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Owning commercial property can
be a taxing issue

Key tax issues
for 2008/09

Now that 2008/09 is in full swing a reminder
of some key developments on capital
acquisitions and disposals is timely.

Capital Allowances

For expenditure, incurred either by an
unincorporated business or a company,

the new tax relief changes on plant and
machinery will now start to take effect.
Most businesses will benefit from the new
100% annual investment allowance (AlA) for
general plant and machinery. All businesses
will continue to obtain 1009 allowances
for equipment which meet energy or water
saving criteria, However once the AlA is
used, any additional expenditure will get a
lower annual allowance so careful timing of
expenditure to maximise the avallability of
reliefs is essential.

Selling your business?

For individuals making share and business
disposals, particular care is required to
ensure that transactions will qualify for the
new Entrepreneurs' relief now that both
taper relief and indexation allowance have
disappeared for individuals.

Both these areas of capital transactions within
businesses are subject to detailed rules.
Please contact us to see how we can make
them work for you and your business.
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The adverse effect of the abolition
of taper relief for capital gains tax
(CGT) purposes for disposals

on or after 6 April 2008 has

been partially relieved by the
introduction of Entrepreneurs’
Relief (ER).

The effects of ER

The relief works by reducing gains
(broadly, sale proceeds less cost)
on qualifying assets by 4/9ths,
leaving the balance of the gain
taxable at |8%. By an amazing
coincidence this gives a tax rate of
10%, the effective higher rate of
CGT if an asset had qualified for
full business asset taper relief.

ER may be available on gains of up
to £1m over an individual's lifetime
starting from 6 April 2008, The
impact of ER will be diminished
once the £|m limit is passed,
whether on a single disposal or on
a cumulative basis. The maximum
ER which will be available is
£444,444 (£|m x 4/9ths) and this
means that the effective rate of
CGT will dimb towards, but will

never actually reach, 18% for gains
exceeding £1m,

The impact on commercial
property

One particular area of concern

is where an individual owns the
premises from which a trader
conducts their business. This
might be their own business or a
business run by an unconnected
third party. Under the taper relief
rules the gain on the disposal
may well have qualified for some
business asset taper. Under ER
the disposal may not qualify for
relief at all,

If the property has been used

by the individual's own qualifying
company and they sell the
property at the same time as they
sell the shares in the company,
then ER may be available. A
similar result may arise if the
property has been used by a
partnership of which the owner

is a member. In either case, the
sale of the property must occur as
part of the individual's withdrawal

from the business carried on by
the company/partnership. In both
cases the impact of ER may be
heavily diluted if the property has
been rented to the company/
partnership at a market value rent.

Letting to others

In situations where the property
has been let to unconnected
parties, ER will simply not be
available and the full gain will

be taxed at | 8%. Without the
benefit of indexation, which is
also withdrawn for disposals by
individuals and trustees on or
after 6 April 2008, there could be
a major increase in the potential
CGT due on any future sale.

There are now different issues
to consider if you are planning
to purchase new premises for
your business and, as well as the
CGT issues, it is also important
to consider the availability of
Business Property Relief for
inheritance tax purposes.

We are happy to advise you on
these matters.




In @ year when motoring costs have spiralled and are set to
Increase, the news that there are changes to the tax treatment of
business cars should attract attention,

In recent years the government has introduced certain tax incentives
to encourage investment in plant and machinery including cars
which are more environmentally friendly or energy saving. It was
reasonable to expect that further developments in this pelicy would
occur:

So, on Budget day the announcement that up front tax relief of
1009 would continue for businesses of all sizes on new green car
purchases, was not unexpected: The arrangement which has been
around for the last 6 years was due to end on 3| March 2008. It
now has a new lease of life to 2013.

One key change has been made however as to what qualifies as a
green car,

From | April 2008 the car has to emit no more than | 10 grams of
CO: emissions per kilometre (gm/km). Previousty it was | 20gm/km.
The CO; emissions of a car are readily available as it is required on
the vehicle registration document and so has to be supplied by the
car manufacturers by law,

Various websites provide lists of eligible cars including comcar.co.uk.
The list of qualifying models is currently short and often only basic
versions of small cars will qualify, as higher specifications such as
automatic transmission increases the emissions. However that also
means that many come with a lower price tag, some at around
£7,000, a further potential attraction. Qualifying cars incdude Citroen
CI, Toyota Prius, Peugeot 107 and even a |.6 diesel version of the
Mini Clubman if you want to splash out!

The reality is that most business car purchases.do not currently
rmeet this green standard and for many years those purchases have
instead had ‘only an annual allowance of 25% which gradually wrote
off the cost of the asset for tax purposes. For cars which cost more
than £12,000 the allowance was capped at £3,000 annually but on
disposal of such cars an extra allowance was often available to cover
the balance of the net cost to the business,

This allowance has now reduced from 25% down to 20% in the
Finance Act 2008 as part of a general overhaul of capital allowances
on business capital expenditure. More significantly the Budget 2008
made further announcements which will make many car purchases
even less attractive.

It is proposed that from | April 2009 cars which exceed [60gm

of emissions will attract an annual allowance of only| 09 with cars
between | 10 —160gm getting the standard 20%, irrespective of car
price Leasing such high emission cars as an alternative to buying will
also result in lower deductions for tax, due to restrictions on such
rentals.

For many businesses other aspects of the proposals may mean the
extra allowance on disposal to write off the balance will no longer
be available. Instead the business will continue to get the 0% or
20% reducing balance allowance long after the car has been sold or
gone to the scrap yard.

As always the precise impact of these proposed changes on each
business will vary so please contact us if you wish to discuss the
impact for your business.

Flexing the family

From April 2009 the right to request
flexible working is extended to
parents of children up to the age

of |6. Currently it is available for
children under 6, disabled children
under |8 and carers of adults. But
what does flexible working mean?

The concept of flexible working is
very wide and employees could

ask for a variety of different work
patterns or arrangements under
these rights. It can involve changes to
the hours an employee works, the
times they are required to work or
their place of work.

Whilst initially this may seem
burdensome it can also have
significant advantages for the business
In reducing absenteeism, retention of
staff and staff motivation.

There are a number of working
practices that involve changes to the
hours and times worked:

A flexitime arrangement requires
an employee to be at work during
a specified core period, but lets
them otherwise arrange their
hours to suit themselves.

With compressed hours,
employees work the same hours
over fewer days,

With annual hours contracts,
employers and employees agree
they will work a given number
of hours during the year, but the
pattern of work can vary from
week to week.

Staggered hours contracts let
employees start and finish work at
different times.

* Employees may also wish to take
time off in lieu, unpaid sabbaticals
or career breaks.

Employees may request a job-sharing
arr'angemem.

This is where one job is shared
between two people, a simple
example would be where one
person works in the morning and
one in the afternoon.

Shift work, part-time work and
term-time work also count as flexible
work, in that they involve variations
to the normal pattern of working
hours for the particular business.

Flexible working may also involve
changes in the location of the
workplace, such as working from
home.

The legal position

An employee has a right to make

a request under these rights if

they have been in their current
employment for at least 26 weeks.
There are detailed procedures for
both the employee and employer
about how that request is then dealt
with,

Where a request is agreed you may
need to make some changes such as
amending the employee's contract of
employment to reflect the changes.
You also need to consider the impact

on other employees.

It is also important to ensure you

are consistent in your approach

to flexible working so keep clear
records of who has applied to work
flexibly and what your response was.
Monitor and evaluate how the new
arrangements are working so you
can put changes in place if necessary.

You can find more detailed guidance
in ‘Flexible working - the right to
request and the duty to consider: a
guide for employers and employees’
praduced by the Department for
Business Enterprise and Regulatory
Reform.

Visit www.berr.gov.uk/employment




