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• Business rates rises imminent

• Insolvency statistics bring mixed news

• Employers’ liability insurance

• Home is where the workplace is

• Don’t get caught out!

• High value dealers

• Mail and stamps

In this issue

Did you know?
Employment tribunal
limits rise

Increases in certain employment

tribunal compensation award limits

took effect on 1 February 2005. The

limit on one week’s pay which can be

used to calculate awards for

redundancy or unfair dismissal has

risen to £280 (from £270). The

maximum amount of compensation

that can be awarded for unfair

dismissal has been increased from

£55,000 to £56,800. The limits are

reviewed on an annual basis. 

Data Protection Act

A recent survey has confirmed that the

majority of small businesses are aware

of their obligations under the Data

Protection Act. The findings revealed

that there is a high level of awareness

and also a broad acceptance of the

principles governing data protection.

Further detail can be found on the

Information Commissioner’s website at

www.informationcommissioner.gov.uk

Retirement flexibility

A recent survey carried out by the

British Chambers of Commerce (BCC)

has found that business owners want

to be able to set the retirement age of

their employees rather than having it

dictated to them. The BCC’s view is

that there should be a mandatory

retirement age of 65 but with

employers having the right to ‘define

the end point of the employer-

employee relationship’. The

government meanwhile is discussing

removing the right for employers to

set the retirement age for their staff. 

Tax planning
supplement enclosed

Headline grabbing
Tax year end approaches

We are delighted to welcome you to our spring

2005 newsletter. It includes our special year-end

tax planning supplement. We know that tax is a

subject that excites few people but please do

take a few moments to review the contents of

the supplement and talk to us if you have any

questions. We are always delighted to discuss

with you the issues involved and any

appropriate action that may be needed. 

Don’t get caught out…

….is a phrase that could apply to more than

one article in this newsletter. It actually applies

to the feature prompted by the Consumer

Minister. This warns both businesses and

consumers alike about the scams that have

been catching people out recently. Make sure

you read the tips inside so that you don’t get

caught out. The phrase could equally apply to

the new insolvency register, launched by

the Insolvency Service. The

register enables you to

check details of individuals

who are currently bankrupt

or who have been in the

last three months. Details

of this service can be

found inside. 

Headline
grabbing

The dust is still

settling on the

contents of the Pre-Budget Report as we go to

print. When the Chancellor made his speech

last December it may have seemed a little light

on ‘headlines’ However a number of initiatives

were introduced and developments announced.

For small businesses there was a discussion

paper looking at the differences between the

way small companies and the self-employed are

taxed. In addition there will be consultation on

a single tax return to bring

together all small business

taxes. Corporation tax

reform is moving forward

as are measures relating

to childcare. Most

immediately this April

sees the introduction of

a new tax exemption

for employer-provided

childcare and childcare

vouchers.





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.

High value dealers
It has been around a year since new regulations

aimed at preventing money laundering became

effective. As businesses dealing in goods (not

services) that accept large cash payments are

affected by certain measures introduced under the

new regulations, now is a good time to remind

yourself of the main requirements.

Royal Mail is now destroying undelivered business mail that does

not have a return address. On the other hand, finance

businesses have been warned that they should not include a

return address on letters for fear they will be intercepted by

fraudsters. 

Royal Mail has suggested a half way house whereby businesses

remove their name from envelopes but leave the address. In any

case says Royal Mail the business address does not have to be

used as the return address for undelivered mail. Businesses can

use ‘any address or set up a numbered PO Box for £50 a year’.

The new rules affect millions of letters sent out by businesses

every year. An estimated 12 million do not reach their

destination and Royal Mail has

spent around £10 million putting

them back on track. In the past

undelivered letters were

forwarded to a special sorting

office where they were

opened and attempts made

by staff to ascertain the

identity of the sender. 

In April the cost of a first

class stamp will rise from

28p to 30p. However business

customers who use franking

machines or pre-paid envelopes

will get a 1p discount so they

will pay 29p. 

The discount reflects the fact that

it is cheaper for Royal Mail to

collect and sort franked and pre-

paid mail. The introduction of

the 1p discount coincides with a

series of price changes. 

For further information
see www.royalmail.com

Mail and
stamps
Some bad news followed by the good!

The high value dealer (HVD)

rules are part of a range of

measures introduced by the

government to reduce

criminal activity and

ultimately deter money

laundering. While the HVD

rules are most likely to affect

those businesses that deal in

high value or luxury goods

such as cars, jewellery, works

of art, etc., potentially any

business that deals in goods

(not services) and accepts

payment in cash equivalent to

€15,000 (around £10,000) for

any single transaction may be

affected. For example, a

wholesale business may find

that a customer unexpectedly

wants to pay in cash on one

occasion. Alternatively, a

business may find that a

customer wants to pay cash

for a second hand asset.

Where an unregistered

business selling goods finds

itself in a situation where a

large cash payment is offered,

it essentially has the following

choices:

• refuse the transaction

• request payment by

another method or

• register the business

immediately with Customs

and Excise, before

accepting the cash

payment.

HVD businesses must adopt

anti-money laundering

policies and procedures.

These can be summarised

into the acronym CATCH:

Control your business by

having anti-money laundering

systems in place

Appoint a Nominated Officer

Train your staff

Confirm the identity of your

customers

Hold all records for at least

five years.

If you think your business

may be affected by the rules

and would like to find out

more we would be pleased to

discuss the requirements

with you.



S P E C I A L  S U P P L E M E N T

Year End Tax Planning

Income tax saving ideas for all the family

Tax is a subject that excites very few people. It is easy to ignore awkward issues involving tax, such as
those mentioned in this newsletter. Don’t - it could cost you dear. It’s a good idea to review your tax
affairs at least once a year and the period leading up to the end of the tax year on 5 April is the best time
to do this. We summarise the more important year end tax tips to help you identify areas that should be
considered. As always we would be delighted to discuss with you the issues involved and any appropriate
action you may need to take.

Family companies - 
maximising the potential, minimising the extraction costs

Consider the split of income between

husband and wife. A transfer of assets

(which must be outright and unconditional)

may serve to redistribute income and

reduce or eliminate higher rate tax liabilities.

For example it may be possible to save in

excess of £8,000 a year by moving £35,000 of

savings income from an income-rich spouse

to one with no income. This level of tax

saving is unlikely to be possible for many

but significant savings can be made by much

smaller transfers of income. Moving just

£1,000 of savings income from a higher rate

taxpaying spouse to one with income below

the personal allowance (£4,745) will save

£400 a year.

Income arising from assets owned jointly is

generally split equally between the spouses

unless a declaration is made to the Inland

Revenue stating that the asset is owned in

unequal shares. This election can be made

on a Form 17 but must be made before the

income arises. Consider such a declaration

when a new jointly owned asset is acquired.

The exception to the equal splitting rule is

dividend income from jointly owned shares

in ‘close’ companies which is split according

to the actual ownership of the shares. Close

companies are broadly those owned by the

directors or five or fewer people. 

Income tax savings may be made if you are

self-employed. Your spouse could be taken

into partnership or employed by the

business. This could be just as relevant for a

property investment business producing

rental income as for a trade or profession.

Extreme caution must be exercised - the

Inland Revenue is looking at such situations

to ensure they are commercially justified.

A spouse could be employed by the family

company. However the level of

remuneration must be justifiable and

payment of the wages must actually be

made to the spouse. The National Minimum

Wage rules may also impact.

Parents must remember that their children

are also potentially within the tax system. It

may be possible to utilise the children’s

personal allowances and starting/basic rate

tax bands. However any income arising to a

child but deriving from a parent will be

taxed on the parent while the child is

unmarried and under 18. This rule applies

to income from outright gifts by parents as

well as to income from trusts set up by

parents. 

National Savings children’s bonus bonds (for

children under 16) are a means by which

parents can provide capital for their

children, which earns tax-free interest. For

children born from September 2002, the

government is introducing a Child Trust

Fund planned to be operational from April

2005. Information booklets and vouchers

are currently being sent to parents. Please

talk to us for further details.

Income to use the child’s personal

allowance could be provided by:

• income deriving from capital provided by

relatives other than parents

(grandparents, uncles, aunts etc)

• distributions from family trusts (set up by

relatives other than parents)

• employing teenage children in the family

business - remember there is now a

National Minimum Wage of £3 per hour

for 16 and 17 year olds. 

Remember that dividend income is not an

effective way to utilise the personal

allowance - the tax credits are not repayable.

Ensure other sources of income are available

to use the allowance.

Taxpayers aged 65 and over are able to claim

higher personal allowances. The benefit of

these allowances is eroded where income

exceeds £18,900. In

such circumstances

a move to capital

growth or tax-

free investments

may preserve

the higher age

allowances.

A director/shareholder of a family company can extract profits from

the company in a number of ways. The two most common are by way

of bonus or dividend. For every £1,500 net paid to the higher rate

taxpaying individual, the cost to the company is £2,000 if a dividend is

paid and £2,322 if a bonus is paid. This assumes the company is liable

to corporation tax on its profits at the small companies rate of 19%.

There are many issues to consider in making the decision but paying

a dividend can often result in significant tax savings.

If the payment of bonuses to directors or dividends to shareholders is

contemplated, careful thought must be given as to whether payment

should be made before or after the end of the tax year. This will affect

the payment date for any tax and may affect the rate at which it is

payable. 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. 



Using tax efficient investments
Some investments benefit from a favourable tax

status. We consider the main ones below. Any

investment decision should involve consideration of

all the relevant factors, including the risk level and

the need for income and capital in both the short

and long term, as well as the tax advantages.

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. Therefore to take advantage of the

limits available for 2004/05 the investment(s) must

be made by 5 April 2005. Stocks and shares, cash

and life insurance can be held in an ISA (see table

for maximum annual investment limits).

Annual ISA investment limits 

£

Total investment 7,000

Which can include:

Cash investment (up to) 3,000

Life insurance (up to) 1,000

In practice most ISA providers are selling ISAs solely

investing in stocks and shares. However, banks and

building societies are providing mini cash ISAs.

Note that if, say, a cash mini-account is opened, 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).

Since 6 April 2001 it has been possible for 16 and 17

year olds to open a cash ISA. The contribution limit

is £3,000 a year. Care must be taken to ensure the

funds to open such an ISA did not come from the

child’s parents. In that case the income would be

taxable on the parents if, with any similar income, it

exceeded £100 a year. 

TESSAs

It has not been possible to open a new TESSA since

April 1999. On maturity, the capital (but not

interest) could be transferred into the cash

component of an existing maxi ISA, or into an

existing mini cash ISA or into a TESSA-only ISA

within six months of maturity without affecting the

annual ISA investment limits.

PEPs

Although new PEPs have not been available since

April 1999, it is possible to consolidate single

company PEPs with a general PEP or create a

general company PEP out of single company PEPs.

This has the advantage of allowing more flexibility

for sales and purchases of investments.

Other Investments

There is a wide range of National Savings
products, eg NSB savings accounts, savings

certificates and bonds. These are taxed in a variety

of ways. Some, such as National Savings Certificates,

are tax-free.

For those whose income may fall in the future, for

example due to retirement, investments deferring

income to a subsequent period may be attractive.

For example single premium life assurance bonds

and ‘roll-up’ funds can achieve this effect.

The Enterprise Investment Scheme (EIS) allows

new equity investment of up to £200,000 in any tax

year in qualifying unquoted trading companies

(including AIM). Income tax relief at 20% is available

on the investment and capital gains tax exemption

is given for shares held for at least three years.

Furthermore unlimited capital gains may be

deferred by reinvestment in EIS shares. An added

benefit is that after two years of ownership EIS

shares will qualify for business property relief for

inheritance tax purposes.

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 the shares. Income tax relief, currently at

40%, is available on subscriptions for VCT shares, up

to £200,000 per tax year, if the shares are held for at

least three years. The ability to defer capital gains by

investing in VCT shares has been abolished. 

Film partnerships have become popular due to

the government giving enhanced tax reliefs for

investment in qualifying films. The scheme involves

becoming a partner in a business that purchases a

qualifying film. The up-front loss created may give

tax relief against income and/or capital gains. If the

investment cannot be funded wholly in cash,

packaged loans are usually available. Borrowings are

financed by a rental stream from the film producers,

guaranteed for a fixed period of time. Of course,

the rent is taxable, so the loss relief is effectively

clawed back over a period of time. The government

is concerned that the scheme has been abused and

is planning to replace the scheme with a new one

from July 2005.

A similar scheme involves Enterprise Zone Trusts
(EZTs). Investing in commercial buildings via an

EZT will give tax relief on the investment. Again,

packaged loans, which work in a similar way to film

partnerships, are often available.

There are no monetary limits to either of these

schemes.

NI
issues
Entitlement to a
state pension

Where a spouse is

employed by the family

business, the earnings are

often kept below the

national insurance (NI)

threshold to avoid

payment of contributions.

For 2004/05 it is worth

paying earnings of

between £79 (the lower

earnings limit) and £91

(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 unless

earnings exceed £91 per

week in 2004/05. Note

that the earnings

threshold will be £94 per

week in 2005/06. A PAYE

scheme would be needed

to establish the

employee’s entitlement

to benefits.

Small earnings
exemption

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 2004/05 is

£4,215. If contributions

have been paid for

2004/05 and it

subsequently turns out

that earnings are below

£4,215 a claim for

repayment of

contributions can be

made. The deadline for

this claim is 31 December

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 £5.10 a

week higher.



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 2006. 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.

Pensions have received a particularly bad

press in recent times for a variety of

reasons. However the tax relief on pension

contributions, still at 40% for a higher rate

taxpayer, is attractive. Pension planning

therefore forms an important part of a year

end tax planning review.

Employees who are members of a company

pension scheme attract tax relief on

additional voluntary contributions to the

extent that, together with the employee’s

other contributions, they do not exceed

15% of remuneration.

The self-employed or those in non-

pensionable employment obtain tax relief

for payments under personal pension

contracts (PPCs). Individuals can contribute

£3,600 (gross) per year with no link to

earnings. This makes it possible for non-

earning spouses and children to make

substantial contributions to pension

schemes. Further contributions can be

made depending on age and earnings levels,

generally referred to as net relevant

earnings (NRE).

Furthermore the NRE of a particularly good

year can be used as the basis of

contributions for that year and the next five.

If NRE increases in future years, a new base

year can be notified to the pension provider.

If an individual stops work, goes abroad or

retires, they have no NRE. This has

previously meant that no further PPCs could

be made. However where an individual

ceases to have NRE, they can look at the

year of cessation or any of the previous five

years and select the best NRE figure. This

can then be used as the NRE figure for the

five years after cessation.

Different rules apply to those paying old

style ‘retirement annuity premiums’ under

policies that started before 1 August 1988.

Family company directors should consider

making additional employer’s contributions

to existing company pension schemes. If a

spouse is employed by the company,

consider including them in the company

pension scheme or setting up such a

scheme for the purpose. Even where salary

levels are modest, such a scheme can

provide significant benefits.

Remember that pension funds can no

longer reclaim dividend tax credits. There

may be a case for making extra

contributions to compensate for the

potential loss of income.

Also consider FURBS (Funded Unapproved

Retirement Benefit Schemes), particularly if

you wish to provide top-up pension benefits

in excess of the maximum limits allowed for

approved schemes.

Pensions - plan ahead - don’t take a chance
on your future!

Capital gains tax - could you benefit from
planning ahead? 
If you have assets that could give

rise to capital gains tax (CGT)

when sold then here are some

points to consider.

• Each individual has an annual

exemption of £8,200 for CGT

purposes. Review your

chargeable assets and consider

selling before 6 April 2005 to

utilise the exemption. Note

that husband and wife both

have their own annual

exemption. A transfer of assets

between them may enable

them both fully to use this.

Bed and breakfasting (sale and

purchase) of shares is no

longer effective. However sale

by one spouse and repurchase

by the other, or sale outside an

ISA and repurchase inside, can

achieve the same effect. This

can be done either to utilise

the annual exemption or to

establish a capital loss to set

against gains.

• Children also have their own

annual exemption and this

may be utilised by investing for

capital growth.

• Traded or ‘second hand’

endowment policies (SHEPs)

can also produce gains to

utilise the annual exemption.

An unwanted policy is

acquired and paid to maturity.

On maturity, the proceeds

payable less the acquisition

cost and premiums paid

creates a capital gain. Careful

planning could lead to £8,200

of gain per family member

being realised every year tax-

free.

• If a planned disposal is likely

to give rise to a gain in excess

of the annual exemption and

therefore a CGT liability, then

it may be better to defer it

until after 5 April 2005 as this

will delay the payment of CGT.

The due date will be deferred

from 31 January 2006 (for

2004/05) to 31 January 2007

(for 2005/06).

• Deferral of a gain to a later

date may also give a higher

rate of taper relief. This can

make a very significant

difference to the ultimate

chargeable gain. Capital gains

can be deferred by investing

via the EIS scheme.

• 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.

• Remember that capital losses

can be established by making a

claim where assets no longer

have any value - a ‘negligible

value’ claim.



Employers’
action points
Contact us if:

• you have any concerns over the accuracy or completeness of your

PAYE records

• you need assistance with the completion of P11Ds or application for a dispensation.

Have you thought about:

• a PAYE settlement agreement as a useful way to account for tax on minor benefits provided to

employees

• obtaining a dispensation.

Charity watch -
please give
generously! 
Public attention has recently been focussed on

charitable giving in the light of the devastating events in

Southern Asia. The government continues to make

favourable changes to the rules on tax efficient giving.

There are a number of ways of securing tax relief on

charitable donations.  

Example 1 - Alex makes a one-off donation under Gift

Aid. The scheme potentially applies to any charitable

donation large or small, whether regular or one-off. The

charity is able to claim basic rate tax (at 22%) back from

the Inland Revenue. As a higher rate taxpayer Alex will

also qualify for 40% tax relief on the gift. Tax relief

against 2004/05 income is possible for charitable

donations made between 6 April 2005 and 31 January

2006 providing the payment is made before filing the

2004/05 tax return.

Example 2 - Ben agrees to a regular deduction from

his salary under the Payroll Giving scheme. There is no

upper limit on the amount that can be donated in this

way. His tax bill is reduced as his PAYE liability is

calculated after deducting the charitable donation. 

Example 3 - Camilla decides to leave a substantial

bequest to charity in her Will. This saves inheritance tax.

Example 4 - David gives some quoted shares to a

charity, on which there is a substantial unrealised capital

gain. However no CGT arises on a gift to a charity. The

charity can then sell the shares free of CGT providing it

applies the proceeds for charitable purposes.

Furthermore income tax relief is available on the value

of the shares gifted. The same rules apply to gifts of

land and buildings.

Interest will run on any

2004/05 PAYE and NIC

deductions not paid over

by this date.

Employers’ year end

returns (P35/P14/P38) due

for submission.

Employees must be

provided with their P60

(certificate of pay and tax

deducted).

Submission of P11Ds and

P9Ds returning details of

expenses paid and benefits

provided to employees

and directors. A copy of

the P9D/P11D must also be

given to each employee. 

A dispensation, allowing

certain items to be omitted

from the forms, can be

granted by the Inland

Revenue.

Class 1A NIC for 2004/05

on most benefits in kind

provided to employees

must be paid. Interest runs

from this date on late

payments.

PAYE settlement

agreement liabilities for

2004/05 due, together with

Class 1B NIC. Interest runs

from this date on late

payments. 

Deadlines looming
for employers
Ignore them at your peril! Remember that in

most instances interest will be charged on tax

paid late and penalties can be levied if forms are

late or incorrect.

Electronic filing
and payment
Large employers (those with 250

employees or more) have been

required to pay their PAYE to the

Inland Revenue electronically since

May 2004. They will also have to file

their 2004/05 end of year returns

electronically. Medium employers

(those with between 50 and 249

employees) will be required to file

their 2005/06 end of year returns

electronically.

Benefits for
employees
Much of the planning for

employment income (including

directors’ remuneration) focuses on

the provision of tax efficient

benefits. However most taxable

benefits in kind give rise to

employers’ (but not employees’)

national insurance. To discuss

remuneration packages and the

provision of benefits further, please

contact us.

19 April
2005

19 May
2005

19 
October 

2005

31 May
2005

6 July
2005

19 July
2005


