paye regulations

The PAYE regulations provide the legal basis for the day to day operation of PAYE. They are 60 years old and a rewrite was therefore long overdue. The regulations have now been rewritten and the new version will take effect on 6 April 2004. For the majority of employers and employees it will be ‘business as usual’. However there are a few minor changes that will mean changes for some employers in some circumstances:

· agencies must issue a P45 to an agency worker when either the worker goes ‘off the books’ or the agency has not paid the worker for three months

· some changes have been made to the rules applying on the death of an employee or pensioner

· employers must notify the Revenue when they become aware that a system for splitting tips (a tronc) is in existence

· when relevant, for tax years 2004/05 onwards, all versions of form P60 must show three sets of pay and tax:

- from previous employments in the same tax year

- from the current employment

- totals for the whole year.

Internet Links: further details can be found on: 

http://www.inlandrevenue.gov.uk/employers/stoppress.htm
action plan for small business

The government has produced an ‘Action Plan for Small Business’ which is intended to provide a package of practical support for businesses. The plan includes proposals for common commencement dates for regulations affecting business. It is likely to involve setting common annual dates for the introduction of new health and safety, consumer safety and other regulations. Those running businesses should welcome the initiative as a move to give them more certainty and stability. 

Matthew Fell, CBI Head of Enterprise said:

“The introduction of business legislation on just a few set dates throughout the year could potentially ease the regulatory burden that is acutely felt by smaller firms, saving management time previously lost constantly scanning the business environment for new legislation.”

Common commencement dates for the introduction of employment regulations have already been announced and take effect this year. 

Internet Links:

The DTI News Release can be found at:

http://213.38.88.221/gnn/national.nsf/TI/2671A920D5F2060880256E15003FB81D?opendocument
applying for a vat registration number

Customs and Excise have recently issued a Press Release explaining why some businesses are experiencing delays in obtaining VAT registration numbers from them. The delay they say is due to a significant and unexpected increase in the number of applications to register. This is turn is due to “various initiatives introduced to support small businesses.” Customs say that they are doing all that they can to minimise the impact but backlogs are occurring.

Customs’ aim is to issue a registration number within 15 days but they accept that some registrations are currently taking up to eight weeks. Whilst there doesn’t seem to be much that can be done about the delays, Customs advice is to “ensure that your application is complete and correct” since this is likely to speed up the process.

In the meantime a business that needs to invoice its customers should make use of the provisions available for invoicing while a VAT number is being processed. The information is contained in paragraph 4.1 of Customs Notice 700/1 which can be found on Customs website.

Internet Links: Applying for a VAT registration number: Update for businesses January 2004 

http://www.hmce.gov.uk/business/vat/vat-reg-apply-update.htm
vat flat rate scheme

The flat rate scheme for small businesses was introduced in 2002. The purpose of the scheme is to reduce the administrative burden imposed when operating VAT.  

Under the scheme a set percentage is applied to the turnover of the business as a one-off calculation instead of having to identify and record the VAT on each sale and purchase made. 

In his recent Pre-Budget Report, Chancellor Gordon Brown announced some improvements to the scheme including lower percentage rates for all business sectors effective from 1 January 2004. The new rates range from 2% to 13.5% (compared to 5% to 14.5% previously). Businesses already in the scheme should check their sector and apply the new lower rate from 1 January 2004. Businesses already in the scheme but which have been VAT registered for less than a year are entitled to an additional 1% discount for transactions from 1 January 2004 until the first anniversary of the registration date.

The scheme is designed to reduce administration although it is only attractive if it does not result in additional VAT liabilities.  The only way to establish whether your business will benefit is to carry out a calculation and comparison of the normal rules and the flat rate rules. This in itself imposes a not insignificant amount of work. However we can help you with this and, in addition, Customs has introduced an online ready reckoner to help decide whether or not the scheme will be beneficial.

Internet Links:  

Information about the flat rate scheme can be found at:

http://www.hmce.gov.uk/business/services/flat-rate-dets.htm
The ready reckoner can be found at:

http://212.100.226.149/hmc/HMC?cmd=sector&action=listtrade&?rnd=-742424700
window of opportunity for capital allowances claims

Until 31 March this year, small businesses are able to claim a 100% tax write-off for capital expenditure on computer equipment. The enhanced allowances were expected to run out at the end of March 2003 but the Chancellor announced a surprise 12 month extension in his 2003 Budget. We cannot rely on him doing the same again this year so think about buying that new computer before rather than after 31 March 2004.

In addition with effect from 30 January the thresholds which determine whether a business is ‘small’ have been increased so that many more businesses will potentially qualify for the 100% allowances. The old and new limits are set out below.





Old limits


New limits

Turnover not more than
£2.8 m


£5.6m

Balance sheet total 

not more than

£1.4m



£2.8m

Number of employees

not more than

50



50 

Internet Links:  

The DTI News Release can be found at:

http://213.38.88.221/gnn/national.nsf/TI/3110E661163620A980256E1A0048D893?opendocument
caravan park success

Those who run businesses whether as a sole trader, partnership or as a company will be aware that there is a very valuable inheritance tax (IHT) relief available referred to as business property relief (BPR). In many situations the relief is available at 100% so that no IHT liability arises on either a lifetime gift of the business or when it passes on death. However the relief is only available if the business is engaged in some sort of trade and is denied altogether on investment based businesses.

There has long been difficulty with those businesses that involve a mixture of the two. The most often quoted example of this is a residential caravan park where the site fees represent investment income but other services are provided and caravans often sold representing a trade. The Inland Revenue’s view in such cases has generally been to deny BPR only where the investment element exceeds 50% of the total business. There have been quite a number of cases proceeding to the courts on this thorny issue in recent years. The most recent (IRC v George) has been heard in the Court of Appeal where they found in favour of the taxpayer. In that case it was held that the holding of property as an investment was only one component of the business and not the main one. On of the judges said that it was difficult to understand why an active family business should be denied BPR because a necessary component of its profit-making activity was the use of land.

ANother fine mess?

In the UK, business tax computations are required to be prepared in accordance with generally accepted accounting practice. One of the important areas to which this is applied is work in progress (wip). The rule for many years has been that wip is included at cost (or ‘net realisable value’ if lower). This includes salaries of relevant employees but in the case of partnerships (and sole traders) excludes partners’ time.

A recent pronouncement by the Accounting Standards Board (by way of an ‘Amendment to Financial Reporting Standard 5 “Reporting the Substance of Transactions”: Revenue Recognition’) is giving some cause for concern. It seems to suggest that wip should now be valued at sales price rather than cost. Whilst the effect of the amendment is far from clears and urgent clarification is sought from the Accounting Standards Board, the effects could be very serious.

Assume that at 30 April 2003, a professional partnership had 500 hours of time ‘on the clock’ which was to be billed at £100 per hour but represented employee salary costs of only £5,000. The wip was valued for tax purposes at £5,000 at 30 April 2003.  If the effect of the amendment referred to above is to require wip to be uplifted to sales price then it will be revalued as at 30 April 2003 from £5,000 to £50,000 (500 x £100). The difference of £45,000 will be taxable on 30 April 2004 ie in 2004/05 so that significant extra tax will be due on 31 January 2006. Businesses with March year ends would suffer the hit one year earlier on 31 January 2005.

Last time something similar happened provisions were introduced to allow the additional tax to be spread over ten years. No similar relieving provision has yet been mentioned on this occasion.

Those likely to be hardest hit are professionals such as solicitors, barristers and, dare we say it, accountants. 

We don’t wish to ‘scaremonger’ because the effect is far from clear at this stage. However you may well have read something about the changes in the Press and we wanted to clarify as far as possible the current position. There is no doubt that there will be much lobbying by various professional bodies over the next few months and we will keep you up to date with any further announcements.

Class 2 National insurance contributions (NIC)

The self-employed can apply for an exemption from Class 2 NIC where profits are low. The limit for 2002/03 was £4,025. Where contributions have been paid for 2002/03 and it has become clear that profits for that year are below £4,025 a claim for repayment of contributions can be made. The deadline for such a claim would previously have been 31 December following the end of the tax year but has been extended to 31 January 2004 for 2002/03. In practice this means Friday 30 January as 31 January falls on a Saturday. On the other hand, paying contributions even where the exemption is available maintains a contributions record. The alternative voluntary Class 3 contributions are significantly higher than Class 2.

