Life insurance up to 1,000
Mini ISA £

Overall limit 7,000
Stocks and shares  up to 3,000

Cash up to 3,000
Life insurance up to 1,000

In practice most ISA providers are selling ISAs solely
investing in stocks and shares. Banks and building
societies provide mini cash ISAs. If a cash mini-account
is opened then no maxi-account can be opened in the
same tax year so that only a mini stocks and shares ISA
can be opened which is limited to a £3,000
investment.

16 and 17 year olds can open mini cash ISAs. Other
ISAs are restricted to those aged at least 18. Care must
be taken to ensure the funds to open such an ISA do
not come from the child’s parents. In that case the
income would be taxable on the parents if, with any
similar income, it exceeds £100 a year.

TESSAs

It has not been possible to open a new TESSA since
April 1999. However, existing accounts are allowed to
run their full five year term. On maturity the capital
(but not interest) may be transferred into the cash
component of an existing maxi ISA or into an existing
mini cash ISA. Alternatively a TESSA-only ISA may be
opened within six months of maturity without
affecting the annual ISA investment limits.

PEPs

No new funds can be invested in a PEP but it is
possible to consolidate single company PEPs with a
general PEP or create a general PEP out of single
company PEPs. This has the advantage of allowing
more flexibility for sales and purchases of investments.

Other investments

National Savings products are taxed in a variety of
ways. Some, such as National Savings Certificates, are
tax-free.

Single premium life assurance bonds and ‘roll up’
funds provide a useful means of deferring income into
a subsequent period when it could be taxed at a lower
rate.

The Enterprise Investment Scheme (EIS) allows
income tax relief at 20% on new equity investment (in
qualifying unquoted trading companies) of up to
£150,000 in any tax year. CGT exemption is given on
shares held for at least three years.

Capital gains realised on the sale of any chargeable
asset (including quoted shares, holiday homes etc)
can be deferred where gains are reinvested in EIS
shares.

A Venture Capital Trust (VCT) invests in the shares
of unquoted trading companies. An investor in the
shares of a VCT will be exempt from tax on dividends
(although the tax credits are not repayable) and on
any capital gains arising from disposal of shares in the
VCT. Income tax relief at 20% is available on
subscriptions for VCT shares up to £100,000 per tax
year so long as the shares are held for at least three
years. Capital gains can be deferred into VCT
investments in a similar way to EIS.

Enterprise Zone Trusts allow investors to invest in
qualifying property and obtain immediate tax relief of
up to 40% on their investment. There is no upper limit
on the investment.

Film partnerships. An investor becomes a partner in
a business that purchases a qualifying film. The loss
created can be set against income and/or capital gains,
to give higher rate tax relief.

Second hand endowment policies (SHEPSs) can
be very attractive. The costs of purchasing a SHEP will
be the initial cost plus subsequent premiums payable
to maturity. On maturity the sum received less costs
will be a capital gain. It may be possible for each
member of a family to use their CGT annual
exemption in this way.

Finally, review your mortgage. With interest rates still
at relatively low levels, spare capital may be better
employed paying off your mortgage than investing in
bank and building society accounts, even if they are
ISAs!



Giving
to
charity

Charitable donations made
under the Gift Aid Scheme can
result in significant benefits for
both the donor and the charity.
The charity is able to claim back
tax at 22% on any donations and
if the donor is a higher rate
taxpayer the gift will qualify for
40% tax relief. Therefore a cash
gift of £78 will generate a tax
refund of £22 for the charity so
that it ends up with £100. The
donor will get higher rate tax
relief so that the net cost of the
gift is only £60.

Donations made via the
Payroll Giving scheme can be
even more attractive. The
government pays a 10%
supplement to the charity on
all donations made under the
scheme before 6 April 2004.

It is also possible to make gifts
of quoted shares and securities
or land and buildings to
charities and claim income tax
relief on the value of the gift.
This may be tax efficient for
larger charitable donations.

If a spouse is employed by the family business it is probably now worth

-

Capital gains tax

Capital gains tax (CGT) was fundamentally revised and revamped in 1998. Further
changes have been made since and the availability of taper relief at 75% on business

assets after just two years of ownership means that the effective rate of CGT for a

higher rate taxpayer is often only 10%.

Annual exemption

The first £7,900 of gains made in

2003/04 are CGT-free being
covered by the annual
exemption. Note that husband
and wife both have their own
annual exemption, as indeed do
children. A transfer of assets
between spouses may enable
them both to fully use this.
Consider selling assets standing
at a gain before the end of the
tax year on 5 April to use the
annual exemption. Bed and
breakfasting (sale and
repurchase) of shares is no
longer effective but there are
two variants which still work:

* sale by one spouse and
repurchase by the other
sale followed by repurchase
via an ISA.

These techniques may also be
used to establish a loss that can
be set against gains. The timing

paying earnings in 2003/04 of between £77 (the lower earnings limit)
and §89 (the earnings threshold) per week. There will be no
employees’ contributions due on the earnings but entitlement to a
state retirement pension and certain other benefits is preserved. No
employer contributions are payable if earnings do not exceed £89 per
week in 2003/04. Note that the lower earnings limit will be £79 per

week in 2004/05.

A PAYE scheme would be needed to establish the employee’s
entitlement to benefits.

of such disposals may be critical
because losses are used against

gains before applying taper relief.

If a disposal is deferred until
after 5 April 2004 then not
only will next year’s annual
exemption be available but
the tax payable will be due a
whole year later. Additional
taper relief may also be
available.

Two homes?

If you have two homes then
consider making an election so
that future gains on your ‘main
residence’ are exempt from
CGT. Talk to us if this is relevant
for you.

Other ideas

A capital gain can be deferred if

the gain is reinvested in the
shares of a qualifying unquoted
trading company via the EIS and
VCIs.

A capital loss can be claimed on
an asset that is virtually
worthless. Where the asset is of
‘negligible value’ by 5 April 2004
the capital loss can be used in
2003/04.

Moving abroad can take you
outside the CGT net. However it
is clearly not a decision to be
taken lightly and requires very
careful planning. Please talk to
us if this is an area of interest
for you.

No CGT planning should be
undertaken in isolation. Other
tax and non-tax factors may be
relevant, particularly inheritance
tax in relation to capital assets.
Please talk to us soon if there
are any issues in relation to CGT
planning you wish to discuss.

For the self-employed there is a requirement to pay a flat rate
contribution (Class 2). If your profits are low you can apply for
exemption. The limit for 2003/04 is §4,095. If contributions have been
paid for 2003/04 and it subsequently turns out that profits are below
£4,095 a claim for repayment of contributions can be made. The
deadline for this claim is 31 January 2005.

On the other hand it may be advisable to pay the contributions in
any event in order to maintain a contributions record. The
alternative voluntary Class 3 contributions are £4.95 a week higher.




