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Addition worth writing
home about!

Addition, at a firm of
accountants, normally
involves adding up.

However, we're delighted

',? to announce a memorable
4 addition.

Henry leuan Morgans was a 7lbs 90zs arrival
to the world on 17 December.

His mother, Rachel, a former Winters
member of staff is enjoying motherhood
and has no idea how she used to find time
for work! She is discovering a whole new
world with Henry. They have a busy
schedule including baby massage and the
joys of long forgotten nursery rhymes at the
local ‘song and rhyme’ sessions amongst
other things.

It is clear to anyone who will listen that
Henry has inherited a good set of lungs from
the Welsh side of the family. Rachel may yet
regret teaching him those nursery rhymes.

Henry’s father, partner Chris Morgans, is
starting to bore anyone who will listen with
daily tales of Henry’s latest exploits.

We wish the new addition all the very best
for the future.

Watch this space...there is ‘growing’
evidence at the firm that other memorable
additions will be with us soon!!

A record breaker!

Now onto
news of
another kind.
In January this
year, Jackie
Howard, a
member of
the audit 1
team, helped set a new world record, by
taking part, along with 310 other%\i-iiérs,
in a convoy of Lotus cars at Brands Hatch.
The record was for the most cars of one
type being driven simultaneousl a
racetrack! Jackie says the day was "
fantastic. The only diéappointment as
that she couldn’t drive her Elise faster
than 20mph round the race track.
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The Construction

Industry
- It’s nearly here!

It seems as though the proposed
changes for the construction
industry have been in the
pipeline forever. However,
despite previous deferrals, the
government has confirmed that
the new Construction Industry
Scheme (CIS) will be introduced
on 6 April 2007.

Whilst there are tougher tests
under the new CIS for
subcontractors who wish to be
paid gross, most of the new rules
will affect contractors and the
administration that they are
expected to perform.

For example, contractors will
have to provide:

= monthly returns to HMRC of
payments, etc made

* summaries to each
subcontractor, monthly as a
minimum, of payments, etc
made to them.

Another core procedure under
the new CIS will be to ‘verify’ new
subcontractors taken on after

6 April 2007. *Verification’ means
that certain specific information

Scheme

will have to be obtained from the
subcontractor and checked with
HMRC. This will enable HMRC to
establish the identity of the
subcontractor and the contractor
will then be told whether that
subcontractor can be paid:

* gross
= net of 20% tax
« net of 30% tax.

Both of these percentages were
confirmed by the government in
the Pre-Budget Report in
December 2006.

There are some transitional rules
which state that if the
subcontractor had been paid since
April 2005 and had certificates or
cards due to expire after 5 April
2007, they do not have to be
verified on 6 April 2007. To aid this
transition, contractors were sent
lists of subcontractors who will
not have to be verified and will be
sent further, updated, lists before
April 2007.

However, these lists do not mean
that the subcontractors included
are self-employed. This is a

I'll sacrifice!

Managed Service Companies
« The Companies Act 2006
Are you resident in the UK or not?

INn this Issue

quality assured professionals

=
Z UK200Group
-

= Traps with flat rate VAT

= Arctic Systems - where are we

now?

O C U S

Spring 2007

separate issue that must be
considered whenever payments
are made to subcontractors.

The issue of employment/self-
employment is not a new one
but, under the new CIS, each
monthly return submitted by the
contractor will have to include a
statement that all the
subcontractors shown on that
return are genuinely self-
employed. Incorrect returns
could be subject to a penalty of
up to £3,000 per return! It is vital
therefore to consider the position
of existing subcontractors prior to
April.

As can be seen, the new system is
complicated and is backed up by
a series of automatic penalties.
We have 2 partners who are
specialists in this area, speak to or
contact Phil Clark, phil.clark@
winters.co.uk or lan Warwick, ian.
warwick@winters.co.uk for any
help you might need.
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I’ll sacrifice!

‘Never look a gift horse in the mouth’, especially if it comes from HMRC!

Generally, HMRC are not eager to
give away tax savings. However,
the tax rules for employees
contain certain exemptions that it
would be foolish to overlook if
they are appropriate to your
business and which can make tax
and national insurance savings.

Examples of common tax-free
benefits for employees include:

Childcare - third-party childcare
costs, including the provision of
vouchers, can be met by the
employer of up to £55 per week
for both parents. Workplace
nurseries are
completely tax-
free but less

common.

private use in an employer-
provided van mean that the
provision of the van is tax-free.

Mobile phones - for phones
provided from 6 April 2006,
unlimited private use of one
phone per employee and their
family.

Computers - provided from 6
April 2006 primarily for business
reasons.

Car parking - at or near the
employee’s normal place of work.

Loans - of up to £5,000 at any one
time and for any purpose.

Accommodation - if necessary
to perform the job, customary in

Bicycles - an employer-provided
bicycle mainly for home-to-office
journeys means the provision of
the bicycle is tax-free.

Annual functions - up to £150
per person per tax year if open to
employees generally.

Relocation expenses - of up to
£8,000 if obliged to move because
of work.

Employer pension
contributions - up to £215,000
(less employee’s contributions) in
2006/07.

Long service awards - after 20
years, tangible articles with a value

of up to £50 per year for each year
of service.

And of course luncheon vouchers
of up to 15p a day!

These tax-free benefits can be
combined with ‘low cost’ benefits,
such as low emission cars, to
maximise savings. They can be given
in addition to, or instead of, existing
salary arrangements, the latter route
usually being referred to as a ‘salary
sacrifice’. This would involve a
change of employment terms to
give up pay for a tax-saving benefit.

Obviously, HMRC are keen to
check that things have been done
correctly, so please talk to us to
discuss your remuneration policies
in detail and keep you out of the

Vans - ordinary
commuting and
insignificant

reasons.

that sort of job or for security

taxman’s bad books!

Do speak to your normal contact
partner on any of these matters.
Alternatively get in touch with
either of our tax partners who will

Kevin Fisher, kevin.fisher@
winters.co.uk or Janet Taylor,
janet.taylor@winters.co.uk

Managed Service Companies

In the Pre-Budget statement the Chancellor
announced his intention to change the way
in which freelance workers, who provide
their services through ‘managed service
companies’ (MSCs) are taxed. MSCs are
currently used in various sectors including
teaching, contract cleaning and healthcare.

The story so far

In 2000 the government introduced rules to
tackle the provision of services through
Personal Service Companies (PSCs). PSCs
were designed to ‘disguise employment’ by
placing an intermediary, usually a company,
between the payer and worker. This
minimised the amount of tax and National
Insurance Contributions (NIC) due by
paying that worker, predominantly by the
use of dividends.

The government has admitted that MSCs
are not easy to define but explain that MSCs
differ from PSCs. In a PSC the worker
usually runs the company and is often the
sole director. There are various types of
MSCs but in essence an MSC provider sets
up the legal structures and the
administration so that a potentially large

number of workers receive payments for
their services in the form of dividends.

Income received by the MSC is paid out to
the worker in such a way as to minimise the
amount of tax and NIC payable. The worker
typically receives pay equal to the National
Minimum Wage and the balance of the fee
income, after the MSC organiser has taken
its charges, is paid out by way of dividends.

HMRC’s view

HMRC take the view that ‘workers’ in
MSCs are almost invariably not in business
on their own account. However HMRC
have encountered increasing difficulty in
applying the PSC rules to MSCs because of
the large number of workers involved and
the labour-intensive nature of the work.
Even when the rules have been
successfully applied, an MSC can often
escape payment of outstanding tax and
NIC as they have no assets and can be
wound up.

Forthcoming legislation

The government has therefore decided to
remove MSCs from the PSC rules and

introduce new rules from April 2007. The

intention of the new rules is to:

= ensure that those working in MSCs pay
tax and NIC at the same level as other
employees. Broadly this will mean that all
payments made to the worker will be
subject to PAYE and NIC deductions

= alter the travel and subsistence rules for
workers of MSCs to ensure they are
consistent with those for other employees

« allow the recovery of outstanding tax and
NIC from ‘appropriate third parties’.

What next?

The proposals are a recognition by HMRC
that they do not have the resources to
enforce the PSC rules across the country. It
will be interesting to see if the government
takes further steps to tackle the tax and
NIC savings that can be made by using
dividends.

Our tax partners are experts in this area
and who will be able to advise in detail,
speak to Kevin Fisher, kevin.fisher@
winters.co.uk or Janet Taylor,
janet.taylor@winters.co.uk

For further information on any articles contained in this newsletter please contact us

on 020 7919 9100 or email info@winters.co.uk
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Following an eight year company law
reform consultation process, the
Companies Bill finally received Royal
Assent on 8 November 2006! The
resulting Companies Act 2006 (CA06) is
the longest Act ever to have been passed
by parliament.

In general terms the aim of the Act is to
simplify and modernise current
company law so that it better meets
today’s business needs. It also aims to
provide flexibility for the future and keep
company law accessible for those who
use it.

CAO06 repeals and restates almost all of
the current Companies Acts. It
introduces reforms which will affect
directors, auditors, shareholders and
company secretaries of private, public
and quoted companies.

The government has stated that all of
the Act’s provisions will be brought into
force by October 2008 at the latest.

The Companies Act 2006

2007 will see further consultation to
establish a number of more detailed
requirements. Secondary legislation will
eventually bring these into force.

With the exception of certain early
provisions, for example those in respect
of electronic communications between
shareholders and the company, the
current Companies Acts will continue to
apply until CA06 is brought fully into
force.

At the time of going to print details of
how CA06 will apply to existing
companies have not emerged. Again, this
year will see the government consult
further on this matter.

We will continue to keep you up to date
with details of how the new law will
affect you as it becomes effective. Should
you have any questions on this area of
developing law, do speak to or contact
Monica Pahwa, monica.pahwa@winters.
co.uk.our company sercretarial manager
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Establishing that you are not
resident in the UK for tax
purposes can lead to
substantial tax savings. In
the modern world it has
become easier to travel and,
over recent years, the cost IR20.
of flights has fallen
considerably. This means

looking at the issue of
residence. The language of
the booklet includes words
like ‘normally’, which
illustrates that HMRC will
not always be bound by

A recent case has

argued that if an individual
arrived on one day and left
on the next that it should
count as one day. The
Commissioner accepted
HMRC'’s approach.

This case illustrates the

that more people have
become interested in the
concept of becoming non-
UK resident for tax
purposes.

Strangely, tax law does not
say much about what the
term non-resident actually
means. HMRC’s
interpretation and guidance
is set out in their booklet
IR20 which, in some
situations, has provided a
pragmatic approach when

highlighted this issue. The
case concerned an individual
who had travelled widely
during his lifetime and had
kept some records of days
spent in the UK. He had
based his figures on HMRC’s
practice of ignoring days of
arrival and departure.

HMRC argued that if days of
arrival and departure and
also single days of presence
were ignored then the
picture was distorted. They

difficulties in establishing
non-residency, especially
where there is a lot of
potential tax involved.
Please talk to us if this
issue is of importance to
you.

Our tax partners are experts
in this area and who will be
able to advise in detail,
speak to Kevin Fisher, kevin.
fisher@winters.co.uk or
Janet Taylor, janet.taylor@
winters.co.uk

Traps with flat
rate VAT

The flat rate VAT scheme for small
businesses can save you a lot of time each
quarter when it comes to completing your
VAT return. However this saving must be
balanced against the risk of falling into the
trap of paying too much or too little VAT.

The wrong sector

When you first register for the flat rate VAT
scheme you need to choose a trade sector
which best fits the activities of your business.
There are about 90 descriptions of trade
sectors and 16 different flat rates that apply
to these sectors. If you do not select the
correct trade sector for your business you
will not pay the right amount of VAT. This
can lead to interest and penalties.

Unfortunately there is little guidance
available about what each trade sector
covers. There is a ‘ready reckoner’ on the
HMRC website but if you enter a term it
does not recognise, such as ‘child minding’,
it unhelpfully says ‘no match found’.

The wrong rate

The trade sectors and flat rates change
occasionally. The last alteration was effective
from 1 April 2004 but HMRC does not write
to businesses to let them know. You are
expected to check the latest guidance on the
HMRC website, which is not always easy to
find. You leave yourself open to VAT
penalties if you use an old flat rate after it
has subsequently been amended.

The wrong calculation

A common mistake is to apply the flat rate to
your sales net of the VAT charged to
customers. The flat rate scheme does not
affect the amount of VAT you charge to each
customer. You will still charge the VAT due
on the sales invoices you send your clients,
at the normal 17.5%, 5% or zero rates. The
VAT you pay to HMRC, however, is calculated
by multiplying your total supplies, including
exempt supplies like rent, by the flat rate
appropriate to your trade sector.

Higher purchases

The flat rate scheme ignores your purchases
for VAT purposes. If your supplies change,
for example, you buy more expensive
materials, it may be advisable to come out of
the flat rate VAT scheme. You will then revert
to reclaiming the VAT on your purchases
against the VAT charged on your sales.

This is a complicated area and your VAT
position needs to be reviewed regularly. If
you need assistance with any VAT matter do
speak to our VAT expert Allison Broadey or
contact her on allison.broadey@winters.
co.uk

For further information on any articles contained in this newsletter please contact us

on 020 7919 9100 or email info@winters.co.uk




Arctic
Systems
- where
are we
now?

Some of you may recall
this case. Low rates of
corporation tax over
recent years, combined
with the fact there this
is no national insurance
due on dividend
payments, have meant
that many smaller
businesses that have
been traditionally self-
employed have
incorporated and made
substantial tax savings.

These savings could be
enhanced by
introducing a spouse as
a shareholder and
diverting some
dividends to them,
utilising that spouse’s
personal allowance and
lower rates of tax.

HMRC have become
concerned about this
method of tax planning.
They announced in
April 2003 that they
were intending to attack
such arrangements by
using rules originally
introduced in the 1930s
and known as the
‘settlements’ legislation.

Since that date, a test
case, known as Arctic
Systems, has been
making its way through
the legal system. The
taxpayers, Mr and Mrs
Jones, are currently
winning their case but it
has now been
announced that the
case will be heard in the
House of Lords in June
2007. We will keep you
updated as to the
outcome and
implications of the case.

Additional corporate disclosures

If you are a company director or a member of a Limited
Liability Partnership (LLP) you are no doubt aware that
company law requires you to include certain particulars
about your business on corporate stationery and other
hard copy documents. As a reminder, two of the main
statutory requirements are in respect of:

< Company name
This must appear on all business letters and other
business documents including cheques, bills of
exchange, orders for goods, invoices, receipts and
notices and other official publications.

e Other information
All business letters and order forms must include:

- the company’s place of registration (England and
Wales, Scotland etc) and registered number
- the address of the registered office.

New requirements

At the start of the year the government issued new
regulations, effective from 1 January 2007, that extend
these statutory disclosure requirements. Although the
changes are simple in nature they are likely to require
action by many companies and LLPs.

The changes outlined below apply equally to LLPs as
they do to companies.

The main change is that the requirement to include
company particulars has been extended to include
websites and electronic documents. This means that it
is now an offence not to include:

= the company’s hame
= its place of registration and registered number
= the address of its registered office

on all the company’s websites and all its business letters
and order forms that are in electronic form.

Practical considerations

Many companies now conduct correspondence by email.
Email messages are therefore potentially business letters
in electronic form for statutory purposes. A practical
method of ensuring that your company is compliant with
the new law is to include the required details in the
‘disclaimer footer’ that often appears at the end of an
email. Your email system could be set up to automatically
include standard text on all emails sent.

Suitable additional words could be as shown below.

Specifically the law requires
employees to repay the cost of the

deducted the business mileage
recorded. The difference was

Repaid or not repaid? - that is the question

An employer can provide private fuel for company car drivers and a benefit-in-kind
will arise. However, this benefit can be avoided where the cost of the fuel used for
private purposes is repaid to the employer.

HMRC won this case, creating a
high tax bill for those concerned,

private fuel ‘in the tax year in
guestion’. However, guidance
states that, in cases where this
does not happen, HMRC may
accept this as being repaid in the
year provided final settlement is
made without unreasonable delay.
For example where mileage
records and repayments in the
final months of the year take time
to process.

In a recent case, two employees
paid for all fuel for their company
cars and kept mileage logs to
record business mileage. They
completed a monthly expenses
claim, showing the total mileage
travelled in the month, and then

shown as private mileage and they
deducted 15p per private mile
from the total spent on fuel in the
month. The balance was then
reimbursed to them by the
company.

Enquiries by HMRC showed that
the car mileage logs were
inaccurate and that private
mileage was underestimated,
creating fuel benefits for the years
concerned as the full cost of
private fuel was not made good in
those years. The employees later
repaid all the monies they had
previously received to try and
cancel the fuel benefit arising.

despite the concessionary

treatment in HMRC'’s guidance.

This case illustrates three

particular points for those in a

similar position:

= mileage records must be very
good, so that private mileage
can be accurately identified

= repayments of the private fuel
must take place regularly, quickly
and in the same tax year

= it may be simpler to submit
expense claims for business
mileage so that the company is
not initially paying for all fuel.

Please talk to us if you would like
to discuss this issue further.

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 he 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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Family companies -
maximising the potential,
minimising the extraction

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 £8,800 for CGT
purposes. Review your chargeable assets and consider
selling before 6 April 2007 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.

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.

Traded or ‘second hand’ endowment policies (SHEPSs) 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 £8,800 of gain per family member being realised

If the payment of bonuses to directors or dividends to shareholders is every year tax-free.
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

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 2007 as this will
delay the payment of CGT. The due date will be deferred

for the company in that period.

Charity watch - please give

generously!

The government has made favourable
changes to the rules on tax efficient
giving over recent years. 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 HMRC. As a higher rate taxpayer
Alex will also qualify for 40% tax relief
on the gift. Tax relief against 2006/07
income is possible for charitable
donations made between 6 April 2007
and 31 January 2008 providing the
payment is made before filing the
2006/07 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 to David
on the value of the shares gifted. The
same rules apply to gifts of land and
buildings.

For further information on any articles contained in this newsletter please contact us
on 020 7919 9100 or email info@winters.co.uk

from 31 January 2008 (for 2006/07) to 31 January 2009 (for
2007/08).

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.




