July 2005 enews - introduction 

The holiday season may be upon us but there has been no let up in the volume of news to report to you. If anything it has been a busier month than normal.
We report on two court cases decided this month - a House of Lords case on Employee Benefit Trusts and a High Court case involving VAT and charities. 

It has been a month for announcements of ‘crackdowns’. We include articles on the national minimum wage and the Financial Services Authority. Our round up of other news is varied and covers everything from licensing laws to Community Interest Companies. 

Happy reading!
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Construction industry scheme regulations

The Construction Industry Scheme (CIS) has been a feature of the UK tax system for over 30 years with heavy reliance on ‘paper’ to evidence payments between contractors and subcontractors. A revised CIS is being developed and is due to take effect in April 2006. 

· The new scheme will dispense with cards, certificates and vouchers. 

· Subcontractors must continue to register with the Revenue but will be able to do this electronically or by phone. There will be no ‘paper’ but the Revenue will confirm whether receipts will be net or gross.

· When contractors take on a new subcontractor there will be no card or certificate to look at. Instead they must contact the Revenue to confirm whether payment should be made net or gross. 

· Tax deduction vouchers will be replaced with a monthly statement which the contractor will submit to the Revenue. 

Detailed regulations providing operational detail in relation to the new regime have recently been issued. The start date is not formally confirmed but will not be before 6 April 2006. The Regulations and an explanatory memorandum can be viewed using the links below. 
Internet links:
The new regulations can be found at:
CIS regulations
For the explanatory memorandum to the regulations go to:
Explanatory memorandum
Government boost to help business bridge the equity gap
In its Pre-Budget Report of December 2003, the government outlined its proposals for the introduction of Enterprise Capital Funds (ECFs). The necessary State Aid clearance was granted by the EU in May 2005 and the scheme is now able to proceed. 
ECFs will provide government funding for business angels and venture capitalists to help small and medium sized businesses (SMEs) to bridge the ‘equity gap’.

The logic is that SMEs needing investment up to around £500,000 can generally access an informal funding network including family and friends. Larger businesses requiring funding above £2 million are usually more established and able to approach institutional investors. The gap between the two is known as the ‘equity gap’. 

The ECFs will operate as commercial Venture Capital funds and will invest in small high-growth businesses looking for up to £2 million of equity finance. 
Internet link:
To read more about the proposals go to:
DTI press release
crackdown on national minimum wage offenders
In October this year the national minimum wage for workers aged 22 and over will be increased to £5.05 per hour whilst the rate for those aged 18-21 will increase to £4.25 per hour. But not all employers pay their staff the going rate.
The government has recently announced a new approach to dealing with employers who fail to comply with the law. They are targeting traditionally low-paid sectors and intend to start with hairdressers. 

Anyone who thinks they are not being paid the national minimum wage can call a helpline number (0845 6000 678).

Internet link:

To read the DTI press release go to:
DTI press release
age discrimination to be outlawed
The government has recently published draft legislation to prevent age discrimination in the workplace. It is due to come into force on 1 October 2006.
The new measures will:

· ban age discrimination in the context of recruitment, promotion and training

· remove the current upper age limit (65) for unfair dismissal and redundancy rights

· introduce a default retirement age of 65 with a duty for employers to consider requests from employees for postponement of retirement.
Internet links:

The DTI press release can be found at:
DTI press release
The CBI has commented on the new measures. To read their news release go to:
CBI news release
deadline fast approaching for licensing law changes
The Forum of Private Business has warned that many small businesses selling alcohol (such as local shops) may soon find they are trading illegally unless they comply with new rules introduced under the Licensing Act 2003.
Old off-licence certificates expire at the end of November 2005 but businesses should apply under the new rules by 6 August 2005. The old one page application form which had to be renewed every three years at a cost of £30 has been replaced with over 20 pages of forms and a fee of nearly £190. There may also be additional amounts to pay on top of this such as legal fees and advertising costs. 

The FPB reports that ‘many businesses are now considering abandoning alcohol sales altogether because the cost of applying for the licence will exceed their annual profit’.

Internet link:

To read the FPB’s comments go to:

FPB press release
employee benefit trusts
The case of ‘Dextra’ has recently been heard in the House of Lords. It involved contributions made by a company to an Employee Benefit Trust (EBT) and the question of whether the contributions were tax deductible. The potential beneficiaries of the trust included past, present and future employees and officers of the companies in the group as well as their close relatives and dependants.
The House of Lords held that the contributions to the EBT were ‘potential emoluments’ (ie earnings) because there was a ‘realistic possibility’ that the trust funds would be used to pay emoluments at some point in time. In turn this meant that the company could only have a tax deduction in a given period for any trust funds actually paid out as emoluments and not for the full amount of contributions made to the EBT. To the extent that contributions made remained in the trust or were used, say, to make a loan to a beneficiary, tax relief would be denied. 
The decision potentially affects all EBTs where there is a ‘realistic possibility’ that the trust funds will be used to pay emoluments. However it is only ‘old’ contributions made before 27 November 2002 that are affected since legislation (in Finance Act 2003) governs the position for more recent contributions. 
Internet link: 

A brief summary of the case together with comment can be found at:

Summary of Dextra case
advisory fuel rates for company cars
Where employers reimburse employees for business travel in their company cars then so long as the rates paid do not exceed prescribed Revenue advisory rates there is no taxable profit and no Class 1 national insurance (NI) liability.
Where employers require employees to repay the cost of fuel used for private travel then, so long as the private mileage has been properly identified and the employee reimburses at a rate at least equal to the advisory rates, there will be no fuel benefit charge and no Class 1A NI liability. 

The advisory rates have been revised and the new rates in pence per mile, which apply to all journeys made on or after 1 July 2005, are set out below. On closer inspection it is only the rates for engine sizes over 2000cc that have been amended.

	Engine Size
	Petrol 
	Diesel
	LPG 

	1400cc or less
	10p 
	9p 
	7p 

	1401cc to 2000cc
	12p
	9p
	8p 

	Over 2000cc
	16p
	13p
	10p


Internet link:  

To read further detail and see the current and earlier rates in full go to:
Revenue press release
default surcharge for large employers
Large employers (those with 250 or more employees) have, since the beginning of the 2004/05 tax year, had to pay their PAYE and national insurance electronically. The due date for payment is the 22nd of each month. 
Late payment can lead to imposition of a surcharge. The surcharge period starts when the first default occurs and does not end until there has been a complete tax year with no defaults. The amount of surcharge depends on how many late payments there are. Each default attracts a percentage rate of surcharge which increases as the number of defaults rises. 

The Revenue has started to issue default surcharge notices for the 2004/05 tax year. The employer has a right of appeal against a notice either on the grounds that they are not a large employer or that they had a ‘reasonable excuse’ for late payment. Inability to pay is not a reasonable excuse.

Internet links:  

To access Revenue information on the surcharge go to:

Revenue press release
Details on electronic payment
Details on the surcharge
fsa targets illegal insurance brokers
The Financial Services Authority (FSA) took on statutory responsibility for regulating general insurance business in January 2005. It has recently announced a crackdown on businesses that are acting illegally by conducting insurance business whilst unauthorised.
The advice is clear: act now and either become authorised or stop carrying out insurance business. The crackdown has initially focused on motor dealers, property managers, travel agents, high value retail outlets and removal and storage firms.

The FSA also urges consumers to check that the firm they plan to do business with is authorised. Details can be found on the FSA website.
Internet link:

The FSA press release can be found at:

FSA press release
Vat:option to tax
Customs has issued a Business Brief clarifying its policy in relation to the exercise of its discretion to accept a belated notification of an option to tax land and buildings. 
The basic rule is that Customs must be notified in writing within 30 days of the date on which the decision to opt to tax was made. However they have the power to accept notification outside the 30 day period and this is designed to cover situations where a trader has genuinely made the decision to opt to tax, but has failed to notify Customs in time. The Business Brief gives further details on the exercise of Customs’ discretion to accept late notification. 

Internet link

To read Customs’ Business Brief go to:

Customs Business Brief
vat exemption for not for profit organisations
A recent High Court case involving Bournemouth Symphony Orchestra (a registered charity) has held that the orchestra did not qualify for a VAT exemption in respect of its admission charges. The exemption is only available where the organisation is managed on an ‘essentially’ voluntary basis. The orchestra employed a paid managing director on its Board and so was not eligible for the exemption. There has been uncertainly for some time over which organisations qualify for the exemption. As long ago as 2002, the European Court of Justice found that London Zoo satisfied the criteria and was therefore entitled to treat its admission income as VAT-exempt.
The orchestra is considering taking its case further. The advice for similar organisations potentially affected by the decision is to review their position carefully.

fuel duty increase deferred
The government announced in the March 2005 Budget that due to volatility in the oil market, the annual inflation only increase in main fuel duties would be deferred until 1 September 2005. However the planned increase will not now go ahead in September due to continuing volatility and the position will be reviewed again at the time of the Pre-Budget Report later in the year. 
Internet link:

The government statement on fuel duty increases can be seen at:
Government statement
Community interest companies regulator
Community Interest Companies (CICs) are limited companies with special additional features created where a business (or other activity) is to be conducted at least partly for community benefit and not purely for private advantage. 

The legal framework for CICs took effect on 1 July 2005. Registration of a company as a CIC has to be approved by the Regulator. There is a new website (which you can access by following the link below) giving more details about CICs and the registration process.

Internet link:
Detail on CICs can be found on the Regulator’s new website at:

CIC regulator
