august 2005 enews - introduction 

August has been a bumper month for the introduction of detailed regulations. We bring you news on the Construction Industry Scheme, diesel company cars, tax credit payments and the new regime for the taxation of pensions. 

We have also included the latest insolvency statistics, which show an alarming rise in the number of individual insolvencies, as well as news on how the BACS system and post charging structure are set to change.
If you have any comments or questions please let us know - we welcome your views.
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The new construction industry scheme (CIS)

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 new CIS has been developed and will 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 payments should be made to them net or gross.

· Verification – 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. 

It is however still questionable as to whether the construction industry is ready for these fundamental changes. In particular the new regime places the onus on the contractor to consider the employment status of the workers they employ.

The Revenue has recently issued a new detailed guidance booklet on the new CIS which will replace the current booklet (IR14/15(CIS)). The guide is accompanied by nine factsheets. The Revenue promises an update of these documents in the New Year and that printed copies will be sent out to all contractors in January 2006.

Internet link:

To access the Revenue’s guidance and factsheets go to:

Revenue's guidance and factsheets on CIS
insolvencies

The DTI has recently published statistics showing the number of insolvencies in the second quarter of 2005. The number of company liquidations was 12.5% up on the previous quarter and 6% up on the same period a year ago. 

However it is the figures for individual insolvencies that grab the headlines. More than 15,000 people went bankrupt or became insolvent through an Individual Voluntary Arrangement (IVA) in the second quarter. This shows an increase of nearly 12% on the previous quarter and almost 37% on the same period a year ago. The increase in the number of IVAs shows the increased awareness of this route as an alternative to bankruptcy. An IVA is less restrictive than a bankruptcy – it is still possible to operate a normal bank account and be a company director for example. Part of the blame for the increase has been laid at the door of excessive credit card use.

Internet link:

For more detail on the statistics go to:

DTI press release
Government funding

A new £5 million fund known as the Business Incubation Development Fund has been launched. This follows the Chancellor’s promise in this year’s Budget of additional funding to help business start ups in disadvantaged areas of the UK.

Under the three year funding programme, awards of up to £150,000 will be made to businesses to cover 50% of eligible project costs. Businesses will be judged on a number of factors including how many new companies they plan to help with the funds. However time is tight. Applications should be made to UK Business Incubation by 30 September 2005.

A further £25 million government fund - the Public Sector Research Exploitation Fund (PSRE) has also recently been launched. This is available to public sector organisations carrying out research and applications for funding can be made until 5 November 2005.

Internet links:

For further information on the Business Incubation Development Fund see:

ukbi website
Public Sector Research Exploitation Fund:

DTI press release
bogus agencies

The Information Commissioner’s Office (ICO) reports that a scam involving bogus data protection notification agencies is currently doing the rounds again. Businesses are receiving letters from official sounding bodies (often with the words ‘data protection’ and/or ‘enforcement’ in their title) demanding up to £135 for registration under the Data Protection Act. 

The ICO reminds businesses that they are the only statutory authority for administering and maintaining the public register of Data Controllers. Furthermore correspondence from them always bears their address: Wycliffe House, Water Lane, Wilmslow, Cheshire. The genuine fee for notification is £35 only.

Internet link:

A list of fraudulent bodies sending out letters can be found at:

ICO news
goodwill on incorporation

In recent years many businesses have incorporated, at least partly, to take advantage of the zero per cent rate of corporation tax applying to the first £10,000 of profits generated by smaller companies.
The Revenue are now looking closely at the value of goodwill attaching to the unincorporated business which was in many cases ‘sold’ to the new company for a one-off tax-free windfall. In turn this has been possible because of the way the capital gains tax rules operate. 

Goodwill is broadly the value of the business over and above the value of any physical assets.

The Revenue believe that goodwill may have been overvalued, with the result that (additional) tax may now be due, and have suggested that they will only accept valuations of goodwill made on a genuine arm’s length basis. 

Internet links:

For a summary of the Revenue’s views go to:

http://www.shout99.com/
To read the Telegraph article referred to see:

Telegraph article
government missing targets to help small business
According to a Confederation of British Industry (CBI) report, the government has failed to hit the majority of its targets to stimulate and encourage the development of small businesses.
The report considers the seven strategic themes that the government established in order to make the UK the best place in the world to start and grow a business by 2005.  These were to:

· build an enterprise culture (failed)
· make it easier to start up a firm (achieved)
· encourage entrepreneurs in disadvantaged areas and by under-represented groups (failed)
· make government more accessible and helpful (achieved)

· improve regulation (failed)

· improve access to funding (achieved)

· create a positive environment for growth (failed).
Internet link:

The CBI press release and report can be found at:
CBI press release
international accounting standards and uk tax

The Revenue has substantially revised and updated the section of its website covering International Accounting Standards (IAS) following recent further legislative changes in this area. 

The legislation is aimed at ensuring that companies choosing to adopt IAS to draw up their accounts receive broadly equivalent tax treatment to companies that continue to use UK GAAP (Generally Accepted Accounting Practice).

Internet link: 

The detailed guidance can be found at:

Revenue guidance
diesel company cars

Since April 2002, company cars have been taxed according to their list price and the CO2 emissions of the car. A percentage of the list price (generally between 15% and 35%) is taxed dependant on the level of CO2 emissions.

Diesel cars initially attracted a 3% supplement to reflect the fact that whilst they generally have lower CO2 emissions than equivalent petrol cars, they emit higher levels of other pollutants. However for ‘clean’ diesels (ie those meeting the Euro IV emissions standards) the 3% supplement was waived. As announced back in 2004, the waiver for clean diesels is being abolished from 6 April 2006 for all diesel cars registered on or after 1 January 2006. The enabling legislation is now in place. 

The message is clear - any new diesel company car registered by the end of 2005 will retain the benefit of the waiver even after 5 April 2006. On a £25,000 car the waiver is worth £300 a year to a higher rate taxpayer. Every little helps!

Internet links:  

The Regulations can be found at:

Regulations
For an explanatory memorandum go to:

The regulations explained
tax credit payments by employers

Employers currently pay Working Tax Credits (WTC) to their employees through the payroll if instructed to do so by the Revenue. However this places compliance costs on business and consequently payment through employers is to be phased out. 

In the 2005 Budget, the Chancellor announced that the phasing out would take place between November 2005 and April 2006. The necessary regulations have now been put in place.

More specifically:

· all new claimants of WTC will be paid directly by the Revenue with effect from 7 November 2005

· existing claimants will be paid by the Revenue from 1 April 2006

· there is a requirement for employers to write to employees to whom they currently pay WTC to alert them of the forthcoming change.

Internet links:  

The Regulations can be found at:

Regulations
For an explanatory memorandum go to:

The regulations explained
taxation of pensions

The start date for the introduction of the new regime for the taxation of pensions is fast approaching - April 2006.

Further legislation is being put in place to deal with transitional protection and anti-avoidance measures. Meanwhile research suggests that over a third of small businesses are unaware of what the changes will involve. 

Internet link:

For further detail go to:

Revenue pensions information
changes to bacs

The current BACS (Bankers Automated Clearing Service) will be discontinued in December 2005. At the time of writing around one third of small businesses have yet to make plans to meet the deadline.

The replacement BACSTEL-IP is a completely new internet-based method for making submissions and collecting reports. The new system promises faster transactions than its predecessor. Banks and suppliers of BACS-approved software have already converted many businesses but there are many that still need to upgrade their software and packages must be approved through the BACS approved software service. There are more than 20 suppliers but your choice is likely to be heavily influenced by your business bank.

So if you don’t want to be in the position of having to make wage and other payments by cheque or cash come the end of the year then you need to take action sooner rather than later. 

Internet links:

To read an article summarising the position go to:

Personnel Today article



To find out more about the Bacstel-IP system go to:

www.bacs.co.uk/
POST CHARGES SET TO CHANGE 
Royal Mail has announced changes to the way that post will be charged.  With effect from 4 September 2006, post will be classified as either:
· letter

· large letter

· packet

and will be charged by size as well as weight.  The changes are expected to affect prices on around 20% of stamped mail for consumers and 30% of business mail.

Internet link:

Information about the changes can be found at: 
Royal Mail - Pricing in Proportion
