december 2005 enews – introduction 

Welcome to the last enews of 2005. You may be winding down for a well earned break over Christmas and the New Year but there has been no let up in the flow of news items we have to report to you. Indeed quite the opposite. It has been a very busy month. At the beginning of the month Gordon Brown presented his Pre-Budget Report. The announcements have been well reported by now but we highlight a couple of important changes for business. Perhaps more significantly we report on the judgment in the Arctic Systems case where we see a victory for both the taxpayer and common sense. 

We also impart some happy Christmas party advice!

With very best wishes for a happy Christmas and a prosperous 2006.

CONTENTS
Arctic Systems – the verdict


Some highlights of the recent Pre-Budget Report
VAT receipts and employee mileage claims
Tax credits fraud
Explaining fathers’ rights
Defra plans to simplify regulations and reduce costs on business
Unscrambling your tax code
Faster clearance on electronic payments
Small business winning government contracts
Data protection compliance crackdown
Health and safety news
DTI research dispels some myths
Improving your website
Happy Christmas party advice
Arctic systems – the verdict

At last, a bit of Christmas cheer!  No, not from Gordon Brown’s Pre-Budget Report on 5 December, which contained more convoluted ways of raising tax, (but we have come to expect that from the Chancellor!) but from the Court of Appeal.  
On Thursday 15 December the judgment in the Arctic Systems case was issued, which creates a little more certainty for tax returns that have to be filed by 31 January 2006.  The decision went in the taxpayers’ favour.  

For those of you in need of a reminder, the case hinged on whether dividends paid by the company to the wife (who was not a higher rate taxpayer) could be taxed instead on her husband (who was a higher rate taxpayer). In the High Court the Judge decided that they could applying what he referred to as ‘well established principles’ (namely legislation relating to settlements and arrangements) to the case. The Court of Appeal has overturned the High Court’s decision. This is clearly good news! The court has refused the Revenue leave to appeal to the House of Lords. However this does not mean that the Revenue may not apply for leave to appeal and so we shall have to wait and see whether or not this is the end of the road. 

You can read the full Court of Appeal judgment by clicking on the link below, but in summary the Court of Appeal made clear that the settlement rules could only apply if there was an element of ‘bounty’. The High Court had argued that an intention to provide bounty in the future was enough for the rules to be applied but the Court of Appeal disagreed. In essence, at the time the company was created and Mrs Jones subscribed for her share, there was no agreement as to the future income of the company or indeed what would happen to it by way of salary and/or dividend payments. Quoting from the Court of Appeal judgment:

‘In the absence of any service agreement between the Company and Mr Jones I am unable to accept that the payment of modest salaries to Mr Jones was any part of the arrangement. Similarly the declaration of the dividends was not arranged in advance; it was dependent on the trading fortunes of the Company. Further, as counsel for Mr Jones submitted, and, as I accept, the fact that the structure being set up might lend itself in the future to some tax mitigation is irrelevant to the existence of an element of bounty. ‘
Internet Link:
If you would like to read the full judgment go to:
Court of Appeal's decision
some highlights of the recent Pre-budget report

The Chancellor’s recent Pre-Budget Report included two important business measures. 

Firstly a starting rate of corporation tax of 0% was introduced in 2002 and applies to companies with taxable profits of £10,000 or less. Companies with profits between £10,000 and £50,000 currently enjoy a marginal relief from the small companies’ rate of 19%.  

In 2004, the government thought the system was being ‘abused’ and introduced a ‘non-corporate distribution rate’ of 19% on companies to the extent that profits were distributed. 

The result has been a complex system and the government has therefore decided to replace the non-corporate distribution and zero rates with a new single banding set at the current small companies' rate of 19%.

Many will welcome the abolition of a complex system but it does mean that all small companies will pay corporation tax at 19% whether or not profits are retained or distributed.

Secondly, changes were made in March 2005 which require income to be recognised as a ‘contract for services’ progresses, and before an invoice has been raised. This will mean that many businesses, including accountants and other businesses who work under service contracts, will be recognising income before an invoice has been issued to a customer and therefore before payment has been received.

Legislation will be introduced in Finance Bill 2006 to allow businesses to spread any additional tax charged as a result over three (or in some cases six) years. This is a most welcome response to lobbying by the professional bodies. Talk to us if you feel your business may be affected by these changes.

Internet Link:
The Press Notices and other related documents can be found at:

Pre-Budget Report notices
VAT receipts and employee mileage claims

HM Revenue & Customs has announced changes to the procedures for input VAT recovery by employers on employees’ mileage allowances.  In future employees will have to produce a garage VAT receipt to support the claim for expenses made.  Without this supporting receipt the employer will not be able to reclaim the input VAT on the fuel element of the expenses.  The changes become effective from 1 January 2006.
Internet Links:
To read the HMRC announcement go to:

Press release
Click here for full details of the changes:

Business Brief 22/05
Tax credits fraud

HM Revenue & Customs (HMRC) has recently closed the service that allowed online tax credits claims to be made, after it was discovered that the system had been used to make up to £30 million of fraudulent claims.  

It appears that the identities of staff from the Department of Work and Pensions (DWP) (possibly as many as 1,500, according to reports) had been stolen and used to make fraudulent claims at the tax credits e-portal.

DWP and HMRC are now carrying out an in-depth investigation into how the fraud happened and a criminal investigation is underway.  HMRC is setting up a dedicated helpline for any DWP staff who think they may have been affected.

Meanwhile, tax credit claims can still be made by post, telephone or in person.  
Internet Links:

Click here for an article in the Times about the fraud:
Times article
Click here for the HMRC announcement:

HMRC announcement
Explaining fathers' rights
A Citizens' Advice Bureau (CAB) briefing has highlighted a number of cases whereby businesses have not explained to staff their rights under legislation surrounding parental leave. 
The CAB cases have revealed that a number of male employees are being refused the two weeks' paternity leave to which they are legally entitled because they have not been informed that they need to give 15 weeks' notice.  

The CAB is currently lobbying the Government to reduce this notice period for new fathers. Certainly it does seem a rather long notice period for a maximum of two weeks’ paternity leave. 
Internet Link:

To read the CAB’s comment and briefing go to:

CAB - press release
Defra plans to simplify regulations and reduce costs on business
In line with the Government’s better regulation agenda, the Department for Environment, Food and Rural Affairs (Defra) has announced plans to simplify its regulations and reduce the burden of red tape on businesses.  64 initiatives are underway to simplify Defra regulations and reduce business burdens.  The measures are expected to save business more than £86m each year.  Further initiatives are also expected over the coming months.

The plan's suggestions for simplifying regulations include: 

· reducing red tape for the water industry by working with the Environment Agency, Ofwat, the Drinking Water Inspectorate and water companies to identify and take action on areas with high administrative burdens
· a review of domestic and EU commercial fishing legislation aimed at reducing administrative and policy burdens on industry and

· integration of the permitting regimes for Waste and Pollution and Prevention Control to reduce burdens on industry.
Internet Links:

To read the press release announcing the plans go to:

Press Release
To view the simplification plan go to:

Lifting the Burden
unscrambling your tax code

The Revenue has announced that, following a pilot scheme in south west England, more than 20 million taxpayers will be receiving new style PAYE coding notices over the next few months. The new style is intended to improve understanding of how tax codes are calculated. The Revenue reckons that about 20% of all enquiries made to them each year relate to tax codes.
Internet Link:

The Revenue’s Press Release can be found at:
Press Release
faster clearance on electronic payments

The Office of Fair Trading has welcomed detailed proposals to reduce clearing times for electronic banking payments. The new system, to be introduced by the end of 2007, will mean that payments made over the phone or via the internet will be transferred within hours rather than taking the current three working days. 
Internet Link:

Read the Press notice at:

OFT press notice
Small businesses winning government contracts

Figures published recently indicate that more government contracts are being won by small businesses, although there is still room for further improvement. To help increase this figure a new guide has been launched to encourage more public sector procurers to use smaller suppliers.

Published by the DTI's Small Business Service and the Office of Government Commerce (OGC), the guide is called “Smaller Supplier - Better Value”.

Internet Link:

To access the guide go to:

SBS press release
Data protection compliance crackdown 

The Information Commissioner's Office (ICO) has announced a crackdown on firms that persistently fail to meet their obligations under the Data Protection Act 1998.  The new initiative will see less time and resources spent on firms that mistakenly fall foul of the regulations and more on those that deliberately abuse the law, or where the failure to comply results in serious consequences.  Serious consequences are defined as those that result in serious (perhaps career-threatening) harm to one individual or less serious harm to many people. 

Other criteria for taking action will include deliberate, wilful or cavalier conduct, or the need to set an example or clarify the law.  

The Deputy Information Commissioner announced:
“We will not place unreasonable demands on businesses selected for attention, but in return we will expect them to co-operate with us.  Negotiation will continue to be our first option but businesses should be warned that we will not hesitate to take legal action where necessary. Such action will always be proportionate to the mischief it seeks to address.”

Internet Links:

To find out more about the crackdown go to:

Press release
The Regulatory Action Strategy is available on the ICO website at:

Regulatory Action Strategy.pdf
Health and safety news
A new website has been launched by the European Agency for Safety and Health at Work which aims to provide businesses with practical information and examples of good practice in occupational health and safety in the workplace.  The site has a section tailored for small businesses and offers details of sources of advice on health and safety issues.

In Great Britain, the Health and Safety Executive (HSE) has published a draft version of its plans to simplify health and safety legislation in line with the Government's better regulation agenda. The plan outlines the HSE's intentions to develop regulations that are easy to understand and comply with.  Key themes include: 

· simplification for business

· changing culture
· simplifying existing legislation and

· joined up enforcement.

The HSE has also published up to date guidance on the safe operation of vehicles in the workplace.  As well as the full guide, a free booklet, which provides an extensive overview of the subject, has also been published.
Internet Links:

The new website can be accessed at:

European Agency for Safety and Health at Work
The HSE’s simplification plans can be seen at: 

HSE.gov.uk
The guidance on vehicle operating safety can be found at:

HSE press releases
DTI research dispells some myths

New research from the DTI has revealed there are a number of myths surrounding starting and running a business.  These myths are potentially damaging as they can discourage people from taking the plunge and starting up their own business.  Examples include:

MYTH  
it takes many years to start a business from scratch

FACT

most businesses are established within six months

MYTH 
the rejection figure for business loan applications is significantly higher than it is

FACT  
overall, only between 10% and 20% of applications are rejected.
Internet Link:
To find out more about the research go to:

SBS press release
Improving your website

The Royal National Institute for the Blind (RNIB) and disability and technology charity AbilityNet have teamed up to offer a new web accessibility assessment. ‘See it Right: UseAbility’ combines RNIB's ‘See it Right’ expert accessibility assessment with accessibility and usability testing carried out by AbilityNet's panel of web users with disabilities.
There is a growing demand for independently assessed user testing of websites as part of an accessibility audit, designed to help organisations comply with the 1995 Disability Discrimination Act.  If all of the recommendations from the assessments are implemented successfully, websites will be eligible to display the new ‘See it Right: UseAbility’ logo.

Internet Link:

To find out more about the assessment go to:

Abilitynet
Happy christmas party advice

And finally, it wouldn’t be the festive season without some suitably themed advice!  The Advisory, Conciliation and Arbitration Service (Acas) has commented that many organisations find themselves with problems on their hands over the Christmas period, particularly the fall-out from the office party.  Therefore, they have provided the answers to some particularly topical questions.  For example, as an employer, do you have any responsibilities towards an employee who has clearly drunk too much at the office Christmas party and is planning to drive home?

Internet Link:

If you’d like to know the answer, click on the link below:

Acas advice
