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Uncertainty
in the City
In a speech in Bristol last month, the
Governor of the Bank of England painted
a gloomy picture of the UK's economic
prospects for 2008. 
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He seemed resigned to the fact that
inflation will rise. If it does so significantly
then at some point interest rates will almost
certainly have to rise again, reversing the
recent trend.

Against this background of economic
uncertainty we also face an unprecedented
number of radical tax changes, most taking
effect from 6 April. Sweeping changes will
be made to the capital gains tax rules for
individuals, trusts and estates. Family
partnerships and companies will need to
consider the new “income shifting” rules.
There will be significant changes to the
taxation of people who are resident in the 

UK but not domiciled here and to the rules
defining tax residence. Changes are also
being made to the capital allowances rules,
to the basic rate of income tax and to
corporation tax rates.

There are undoubtedly difficult times ahead
but in our view - backed by the Institute of
Chartered Accountants in England & Wales
latest business confidence survey - this
does not necessarily mean we are heading
for a recession. The importance of cash
management and effective tax planning has
never been greater. With good planning, we
believe that the prospects are brighter than
they may seem. 

The changes take effect from 6 April 2008 and affect
individuals, trusts and estates. The changes do not apply to
companies. If you own land, buildings, shares or any other
capital asset you need to know what the changes are as, for
better or worse, they are likely to affect you. 

From 6 April there will be a single CGT rate of 18%. On the
same day, the allowance for inflation between 1982 and 1988
will be lost forever and taper relief - which serves to reduce the
rate of tax on assets - will be abolished. Where assets are
used in a business, are shares in a business or represent the
business itself, taper can currently reduce the tax rate to 10%. 

The new
“entrepreneurs'
relief” announced
in January will
maintain the 10%
rate for the first 
£1 million of gains
made on the
disposal of all or
part of a trading
business, or on
disposals of assets

following the cessation of a business by certain individuals
who were involved in running the business either alone or in
partnership. An individual will be able to make claims for relief
on more than one occasion, up to a lifetime total of £1 million
of gains. Trades, professions and vocations qualify, but not
property letting businesses other than furnished holiday
lettings. Only shares owned by someone who has been a
director, officer or employee and owning at least 5% of the
company will qualify.  Relief will also be available in respect 
of any 'associated disposal' of an asset which was used in
the business. This would cover premises from which an

individual, partnership or company carries on its business,
when sold at the same time as a disposal of the person's
interest in the business.

Someone who has built a business up from nothing and who
sells it for £1 million should be in the same position after 6
April as they are now. If however they sell for £2 million their
tax bill will rise by £80,000. If the main asset in the business 
is land - as will be the case for many farmers - the effect will
be even worse thanks to the loss of the inflation allowance. 

Take a farmer who has owned land since
1982 which was worth £500,000 at that
time. The inflation allowance will increase
the cost for CGT to around its current
value, unless there is planning potential.
From 6 April the inflation allowance will
disappear. If the land is now worth say 
£1 million, the tax bill will rise from zero 
to £50,000 if entrepreneurs' relief applies
and to £90,000 if it does not.

Some people - for example those with buy to let properties,
stock market investors, executors and some trustees - may
be better off under the new rules, as the tax rate will in most
cases actually fall from 6 April.

Anyone with business assets and anyone who has held
assets for many years should take urgent advice. Action may
be possible in many cases but 6 April is only weeks away.

All change for capital gains 
On 24th January, the Chancellor of the Exchequer
announced an important new capital gains tax (CGT)
relief. This followed radical changes proposed in last
October's Pre Budget Report.

In the News
In recent months tax partner Paul
Aplin has been quoted in the
Times and Financial Times as well
as in the tax and financial press.
He has also been interviewed on
BBC radio and appeared on BBC
TV's Look North.  

Paul is Chairman of the Tax Faculty
of the Institute of Chartered
Accountants in England and Wales
and has been heavily involved in
lobbying the Government and H M
Treasury on the tax changes
highlighted in this issue of
Proactive. Paul says “over the last
three months I've helped to brief
both the Conservative and Liberal
Democrat Shadow Treasury teams
and I've met with Treasury officials
and Ministers. It is important to
explain to policy makers in London
the effects of their proposals on
real businesses back in the West
Country.” Last year Paul was
named Tax Personality of the Year
for the part he played in
engineering a Government U Turn
on the proposal to change the
filing dates for personal tax returns.

Remember, Remember
5th April is the deadline for:

• pension contributions, if you 
are seeking tax relief in the 
current year

• using your tax free Individual 
Savings Account allowance 
for the year

• using this year's capital gains 
tax and inheritance tax 
exemptions

• using your Enterprise Investment 
Scheme and Venture Capital 
Trust allowances

It is also the date on which a
number of radical tax changes
(described elsewhere) take effect.



If the Governor of the Bank of England is right about the economic outlook for
the UK in 2008, cash will be more critical than ever to virtually every business. 

In November last year the loss
of two CDs containing the
personal details of 25 million
people highlighted the
importance of data security.

Some data security measures are obvious, such as
password protecting computers and sensitive files and
ensuring that only authorised people have access to data.
But if you have recently set up a wireless network at home
or in the office, or connect via wireless networks when on
the move, here is a cautionary tale from A C Mole & Sons
IT manager Richard Graham…

“When I recently moved to a small village, I was surprised
to find so many home wireless internet connections in
evidence. From my house, my computer can see at least
three such networks, two of which are completely 
un-secure. I suspect this is a pattern repeated across the
village and indeed across the country. 

When considering security for a home or business network,
you need to place a value on the data you are protecting.
Large businesses can and do spend significant sums on
protecting data, but for home or small office use, simple
tools built in to your wireless device can deter any potential
hacker from spending time investigating your network.
Unfortunately, most suppliers of wireless devices ship them
in a completely un-secure state.  The manual will usually
explain how to turn the security features on, but that only
helps those who actually read the manual.

Anyone running a wireless network should review the
settings on their wireless router or wireless access point.
In particular consider:

• changing the default password on the wireless device
• changing the default SSID (Service Set Identifier) and 

most importantly
• enabling wireless security (usually WEP or WPA)

This may sound like too much hard work.  However, if you
run an open and un-secure network you are giving any
passer-by the opportunity to log on to your network, use
your internet connection to view any website they care to
and possibly allow them to look at all your personal and
business critical files. What value do you place on
confidentiality?”

Richard can be contacted at rgraham@acmole.co.uk 
or on 01823 624450.

Data Security
- are you exposed?

Life assurance is one of
those things everyone
takes for granted - but
when did you last review
your policies?
All too often premiums are taken month in, month out by
direct debit and tend to get forgotten about. However, your
circumstances may have changed since you took out the
policy. The life assurance market is very competitive and
there has been a steady reduction in rates. It is therefore
possible that you are paying more than you need to.

One frequently overlooked aspect of life cover is that it can
often be written under trust, allowing the proceeds to be
paid directly to your beneficiaries and avoiding the delays
caused by probate. This can be both tax-efficient and
immensely beneficial, especially where delays in payment
might cause financial hardship to your dependents. 

For more information, please contact your usual IFA or if
you do not have an adviser, Caroline Perry at AC Mole
Financial Services on 01823 624450.

This article is provided for information purposes only:
it must not be taken to construe advice and it does not
constitute a recommendation or advice in any form.

Capital allowances 
Currently, small and medium sized
businesses qualify for first year capital
allowances of 50% and 40% respectively. 

Subsequent years' “writing down” allowances - and
allowances for large businesses - are set at 25%. From 6
April, first year allowances will be scrapped and the rate of
writing down allowance will be reduced from 25% to 20%
and further still to 10% for certain fixtures in buildings. A
new annual investment allowance will be introduced giving
100% relief for the first £50,000 of expenditure on plant
and equipment (including vans but excluding cars). 

The changes take effect from 1 April for companies. On top
of these allowances there is 100% relief for the purchase of
business cars with C02 emissions of less than 120g/km
and for certain energy efficient plant and equipment. 

Life insurance
- are you covered? 

What should you do to survive the downturn?
The basic rules of cash control are the same irrespective 
of the size of business. Firstly, review costs to see if any 
can be cut without affecting the efficiency of the business. 
Secondly, review sales: are all lines profitable and if not
should the sales mix be changed? Thirdly look at 
the sales and billing process: Are you raising 
bills for the work you do as quickly as possible? 
Are you chasing debtors for payment? Should you 
consider invoice discounting or debt factoring? 

Fourthly, are you paying your creditors too quickly and failing
to take advantage of the credit period they allow? Fifthly,
have you considered all sources of finance including leasing,
invoice discounting and factoring?  

Accurate cash flow and profit forecasts can be critical. If
there is likely to be a difficult patch then the bank should be
warned: this is likely to produce a more supportive attitude
than allowing the overdraft to creep up without warning or
explanation. Creditors are also more likely to be flexible if
they are asked to grant more time in advance of an amount

falling due. These are common sense measures but
they are often allowed to slip in practice. In 2008

they will be especially important and the old
business maxim will be truer than ever:

cash is king. 

Another burden for small businesses
Small businesses breathed a sigh of relief when Mr and Mrs Jones won their case - known as Arctic
Systems - against H M Revenue & Customs (HMRC) in the House of Lords back in July 2007.  

Unfortunately the victory was short lived as the Government has
now announced measures to take effect from 6th April 2008. 

Mr and Mrs Jones “crime” was to arrange their business
affairs in a similar way to thousands of others by operating
through a limited company in which they both owned shares.
The company invoiced customers for work done by Mr Jones
and Mr and Mrs Jones both drew small salaries from the
company.  HMRC objected to the fact that the remaining
profit was then paid out equally to Mr and Mrs Jones as
dividends, saving higher rate tax.

The proposed new “income shifting” rules will affect
companies and partnerships where one person has the power
to decide to forgo an amount of dividends or partnership
profits and to transfer it to another person who then bears the
tax on it. The rules will not apply to commercial, arms length
transactions. But what do the words “commercial” and “arms
length” mean? The government accepts that people can
contribute to a business in different ways, for example by
providing administration support, by providing capital and by

sharing the risk posed by unlimited liability in a partnership.
But a “commercial” return for these factors is a matter of
opinion. It will undoubtedly lead to detailed discussions
between business owners, their advisers and the tax man. 

HMRC will shortly be extending its “clearance” procedures
which can be used to obtain reassurance that a transaction
or arrangement will not be challenged in future. It is hoped
that they will include “income shifting” arrangements in the
transactions they are willing to give an advance ruling on. If
they do not, the danger under self assessment is that it may
take years for them to challenge accounts and tax returns
and by then substantial amounts of tax may be at stake.  

At the time we went to press there was a very faint hope 
that the Government might amend the proposals but if they
do not, all businesses and partnerships should review their
arrangements with a view to ensuring that if challenged, 
they can demonstrate that dividends and profits are being
distributed on commercial terms. 
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Business Matters

Cash is King




