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Newsletter

Income shifting -
NOW YOu see i,
now you don't

It is no secret that, since the introduction
of Independent Taxation many years ago,
much tax planning has revolved around
ensuring that all family members' personal
allowances and lower rates of tax are used
efficiently.

The introduction of an otherwise non-
working spouse, let's say, as a partner

or sharsholder would allow part of the
business’s profit to be allocated to that
spouse. Not difficult to do and lots of
money to be saved. With companies,
when this ploy is combined with the fact
that there is no national insurance payable
on dividends, there is plenty of tax and
national insurance that could be saved.

Needless to say, the government said that
they would address this ‘income shifting’
in April 2008 and then deferred their

proposals untll April 2009, Then, In the Pre-

Budget Report, the Chancellor made the
following announcement:

The government firmly believes it is unfair
to allow a minority of individuals to benefit
financially from shifting part of their income
to someone else who is subject to a lower
rate of tax, known as income shifting.

The government has consulted on this
issue but, given the current economic
challenges, the government is deferring
action and will not bring forward legislation
at Finance Bill 2009. The government will
instead keep this Issue under review.'

So no news is good news — we'll keep you
informed of any further developments.
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Ten tips for coping with the downtum

1. Clearly state your sales credit period on your 3. Analyse your entire stock for age and quality.
order confirmation documents and sales Can any of the slow moving goods be sold
invoices, and enforce this period by chasing off at a discount to generate cash? Would
customers as soon as their payment is cutting the number of lines you sell reduce your
overdue. You can also encourage customers storage and handling costs?
to pay quickly by giving small discounts for
completing their payment within your credit 4. Review your supplier agreements for on-going
period. services such as web-support, telecoms,

security, energy, or cleaning, Can you

renegotiate any of these contracts to get a

better deal?

2. Send out your invoices for completed projects
as soon as the work is completed. Don't wait
until the end of the month to bill. If the project is
running over several months agree a series of
stage payments with your customer.

n

Talk to your neighbouring businesses. |s there
a common landlord you could collectively
approach to change the payment terms of all
your leases from guarterly rent in advance, to
monthly payments?

6. To reduce your total wage costs offer your staff
flexible hours or part-time working. A salary

sacrifice scheme can also produce savings if it is

% Implemented properly, with HMRC approval. Tax

free benefits such as the use of bicycles, child-

: care vouchers, or pension contributions are
y swapped for salary, and the national insurance
b and tax savings are shared with the employees.
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Link the incentives for your sales force to the
profit per unit sold, or to the speed with which
the customer pays for the order, rather than
to the volume of units sold. You may also
want to fix a threshold of minimum profits or
cashflows that must be achieved before any
sale bonuses are paid.

If you need new equipment, look for second-
hand kit sold-off by less fortunate businesses.
Alternatively, investigate leasing or hire
purchase arrangements. These methods of
acquiring equipment may be more expensive
in the long term but they are a practical
solution where you can’t borrow the money
you need from the bank to fund the full outlay
in one go.

Review your VAT position and the schemes
you use. Does the flat rate scheme for small
businesses still deliver a bonus for your
business following the change in rates on

1 December 20087 Where you run several
companies, including them all in one VAT
group may improve VAT management.

Keep your company's taxable profits below
the ‘large company’ threshold of £1.5 million
by timing expenditure and bonuses. Once you
are a large company you must pay corporation
tax due in four instalments starting within the
accounting period rather than in one lump nine
months after the end of the accounting year.

If you would like to discuss any of the above please
contact us.

The early clam catches the credit

A time to give?

The last year has generally seen a fall in average house prices. However, the average price of a
detached house at the end of 2008 was still around £340,000. The stock market has also seen
significant falls with the FTSE 100 index down by almost a quarter on its January 2008 level.
This is all very depressing but there may be a silver lining for those serious about doing some
inheritance tax (IHT) planning.

Not an immediate priority? Well, if you are a married couple and the value of your joint estate -
taking into account property, shares, savings and any other assets - currently exceeds £624,000
you already have an IHT problem. Maybe its not as bad as it was a year ago but it is still a problem!

Here's the opportunity. If you make gifts of assets to other individuals in your lifetime, those gifts
are not chargeable to IHT unless you die within seven years of making them. If that sadly happens
then some IHT may be payable but the tax is calculated not by reference to the value of the asset
on the date of your death but by its value on the date it was actually gifted. In addition, once three
years have elapsed from the date of the gift any tax bill which does arise may be reduced by 20%
for each subsequent year. Making a lifetime gift therefore freezes value and makes the tax less of
a problem.

Lets say you gift some shares worth £100,000 now and in eight years time the market is back up
again and those same shares are worth £150,000. The tax on £150,000 falling into your estate
could be £60,000. The tax on the lifetime gift will be nil.

There is another problem that a falling market can help with. A gift of an asset will be a chargeable
occasion for capital gains tax purposes and so a gain could arise with a tax liability of 18% which
is not particularly attractive. However, some assets may currently be standing at a loss and so can
be gifted with no immediate CGT liability. Further, the loss arising may be available against future
gains, in limited circumstances. (Where a gain is still likely we can advise on the use of a trust as a
means of deferring that liability.)

Give some thought as to whether you can afford to make gifts and if possible look to give assets
which are likely to grow significantly in value because they will provide a greater tax saving than
simply giving cash. Only make gifts if you can really afford to do so - any gift must have no strings
attached otherwise significant IHT problems can arise,

If you are self employed and planning on investing in plant and machinery
for your business you might be entitied to cash in the form of tax credits but
prompt action may be needed.

Capital expenditure on most forms of plant and machinery (except cars) up
to £50,000 per annum now qualifies for 100% tax relief. This is known as the
Annual Investment Allowance (AlA) and Is a capital allowance relief available
to most businesses for expenditure incurred since April 2008. A significant
spend by a small business could have the effect of reducing the taxable profit
to such an extent that the individual taxpayer becomes eligible for tax credits,

Tax credits are broadly aimed at low income families. However surprising
entitiements can arise at times of income fluctuation, such as large capital
allowances resulting in reduced trade profits.

Take the example of a self-employed electrician who has two children at
school and who normally earns about £36,000 after expenses per annum.
His spouse has na income. He buys a new van costing £20,000 for exclusive

business use in his accounting period to 31 March 2009, Let's assume that
he had not claimed tax credits before because it was ‘too much hassle

for £645', In 2008/09 he will be entitled to several thousand pounds of tax
credits as his trading income is only £16,000. He will also be entitled to a
further significant amount for 2009/10 because the claim will initially be based
on the 2008/09 income and is not displaced provided that his actual income
in 2009/10 year is not more than £25,000 higher,

However the claim for tax credits is time sensitive so by the time you provide
us with your annual accounts information, you may have missed the chance
to claim some of the amount on offer. This is because a tax credit claim can

only be backdated by three months from the date of the claim.

You may therefore wish to consider making a protective claim for tax credits
where there is any possibility that this may apply to you in the future. These
may initially show that you have no entitiement but may result in much higher
claims when adjusted for the lower income after claiming AlA. You can check
your entittement using the calculator on the HMRC website www.hmrc.gov.uk




