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In this edition of
Proactive we look at the
importance of tax and
business planning — and
particularly the
importance of keeping
us informed so that we
can help you to take full
advantage of the
opportunities available.

We also look at the first Pre Budget
Report (PBR) delivered by Alistair
Darling, the new Chancellor. The
PBR contained a relaxation of the
inheritance tax rules affecting
married couples and civil partners
and some very unwelcome news for
investors - particularly those who
invest in businesses - and
individuals who rent land and
buildings to traders. There are,
however, some significant tax
planning opportunities between
now and the time the rules change
next April.

The Chancellor also revised his
forecasts for economic growth in
2008 downwards. Combined with
recent problems in the banking
sector which have resulted in a
credit squeeze, this suggests that
businesses are likely to face more
difficult conditions in the coming
months. Reviewing business
structures and maximising cash
flow will be more important than
ever and we look in this edition at
ways in which we can help you to
get through some potentially
choppy waters.
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Partner

We are delighted to announce that
on 1st August, Robert Zelazik was

made a partner.

Robert has been an associate for
several years and acts for a varied
portfolio of clients including limited
companies, partnerships, sole
traders, grant funded organisations
and professional firms. He has
extensi erien ising

only a small part o
a firm. The real challenge is helping
clients to improve profitability and
maintain cash flow. For some clients
| attend board and partners
meetings and for others | have
carried out strategic reviews, taking
a fresh look at the way the business
operates. Bringing an independent
view to bear can often help clients
to think along new — and hopefully
more profitable - lines.”

After gaining a degree in
accountancy from Birmingham
University, Robert trained and
worked with a firm of Chartered
accountants in London for six
years. He moved to Kidsons Impey
in Taunton in 1989, and joined

A C Mole & Sons when the two
firms merged in 1996. Robert has
a young family which occupies
much of his spare time and he is
actively involved in a number of
local community activities.
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t's good to talk...

We recently had to break some bad news to a prospective client
who had ended up in the right place but by the wrong route — and
the short cut had cost him over £1 million pounds In tax relief.

He had invested £3 million in a business and having been told
that the Enterprise Investment Scheme could be used to defer
capital gains tax, he looked forward to receiving his £1.2 million
rebate. He undertook a series of transactions, but missed out a
vital stage and by the time he spoke to us it was too late to
undo the damage.

The story illustrates the importance of discussing tax planning
at an early stage and of having a clear plan that takes
advantage of reliefs and steers well clear of the hidden traps in
the tax system. If you are contemplating a transaction then we
are always keen to hear about it. There are few things we enjoy
less than having to say “If only you’d told us earlier”.

Often tax issues emerge in a general conversation. One client
happened to mention that he had bought a small field.
Because we had the conversation when he bought it and not
when he wanted to sell, we were able to cut his future tax bill
by 75%. We also meet with some business clients monthly or
quarterly to talk about what they are thinking about doing
rather than what they have done, enabling them to factor tax
into their decision making process. Sometimes it is as simple

as ensuring that things are documented properly at the time
rather than having to argue with the Revenue afterwards about
what was intended. On other occasions specific action is
needed. But is encouraging such discussions just another way
of increasing our fees? We didn’t ask the man who lost a
million pounds how much he wished he’d paid...

...and good to share

If you run a limited company and want to retain and motivate
staff, have you considered a share scheme? Employees can
buy or be given shares or can be granted options. Some
schemes are approved by HM Revenue & Customs, bringing
tax advantages while others lack the tax advantages but are
more flexible. The best type will depend on your objective.

If you are grooming a business for sale, retaining key people
may be crucial to maximising the sale value. But what if you
can’t afford to keep increasing their pay?

Let’s say that you have a brilliant manager and you know that if
she leaves sales will fall. You don’t want to give her a share of
the business now but you would be happy to give her some of
the proceeds on sale. She could be offered Enterprise
Management Incentive (EMI) share options. She wouldn’t have
to pay anything at this stage but if the company is sold she
could exercise her options, paying only the price set at the
time they were granted and selling for the price the purchaser
is offering. There would be no income tax or national insurance
and the profit would be subject to capital gains tax at 18%
(after 6th April 2008).

It will have been in the manager’s interest to stay and to help
grow the value of the business. Both parties gain from the
arrangement.

Another tax efficient scheme is the Share Incentive Plan. This
enables a company to give an employee up to £3,000 worth of
shares each year free of tax and national insurance. The
employee can acquire a further £1,500 worth out of pre tax
income and the company can then allocate up to a further
£3,000 worth. Any dividends can also be reinvested tax free.
The company is given relief for the shares issued against its
corporation tax bill.






AND CHARTERED TAX ADVISERS

Inheritance tax

Before the PBR, a husband and wife or civil partners could leave
any amount to each other without attracting inheritance tax (IHT)
on the first death. When the survivor died, however, only £300,000
was exempt. One exemption of £300,000 was wasted at a
potential cost of £120,000 in tax, though some simple will planning
generally avoided this problem. The PBR announcement makes
this planning unnecessary as the unused exemption will now be
passed on to the survivor automatically. If you have already
incorporated a nil rate band trust in your will you should take
advice before making changes — it may still be the best course in
some circumstances. The amount that can be passed on will be
limited if the person left assets worth less than the exempt amount
to the survivor. This is a welcome relaxation of the rules.

Capital gains tax

The announcement that taper relief is to be abolished from April
2008 however was very unwelcome. It was a massive
overreaction to recent publicity about the private equity industry.

Individuals currently pay capital gains tax (CGT) at 10%, 20% or
40% and trusts and personal representatives at 40%. From 6th
April 2008 there will be a single rate of 18%. Also currently, any
indexation (or inflation) allowance accrued on assets acquired
before 6th April 1998 is “frozen” and set against any gain on
disposal. This “frozen” relief will be lost on disposals on or after 6th
April 2008. Taper relief — which gives an effective tax rate of 10%
on business assets held for more than two years - will be abolished
from 6th April 2008. This is likely to hit the Alternative Investment
Market (AIM) - where investors accept the higher risk involved
partly because of the current 10% tax rate - other business
investors and individuals who let land or property to traders.

The changes give rise to major tax planning issues and
consideration should be given to crystallising taper relief
(particularly business asset taper relief) and accrued indexation
allowance on or before 5th April 2008. Trustees and personal
representatives may wish to defer gains until on or after 6th April
2008 to secure the 18% rate of CGT.

Companies are not affected by the changes.
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Pre Budget Report

The new Chancellor of the Exchequer,
Alistair Darling, delivered the Pre Budget
Report (PBR) on 9th October. It contained
SoOme surprises.

Income Splitting

In July, a long running tax case, Jones v Garnett reached the
House of Lords. The taxpayers won the case but within hours
the government announced that it would introduce legislation to
deal with similar cases. Mr and Mrs Jones had set up a limited
company, Arctic Systems, through which Mr Jones provided his
services. They each drew a small salary and extracted the rest of
the profit by way of a dividend. This allowed them to reduce
their combined tax bill.

The Chancellor announced in the PBR that new legislation will
counteract such arrangements from April 2008. It will apply to
partnerships as well as to companies and the Chancellor’s aim
will be (broadly) to assess the income on the person who
generates it.

Non Domiciles

Currently, a person who is resident in the UK but not domiciled
here will only pay UK tax on income or gains arising here or on
income and gains brought here from overseas. The Shadow
Chancellor, George Osborne proposed a £25,000 per annum
“fee” for this status and the Chancellor has adopted the idea but
set the amount at £30,000. The charge will apply from 6th April
2008 to anyone who has been resident in the UK for seven years
and who claims not to be domiciled here. If they do not pay the
charge they will be taxed on their worldwide income and gains.

Days of arrival and departure will also now be counted in
determining whether someone is resident in the UK, reversing a
long standing practice.

Summing up

Mr Darling has shown that he is not afraid to reverse legislation
tabled by his predecessor. Next year’s budget is likely to contain
even more surprises.

The changes to CGT have already provoked an angry response
and while there is a possibility that the Chancellor may listen to
some of the representations currently being made to him, the
only prudent course is to plan ahead just in case.
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