amendments to the research and development (R & D) tax credit scheme commence

The amendments to the R&D tax credit scheme introduced in the Finance Act 2003 took effect from 9 April 2003 for large companies. However the changes needed European Commission approval before they could commence for small and medium-sized companies (SMEs). 

This approval has now been given so that the relevant day for the changes to the SME scheme is 27 September 2003. 

The changes which are the same for large companies and SMEs are as follows:

Qualifying expenditure – minimum sum

The minimum expenditure in a year to qualify for R & D tax credits has been reduced from £25,000 to £10,000. This applies to accounting periods commencing on or after 9 April/27 September 2003. The limit applies to the amount of qualifying expenditure charged to the profit and loss account in the year. Where expenditure is carried forward as deferred development costs, the test is applied to the qualifying component of the amortisation charged in each year.

Qualifying expenditure – staff costs

The definition of staff costs is extended to cover workers paid through a third party and not employed by the R & D company. This allows R & D claims by companies which carry on R & D within the company (that is they do not subcontract the work out) but nevertheless use agency staff or staff provided by a third party to carry out the R & D work. However, the qualifying expenditure is restricted to 65% of the amounts paid unless connected party treatment is elected for. This change will apply to expenditure incurred on or after 9 April/27 September 2003, and there are special provisions dealing with workers provided by connected persons, restricting the qualifying expenditure to the costs of the staff provider.

Under the old rules, if an employee spent less than 20% of their time on R&D, the company could not claim R&D credit for those costs. On the other hand, someone spending more than 80% of their time on R&D could have all of their costs included in the R&D credit claim. This rule has been abolished so that a simple apportionment rule now applies to all staff costs. This is intended to simplify the position. 

final regulations – mandatory e-payment and e-filing for PAYE

The Statutory Instruments necessary to implement the detail of the mandatory electronic filing and electronic payment rules due to commence in 2004 have now been approved. These are accompanied by regulations setting out the incentive scheme for smaller employers to encourage them to file PAYE returns electronically; this scheme also commences in 2004. The largest employers are affected by mandatory e-filing and e-payment, and affected employers will be notified by the Inland Revenue that they are required to both file and pay electronically.

The regulations implement the mandatory e-filing system as anticipated. Employers with 250 employees or more will be required to file their PAYE returns electronically from 2004/05. A notice (an e-filing notice) will be issued to affected employers by 31 December following the specified date (the date at which the number of employees is determined) so that they know that they are subject to the legislation. 

Employers of 50 or more employees will join mandatory e-filing the following year – that is 2005/06, and smaller employers (those with fewer than 50 employees) will be required to file electronically from 2009/10. The incentive payments on offer for small employers to encourage voluntary e-filing will be as previously suggested at £250 for each of the first two years (2004/05 and 2005/06) reducing successively to £150, £100 and finally £75 in 2008/09.

Acceptable forms of e-filing include :

· PAYE Online for Employers

· PAYE Online for Agents.

The specified date, at which the number of employees is determined is 26 October 2003 for the purposes of both e-filing and e-payment.

The mandatory electronic payments regulations have also been implemented at the same time. Once again they apply to large employers with at least 250 employees, and affected employers will be notified. 

Mandatory e-payment commences for the 2004/05 tax year, so that payments commence in May 2004. There will be 17 days allowed after the end of the income tax month for e-payment, making the due date 22nd of each month rather than 19th. Funds must be available to the Revenue by the due date, otherwise surcharges will apply. 

Acceptable methods of electronic payment have been specified in Inland Revenue directions issued for this purpose. Acceptable methods are : 

· BACS direct debit

· CHAPS 

· Debit card over the internet (Billpay)

· Paymaster

· Bank Giro and 

· Alliance and Leicester Commercial Bank.

VAT change – vending and amusement machines

Customs and Excise have announced a change in policy regarding the VAT liability of supplies made by a site owner to the operator of vending and amusement machines and similar. 

As a result of an appeal case which has been decided by the European Court of Justice, such supplies will no longer be exempt but will be subject to standard rated VAT. Business Brief 1/99 originally set out the treatment of these supplies, but that publication has now been withdrawn and replaced by Business Brief 18/03. Suppliers must apply the new treatment from 1 January 2004, and in some cases suppliers may now need to register for VAT.

The case of Sinclair Collis was referred to the ECJ which considered whether the supply made by the owner of the land to the operator of the machine was to be regarded as an exempt supply of land or not. The court ruled that payments made to owners of sites by machine operators (frequently a percentage of the machine revenue) is not a payment in respect of a licence to occupy land, but is made in respect of a taxable supply. This means that the supplies made by site owners are no longer exempt (subject to the option to tax) but standard rated.

The change has been delayed until 1 January 2004 to allow affected businesses to find out about the change and make arrangements to implement it, including registering for VAT if they consider that necessary. Some site owners deregistered for VAT when the original Sinclair Collis ruling was publicised in Business Brief 1/99, so they will need to review their position and if necessary re register in respect of their standard rated supplies. 

More information on the change is in Business Brief 18/03 available from Customs website.

WebLinks :  Business Brief 18/03 is at

http://www.hmce.gov.uk/news/bb-1803.htm
construction industry scheme reform

The Chancellor announced in the 2003 Budget that reform of the Construction industry tax deduction scheme is to press ahead at a steady pace to allow plenty of time to commence the new scheme in 2005. The Inland Revenue has now published a summary of the responses to the 2002 consultation document on planned reforms as a preface to the issue of a further consultation. You can obtain a copy of the responses from the Revenue website – details below.

The consultation document for change was published at the time of the pre- Budget Report in 2002, and the review of responses has been slow in being published. The amendments to the existing scheme have three main aims :

· to reduce the regulatory burden of the scheme on construction businesses;

· to improve the level of compliance by construction businesses with their tax obligations, and

· to help construction businesses get the employment status of their workers right.

The summary of responses draws on the 202 formal written responses to the proposals and the 20 or more meetings with industry representatives held during the consultation period ending in February of this year. It is divided into three sections: 

· aspects of the specific proposals which were well received

· aspects where concern was expressed, or respondents wanted more detail on how the proposal could work in detail before being willing to support it, and

· suggestions made by respondents for changes to the scheme and alternatives to the proposed changes.

Those affected by the changes may wish to read the responses in full – we can expect the next stage soon, and the 2003 pre-Budget report (which we expect to be delayed until December) may bring the next formal consultation on the changes. In the meantime, there are clear indications in the summary of responses how the Inland Revenue plans to progress.

WebLinks : The responses to the 2002 consultation document are available in PDF format at www.inlandrevenue.gov.uk/consult_new/cis-reform-responses.pdf
