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Age Discrimination

The Eguality A ct 2010 r eplaces all previous equality legisla tion,
including the Emplo ymen t Equality (A ge) Regulations 2006. The
Equality A ct covers age, disability, gender r eassignmen t, race,
religion or belie f, sex, sexual orien tation, marriage and civil
partnership and pr egnancy and ma ternity. These are now cal led
'protected char acteristics'.

The Act protects people o fany age, however, different tr eatmen t because o fage is no t
unlawful if y ou can demons trate thatitis a pr oportiona te me ans of mee ting a legitima te
aim. Age is the only pr otected characteristic tha t allows emplo yers to justify dir ect
discrimina tion. Emplo yers need t o ensur e the y have the appr opriate policie s and
procedures in place to deal with age discrimina tion and should r aise awareness of it so tha t
acts of discrimina tion on the gr ounds o f age can be pr evented.

Discrimination

Discrimination oc curs when someone is tr eated le ss favourably than ano ther person
because of their pr otectiv e characteristic.

There are four de finitions o f discrimina tion:

Direct Discrimina tion: treating someone le ss favourably than ano ther person because o f
their pr otectiv e characteristic

Indir ect Discrimina tion: having a c ondition, rule , policy or pr actice in y our company that
applie s to everyone but dis advantage s people with a pr otectiv e characteristic

Associativ e Discrimina tion: directly discrimina ting agains t someone because the y
associate with ano ther person who pos sesses a protected characteristic

Perceptiv e Discrimina tion: directly discrimina ting agains t someone because o thers think
they possess a partic ular protected char acteristic

Examples of Age Discrimination

An example o f dir ect discrimina tion w ould be wher e someone with al | the skil Is and

compe tencies to undertak e arole is not offered the position jus t because the y comple ted
their pr ofessional qualifica tion 30 y ears ago. Other e xample s could include r efusing t o hire
a 40 y ear old because o f a compan y's y outh ful image , not providing he alth insur ance to the
over 50's, colleague s nicknaming a ¢ olleague '‘Gramps' and no t promoting a 25y ear old
because the y may not command r espect.
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A busine ss requiring applican ts for a courier position t o have held a driving lic ence for fiv e
years is likely t o be guilty o findir ect discrimina tion. A higher pr oportion o f people aged
betw een 40 and abo ve wil | have fulfil led this crit eria than those aged 25. Other e xample s
of indir ect discrimina tion c ould include seeking an 'ener getic emplo yee', requiring 30y ears
of experienc e or asking clerical w orkers to pass a health t est.

An example o f per ceived discrimina tion c ould be wher e an older man who look s much
younger than hisy earsis not allowed to represent his compan y because the M anaging
Director think s he is t 00 y oung.

How ever, different tr eatmen t because o f age is no t unla wful if it can be ob jectiv ely justified
and y ou can demons trate that it is a pr oportiona te me ans of mee ting a legitima te aim. For
example , an emplo yer migh t argue tha tit w as appropriate and nec essary to refuse t o
recruit people o ver 60 wher e ther e is a long and e xpensiv e training period be fore starting
the job . How ever, cost by itself is no t capable o f justifying such an action.

Harassment

Harassment on the basis o fage is equal ly unlawful. For example , a mature trainee t eacher
may be t eased and t ormen ted in a school on the gr ounds o f age during the t eaching
experienc e. If no action is tak en by the he ad teacher, this ma y be tr eated as harassment.
An emplo yee may be writ ten off as 't oo slow' or 'an old timer'. Thist 0o could be seen as
harassment.

The Equality A ct 2010 c overed harassment by a thir d party, making emplo yers potentially
vicariously liable f or harassment of their s taff by people the y don't emplo y. How ever, this
has been r epealed with e ffect fr om Oct ober 2013 , and emplo yers wil | no longer ha ve the
risk of being held r esponsible if an e xternal thir d party har asses an emplo yee. How ever,
emplo yers must continue t o tak e 'all reasonable steps'to ensure that emplo yees don't
suffer harassment at w ork; ther efore it is r ecommended tha tyour harassment policy s till
states that y ou show 'zero tolerance' tow ards such behaviour.

Recruitment

Employers must be aware of the significanc e of the legisla tion at all stage s in the
recruitmen t process and to avoid br eaking the age rule s they should c onsider :

¥ removing age/da te of birth fr om adv erts f or example: ‘T rainee Sales Representatives..
envisaged age 21 -30 y ears'

¥ reviewing applica tion f orms t o ensure the y do no t ask f or unnec essary in formation about
periods and da tes

¥ avoiding asking f or 'so man y years of experienc €' in job de scriptions and person
specifications f or example: 'gr aduated in the las t seven years'

¥ avoiding using language tha t migh timply a pr eference for someone o fa certain age , such
as 'mature’, 'young', 'ener getic' or 'the a tmospher e in the o ffice, although demanding , is
lively, relaxed and y oung'

¥ ensuring tha t other visible me thods ar e used t o recruit gr aduates as well as univ ersity
mil k rounds, to avoid limiting opportunitie s to young gr aduates
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¥ focusing on c ompe tencies to undertak e a role and no t making in terview no tes that refer
to age consider ations

¥ never asking personal que stions nor mak e assumptions about he alth or ph ysical abilitie s

¥ never ask he alth r elated que stions be fore you have offered the individual a job

Service related bene fits

Employers are allowed to use a length o f servic e criterion in pa y and non-pa y bene fits o f
up to five years' service. Benefits based on o ver fiv e years service are also allowed if the
benefit r eflects a higher le vel of experienc e, rewards loyalty or incr eases or main tains
motivation and is applied equal ly to all emplo yees in similar situa tions. It is for the

emplo yer to demons trate that the v ariation in pa y/bene fits o ver fiv e years can be
objectiv ely jus tified.

Employers are recommended t o review their pa y and bene fits policie s to ensure thatthey
are based on e xperienc e, skills and other non-age r elated crit eria.

Redundancy

The existing statut ory paymen t provisions remain in plac e. Employers can, as be fore, pay
enhanced redundancy pa ymen ts. How ever, to avoid discrimina ting , emplo yers should use
the same age br ackets and multipliers as used when calc ulating s tatut ory redundancy pay.

Retirement

The default retirement age and the s tatut ory retiremen t procedure w ere abolished fr om
6th April 2011.

Employers that wish t o prescribe a compulsory r etirement age ma y do so only ifitis a

proportiona te me ans of achie ving a legitima te aim.

Action for emplo yers

Employers need t o undertak e the f ollowing t 0 ensure thatthe y are not breaking the la w:

¥ review equality policie s
¥ review emplo yee bene fits
¥ review policie s and procedures on retiremen t

¥ undertak e equality tr aining covering r ecruitmen t, promo tion and tr aining.

How w e can help

We wil | be mor e than happ y to provide y ou with as sistance or any additional in forma tion
required. Please contact us f or mor e detailed advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Agency Workers Regulations

Regulations which t ook e ffect from 1 Oct ober 2011 me an that
workers supplied t 0 a company, orto any other en tity, by an agency
wil | become en titled t o receive pay and basic w orking c onditions
equivalentto any directly emplo yed emplo yees after a 12 w eek
qualifying period.

Guidance for businesses and other emplo yers

Under the A gency W orkers Regulations w orkers supplied t o a company (ort o any other
entity) b y an agency wil | become en titled t o receive pay and basic w orking c onditions
equivalent to any directly emplo yed emplo yees after a 12 w eek qualifying period.

Where an agency w orker is at the en tity f or le ss than 12 w eeks, a minimum br eak of mor e
than six w eeks betw een assignmen ts with the s ame emplo yer wil | be nec essary for the
rights notto be available.

Supporting guidanc e

Guidance can be f ound on the GO V.UK website at https://www .gov.uk/go vernmen t/

publications/agency -w orkers-regulations-2010 -guidance-for-recruiters

Impact o f the Regulations

As explained belo w, most of the additional w ork, and much o f the risk and liability , wil | be
the r esponsibility o f the agencie s but it seems ¢ ertain tha t the y wil | pass the coston by
way of higher f ees.

More directly, wher e the 'Emplo yer' (see belo w) hir es staff for mor e than the 12 w eek
period, typical ly the c osts of hiring s taff wil | be gr eater. The Employer wil | also need t o
monit or the period o ftime the 'A gency Worker' has been a t their pr emise s and ther e may
be additional risk s and costs as a result.

Terms used in the R egula tions

Much of the guidanc e uses terms such as 'Tempor ary Work Agency' (the A gency supplying
the w orkers), the 'A gency W orker' and the 'Hir er' (being the en tity or busine ss wher e the
Agency W orker is w orking). In this summary w e have gener ally used the t erm 'Emplo yer/
Hirer' when w e me an the 'Hir er' although it is no t strictly the ¢ orrect legal t erm. We have
also used the w ord 'Agency' r ather than 'T empor ary Work A gency'.
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Rights of Agency Workers under the R egulations

Under the R egulations, from their firs t day w orking a t the Emplo yer/Hir er, the Emplo yer/
Hirer wil | be required to ensure that the A gency W orker can access what are called
‘collectiv e facilitie s' such as canteens, childcare, transport servic es, car parking , etc and tha t
they are able t o access information on al | job v acancies.

The Agency Worker's righ ts are to 'no le ss favourable tr eatmen t' in r elation t o the se
facilitie s, than tha t given to a compar able w orker. A compar able w orker is an emplo yee or
worker directly emplo yed by the emplo yer.

Then, after 12 w eeks in the s ame job , the 'equal tr eatmen t entitlemen ts' de scribed belo w
come in to force.

Equal treatment entitlements and the 'Qualifying C lock'’

After comple tion o f the 12 w eek qualifying period the A gency W orker is entitled t o the
same basic t erms and c onditions o f emplo ymen t as if the y had been dir ectly hir ed by the
Employer/Hir er. These w ould include:

key elemen ts of pay

duration o f w orking time

night w ork

rest periods

rest breaks

annual le ave

K K K K K KK

pregnant w orkers wil | be entitled t o paid time o ff for antenatal appoin tmen ts.

If a partic ular entittemen t commenc es only after a period o f servic e, for example , additional
annual le ave arises after one y ear of emplo ymen t, then the en titlemen t w ould only s tart
after one y ear plus 12 w eeks.

The term 'Qualifying C lock' is used t o illustrate the w orking o f the guidanc e.

The guidance refers to extensive anti-a voidance provisions pr eventing a serie s of
assignmen ts being s tructur ed in such a w ay as to prevent an A gency W orker from
comple ting the qualifying period and de  scribes when the Qualifying C lock can be r esetto
zero, wher e the clock '‘pause s' during a br eak, and wher e it continue s to 'tick' during a
break.

The example s given are extensive but include , for example:

¥ the clock is r eset to zero wher e an Agency W orker begins a ne w assignmen t (and a ne w
Employer/Hir er for this purpose is closely de fined) or ther e is a break of mor e than six
weeks

¥ the clock w ould be paused f or a break of no mor e than six w eeks and the w orker returns
to the s ame Emplo yer/Hir er, or a break of up t 0 28 w eeks because the w orker is
incapable o f w ork because o f sickne ss or injury
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¥ the clock c ontinue s to tick as a r esult of breaks to do with pr egnancy, childbirth, ma ternity
or paternity le ave.

There are many mor e example s given in the Busine ss, Energy and Indus trial Strategy (BEIS)
guidance.

Identification o f basic w orking and emplo yment ¢ onditions and
pay

Equal tr eatmen t covers basic w orking and emplo ymen t conditions included in the r elevant
contracts of dir ect recruits, which w ould normal ly me an terms and c¢ onditions laid out in
standar d contracts, pay scales, collectiv e agreemen ts or compan y hand book s. Where
available this w ould be the s ame pay, holidays, etc as if the A gency W orker had been
recruited as an emplo yee or w orker to the s ame job . There doe s not have to be a

compar able emplo yee (cal led a ‘compar ator') but it w ould be e asier to demons trate
complianc e with the R egulations wher e such a person is a vailable.

Pay is de fined as including and e xcluding a number o felemen ts, most of which ar e shown
below.

To be included in pa vy for this purpose:
basic pay based on an annual s alary equiv alent
overtime pa ymen ts

shift / unsocial hours al lowances

paymen t for annual le ave

bonus or c ommis sion paymen ts

K K K K K K

vouchers or s tamps with mone tary v alue which ar e not salary sacrifice scheme s.

Nott o be included:
¥ occupational sick pa y

¥ occupational pa ymen ts (agency w orkers wil | be covered by Auto-enrolmen t which
start ed to phase in fr om Oct ober 2012)

¥ occupational ma ternity , paternity or adop tion pay
¥ redundancy pa y / no tice pay
¥ majority o f bene fits in kind

¥ paymen ts requiring an eligibility period o  f emplo yment.

Working time and holida y entitlements

In addition t 0 an agency w orker's existing righ ts under the W orking Time R egulations 1998 ,
after 12 w eeks, the w orker become s entitled t o the s ame righ ts for w orking time , night
work, rest periods and r est breaks, annual le ave and o vertime r ates, as directly emplo yed
emplo yees.
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The guidanc e recognise s that some A gency W orkers already receive the se bene fits fr om

the date they join the Emplo yer/Hir er and men tion as an e xample tha t Emplo yers/Hir ers
often offer a lunch hour r ather than the minimum 20 minut e rest under the W orking Time
Regulations . The guidance also include s a reminder tha t the s tatut ory en tittemen tto paid
holiday leave is 5.6 w eeks per y ear.

Pregnant w orkers and ne w mo thers

After the 12 w eek qualifying period pr egnantw orkers wil | be allow ed paid time o fffor
antenatal appoin tmen ts and clas ses and if the y can no longer carry out the dutie s of their
original as signmen t the y wil | need t o be f ound alt ernative sources of w ork. If no such
alternative w ork is available fr om either the Emplo yer/Hir er or the A gency, the A gency
should pay the pr egnant w oman f or the r emaining e xpect ed dur ation o f the as signmen t.

The provisions o f the E quality A ct also apply , me aning tha t ther e is a risk tha t either an
Agency or the Emplo yer/Hir er could be guilty o f discrimina tion if a w orker w ere to receive
less favourable tr eatmen t as a result of their pr egnancy or ma ternity .

If the na ture of the as signmen t is such tha t ther e is a risk t 0 the w orker's he alth and s afety,
the A gency wil | need t o ask the Emplo yer/Hir er to carry out a w orkplace risk assessment,
which the y wil | need t o do.

Permanent emplo yment c ontract with the A gency

If the A gency W orker has a permanen t contract of emplo ymen t with the A gency then the
equal tr eatmen t provisions do no t need t o be complied with b y the Emplo yer/Hir er.

Information likely t o be requested by an Agency

To comply with the se Regulations, agencies may need t o collect certain in formation fr om
the Emplo yer/Hir er be fore an assignmen t begins . This is in addition t o their e xisting
obligations under wha t are known as the C onduct Regulations 2010 and the Gangmas ters
Licensing Regulations (f or the f ood, agric ultur al and shel Ifish sect ors).

Where an assignmen tis lik ely t o last for mor e than 12 w eeks, it wil | probably be good
practice for the A gency t o ask for information at an e arly stage though the R egulations do
not refer to any partic ular time scale.

Existing r egulations r equire information about :

hirer's iden tity, busine ss and location
start da te and dur ation

role, responsibilitie s and hours
experienc e, training , qualifica tions e tc

health and s afety risk

K K K K K K

expense s.

The details now r equired to comply with the A gency W orkers Regulations after the 12
w eek period ar e:
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¥ basic pay, overtime pa ymen ts, shift/unsocial hours al lowances and any risk paymen ts
¥ type s of bonus scheme s
¥ vouchers with mone tary v alue

¥ annual le ave entitlemen t.

It is lik ely tha t the A gency wil | also ask f or information about an y day one en titlemen ts
which ma y be available, even though the y are the r esponsibility o f the Emplo yer/Hir er.

Liability and remedie s

The responsibility lie s with the Emplo yer/Hir er to provide day one en titlemen ts and claims
would pr obably be agains t the Emplo yer/Hir er.

Claims with r egard to basic w orking and emplo ymen t conditions ¢ ould be agains t either
the Emplo yer/Hir er, or the A gency, or against bo th, depending on the na ture of the br each
and whe ther, for example , the Emplo yer/Hir er had f ailed t o provide in formation t o the
Agency. Claims w ould be made t 0 an Emplo ymen t Tribunal if no t resolved thr ough
grievance procedures and/or pos sibly thr ough the in volvement of ACAS

Employmen t Tribunals w ould be able t o award financial c ompens ation or r ecommend
action tha t should be tak en.

How w e can help

If you w ould lik e to discuss the implica tions o f the ne w Regulations f or y our busine ss in
mor e detail ple ase contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Annual Leave

Background

Under the W orking Time R egulations 1998 (as amended), w orkers are entitled t o paid
statut ory annual le ave of 5.6 w eeks (28 days if the emplo yee w orks five days a w eek).
This basic entitlemen tis inclusiv e of bank holida ys. This annual le ave entitlemen tis now
closertothatofw orkers in other European countrie s, wher e holiday allowance is typical ly
mor e gener ous. Workers in Ireland ar e entitled t 0 29 da ys; the highe st minimum
entitlemen tisin A ustria at 38 da ys.

Payment f or annual leave

A w orker is entitled t o be paid inr espect of any period o f annual le ave for which the y are
entitled, a tarate of one w eek's pay for each w eek's le ave. For emplo yees with normal
working hours aw eek's pay is the pa y due f or the basic hours the emplo yee is contracted
to work. Any regular contractual bonuse s or allow ances (except e xpense al low ances)
which do no t vary with the amoun tofw ork done ar e also included.

Commis sion has pr eviously no t been included in the calc ulation o f holida y pay, however,
following a ruling b y the European Court o f Justice (ECJ) which was recently upheld b y the
Court o f Appe al, when ¢ ommis sion is related to the number o f sales made whils tatw ork,
it should also be included in the calc ulation o f holida 'y pay. There w as a further appe al to
the Supreme Court, which w as not granted and emplo yers wil | now be r equired to comply
with this ruling. The me thod o f calculating such pa ymentsis notyet defined, butis lik ely to
be an average of previous mon ths' commis sion.

Guaranteed and non-guar anteed o vertime should also be included along withr  egular
voluntary o vertime pa ymen ts. The difference betw een non-guar anteed and v oluntary
overtime is tha tthe emplo yee is obliged t o do non-guar anteed overtime ifitis o ffered, but
can turn do wn v oluntary o vertime . Where the v oluntary o vertime is irr egular or ad hoc it
does not need t o be included unle ss it extends for a sufficient period o ftime on ar egular
and/or r ecurring basis . This include s overtime r egularly w orked at certain poin ts in the y ear,
for example a t Christmas, as well as frequently w orked overtime thr oughout the y ear.
These additional elemen ts need only be included f or the f our w eeks of statutory le ave
required by European law which is lo wer than the UK minimum o f5.6 w eeks, it can be
excluded f or any additional da ys above this.

Under the R egulations any statut ory annual le ave may not be r eplaced by a paymen tin
lieu, except on t ermina tion o f emplo ymen t. In such cases, a paymen t can be made f orany
untaken leave in the le ave year that t ermina tion oc curs. Paymen t may also be due f or any
carried o ver leave because o f ma ternity/adop tion le ave or sickne ss.
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Rolled up leave

The ECJ has ruled that it is unla wful f or emplo yers to roll up w orkers' annual le ave

paymen ts. In accordance with this it isr ecommended tha t emplo yers renego tiate contracts
involving such pa y for existing w orkers as soon as pos sible so tha t paymen t for statut ory
annual le ave is made a t the time when the le ave is tak en.

Requesting le ave

Employees should be al lowed to choose when the y tak e some o f their le ave although
many emplo yers do set certain c onditions , for example tha t only a ¢ ertain number o f
workers may tak e leave at the s ame time or tha tw orkers may nottak e mor e than a
certain number o f consecutive w orking da ys off in one go .

Itis common f or emplo yers to have a procedure in plac e for the se instances and it should
include the pr ocedure for notifica tion. If this is e xcluded then the legal position is tha tan
emplo yee reque sting a period o fleave must give notice of at le ast twic e the period o f
leave to his or her emplo yer. A similar arr angemen t of notice must be giv en by the
emplo yer if the y are reque sting the emplo yee to tak e leave at specific time s.

Firg year of emplo yment

Workers accrue their annual le ave entitlemen t on a pr o rata basis during their firs tyear of
emplo ymen t. This is calculated in r elation t o the pr oportion o fthe emplo ymen tyear
worked. Therefore, the annual le ave entitlemen t wil | accrue over the c ourse of the

worker's first year of emplo ymen t at the r ate of 1/12 o fthe annual en titlemen t, starting

on the firs t day of each mon th. If the calc ulation doe s not resultin an e xact number o fdays
then the figur e wil | be rounded up t o the ne arest half da y.

Annual leave and part time emplo yees

Under the R egulations, time o ff f or bank holida ys should be pr o rated. Part time w orkers
are currently en titled t 0 5.6 w eeks' holiday, based on the hours aw eek tha t the y w ork,
regardless of whe ther the y w ork on da ys on which bank holida ys fall.

Contractual annual leave entitlement

An emplo yer can incr ease a w orker's statut ory annual le ave entitlemen t via a c ontractual
arrangemen t. In such cases any unused additional annual le ave may be carried o ver to the
next le ave year. This is often a ma tter of emplo yer discretion and wil | depend on thet erms
of the c ontract.

Annual leave accrual during maternity and adop tion le ave

An emplo yee continue s to accrue their s tatut ory annual le ave entitlemen tof 5.6 w eeks
and any additional ¢ ontractual annual le ave entitlemen t thr oughout bo th or dinary
maternity le ave (OML) and additional ma ternity le ave (AML).
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Sickness during holiday

Employees are now en titled t o reclassify statut ory holida y as sick le ave if the y fall ill whils t
on prearranged statut ory holida y. This means that the y are entitled t o tak e the s tatut ory
holiday the y have missed at a later date. If the y are unable t o tak e the r est of their

statut ory holida y tha t holida y year they can carry it o ver to the ne xt holida y year. If you
offer mor e than 5.6 w eeks holiday a year, you do no t have to allow an emplo yeetore-
classify any additional (¢ ontractual) holida y as sickne ss absence. How ever, you wil | have to
ensure that the y can tak e their ful | statut ory holida y at other time s. If you pay contractual
sick pay, you can minimise the sc ope for abuse b y making ¢ ontractual sick pay in the se
circumstances contingen t on the emplo yee notifying y ou on the firs tday of illness that
they are ill and, pos sibly, requiring them t o provide a medical c ertifica te from the firs t day
of their il Iness.

Employees who ar e on sick le ave can ask their emplo yer to re-classify their absenc e as
statut ory holida y in or der t o receive holiday pay. If an emplo yee on sick le ave doe s not
want to tak e their outs tanding s tatut ory holida y be fore your current le ave year ends, they
should be permit ted to carry it o ver into the ne xt le ave year. Employees returning fr om sick
leave can tak e their s tatut ory holida y entitlemen t f or the c urrent y ear on their r eturn but , if
ther e is insuf ficient time f or themt o tak e it, they should be al lowed to carry it f orw ard to
the ne xt le ave year.

Recovery of overpayment o f holiday

Employee contracts should mak e clear that if an emplo yee tak es mor e holiday than he or
she is entitled t o during the ¢ ourse of a le ave year, the compan y wil | be entitled t o recover
the o verpaymen t of holida 'y pay by deducting it fr om the emplo yee's w ages or salary. Itis
advisable for the c ompan y to consult with the emplo  yee be fore making the deduction.

How w e can help

We wil | be mor e than happ y to provide y ou with as sistance or any additional in forma tion
required. Please contact us f or mor e de tailed advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Bribery Act 2010



Bribery Act 2010

The Bribery A ct 2010 (the A ct) applie s across the UK and al |

busine sses need t 0 be aware of its r equiremen ts. The Act include s a
‘corpor ate' offence of 'failure of commer cial organisations t o prevent
bribery'. The de fence against this o ffence is to ensure thatyour
busine ss has adequate procedures in place to prevent bribery . To
help ensur e this w e recommend tha t, you undertak e a risk
assessment for your own busine ss and e stablish appr opriate
complianc e procedures.

What action should y ou take?

¥ familiarise y ourself with the guidanc e issued by the Minis try o f Justice
¥ review the c urrent activitie s of your busine ss and assess the risk o f bribery oc curring
¥ assess the strength o f the me asures that you currently ha ve in place to prevent bribery

¥ make any necessary updates to your staff hand book s: for e xample , your human r esources
manual

¥ consider whe ther specific an ti-bribery s taff training is r equired

¥ consider if change s are needed t o other policie s and procedures, for example ,
expenditur e approval and monit oring pr ocesses

¥ communica te the change s thatyou have made t o your policie s and procedures

¥ consider if y ou need t o undertak e any due diligenc e procedures.

The Bribery Act 2010

The Act replaced, updated and e xtended pr evious UK law agains t bribery and ¢ orrup tion. It
applie s across the UK and al | UK businesses and overseas busine sses carrying on activitie s
in the UK ar e affected.

The offences established b y the A ct are defined v ery br oadly and the A ct has significan t
extraterrit orial reach in tha t it e xtends t o acts or omis sions which oc cur outside o f the
United Kingdom. Specific de tails about its jurisdiction can be f ound in the de tailed guidanc e
referred to under 'Minis try o f Jugtice guidanc e' belo w, as well as in the A ct itself .

What is bribery?

Bribery is a br oad concept. In supplemen tary guidanc e published alongside the A ct, itis
very gener ally de fined as 'giving someone a financial or o ther adv antage t o encourage that
person t o perf orm their functions or activitie s improperly ort o reward that person f or
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having alr eady done so . So this could cover seeking t o influence a decision-mak er by giving
some kind o f extra benefitt o that decision-mak er rather than b y wha t can legitima tely be
offered as part o f a tender pr ocess.'

The key offences

Under the A ct ther e are tw o gener al offences:

Activ e bribery B Section one of the A ct prohibits o ffering, promising or giving a financial or
other adv antage (a bribe) t o0 a person with the in tention o f influencing a persont o perf orm
their duty impr operly.

Passive bribery B Section two of the A ct prohibits a person fr om r equesting , agreeing t o
receive or accepting a bribe f or a function or activity t o be perf ormed impr operly.

In addition, ther e are tw o further o ffences that specifical ly addr ess commer cial bribery :

Bribery o fforeign public o fficials (FPO) B Section six of the A ct prohibits bribery o fan
FPO with the in tention o f influencing them in their o fficial capacity and ob taining or
retaining busine ss or an adv antage in the ¢ onduct o f busine ss.

Failur e of commer cial or ganis ationst o prevent bribery B Section seven of the A ct
introduces a strict liability o ffence that wil | be commit ted if:

¥ bribery is c ommit ted by a person as sociated with ar elevant commer cial organisation
¥ the person in tends to secure a busine ss advantage f or the or ganisation

¥ the bribery is either an activ e offence (section one o fthe A ct) or bribery o fan FPO
(section six o f the A ct).

This means that a commer cial organisation commits an o ffence if a person as sociated with
it bribe s another person f or that or ganisation's bene fit. This 'corpor ate' offence is the mos t
significan t and c ontroversial change t o existing law and it is primarily this o  ffence thatyou
must now consider and pr epare your busine ss for as nec essary.

Itis importan tto note, however, that the A ct also states that ther e is a de fence available
for commer cial organisations agains t failing t o prevent bribery if the y have putin plac e
'‘adequate procedures' designed t o prevent persons as sociated with them fr  om bribing
others on their behalf . The Secretary o f State is required by the A ct to publish guidanc e
about such pr ocedures.

Senior officers of an or ganisation can also be held personal ly liable under the A ct for other
bribery o ffences commit ted by the or ganisation, i.e . the activ e and pas sive bribery o ffences
as well as the bribery o fan FPO, wher e the o ffence is proved to have been c ommit ted with
their 'c onsent or c onniv ance'.

'Senior officer' is widely de fined in the A ctto include dir ectors, managers , company
secretarie s and other similar o fficers, as well as those purporting t o act in such a capacity .

Key definitions and t erminology

Inevitably, in order t o ful ly unders tand the r equiremen ts of the A ct, it is nec essary to be
familiar with a number o f key definitions .
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Rele vant commer cial or ganis ation

The corpor ate offence can be commit ted by a 'relevant commer cial organisation’, which
broadly include s:

¥ any body which carrie s on a busine ss and is incorpor ated under, or is a partnership which
is formed under , any UK law, regardless of wher e it carrie s on busine ss

¥ any body c orpor ate or partnership , wher ever it is inc orpor ated or f ormed, which carrie s on
business in the UK.

We wil | refer to those a ffected by this c orpor ate offence as 'busine sses'.

Persons as sociated

The corpor ate offence also refers to a person 'as sociated' with a ¢ ommer cial organisation.
While ther e is not an absolut e list of all who ¢ ould be included, w e are told tha t this is a
person who perf orms servic es for, or on behalf o f, the or ganisation, r egardless of the
capacity in which the y do so.

Accordingly, this t erm wil | be construed br oadly and while e xample s are given of an
emplo yee, agent or subsidiary , it could also c over intermediarie s, joint venture partners ,
distribut ors, contractors and suppliers .

Guidance issued by the Minis try o f Justice (see belo w) ackno wledge s that the sc ope of
‘persons as sociated' is br oad and states that this is so as t o ‘embr ace the whole r ange of
persons connect ed to an or ganisation who migh t be capable o f commit ting bribery' on its
behalf.

Impr oper perf ormanc e

The passive and activ e bribery o ffences both refer to the 'impr oper perf ormance' of a
function or activity . 'Improper perf ormanc e' covers any act or omis sion that breaches an
expecta tion tha t a person wil | act in good f aith, impartial ly, or in ac cordance with a position
of trust. This is an objectiv e test based on wha t a reasonable person in the UK w ould
expectin r elation t o the perf ormanc e of the r elevant activity .

Ministry o f Judice guidance

The Act requires the Secretary o f State to publish guidanc e for commer cial organisations
about pr ocedures that the y can put in plac e to prevent persons as sociated with them fr om
bribing. This is importan t guidanc e in respect o f providing a de fence against the 'c orpor ate
offence’.

The Ministry o f Jugtice (M 0J) has issued the f ollowing f ormal, s tatut ory guidanc e:

¥ The Bribery A ct 2010 B guidanc e about pr ocedures which r elevant commer cial

organisations can put in to place to prevent persons as sociated with them fr  om bribing
(section nine o fthe Bribery A ct 2010). Whils t the guidanc e is not prescriptive and doe s
not set out an absolut e checklist of requiremen ts for busine sses to follow, it doe saimto
clarify the pr actical requiremen ts of the legisla tion. | llustrativ e case studie s, which do no t
form part o f the guidanc e issued under section nine o fthe A ct, are also included.
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https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/181762/bribery-act-2010-guidance.pdf

It has also pr oduced non-s tatut ory guidanc e for smal | busine sses, providing a ¢ oncise
introduction t o how the y can mee t the r equirements of the A ct:

¥ The Bribery A ct 2010 D quick start guide .

¥ Insight into awareness and impact o f the Bribery A ct 2010 among smal | and medium

sized enterprise s (SMESs).

Defending y our busine ss against failing to prevent bribery

All busine sses wil | need t o pay some a ttention t o the c orpor ate offence of failing t o
prevent bribery . How much y ou wil | have to do wil | depend on the bribery risk s facing y our
busine ss.

If a busine ss can show tha t it had 'adequa te procedures'in place to prevent bribery then it
wil | have a ful | defence against the ¢ orpor ate offence. The me aning o f 'adequa te
procedures'is not defined in the A ctand itis her e thatthe M 0J datut ory guidanc e should
be consider ed.

This guidance requires procedures to be tailor ed to the individual cir cumstances of a
busine ss, based on an as sessment of wher e the risk s lie. Therefore, what counts as
‘adequate’ wil | depend on the bribery risk s faced by a busine ss and its na ture, size and
comple xity .

The MoJ guidance doe s recognise tha t the A ctis not ther e to impose the 'ful | force' of
criminal la w upon w ell run busine sses for an isola ted inciden t of bribery . It also r ecognise s
that no busine ss is capable o f preventing bribery a t all time s. The 'quick start' guidanc e for
smaller busine sses commen ts that 'a smal | or medium-siz ed busine ss which f aces minimal
bribery risk s wil | requir e relatively minimal pr ocedures to mitiga te those risk s'.

How should y ou begin t o determine the appr oach needed iny our busine ss? The MoJ
guidance iden tifie s six guiding principle s for busine sses wishing t o prevent bribery fr om
being commit ted on their behalf (see the panel belo  w). The se principle s are not, however,
prescriptive.

The six principle s tha t should guide an ti-bribery pr ocedur es

¥ Proportiona te procedur es: A commer cial organisation's pr ocedures to prevent bribery
by persons as sociated with it ar e proportiona te to the bribery risk s it faces and to the
nature, scale and comple xity o f the c ommer cial organisation's activitie s. They are also
clear, practical, accessible, effectively implemen ted and en forced.

¥ Top-level commitmen t: The top-level managemen t of a commer cial organisation (be
it a boar d of dir ectors, the o wners or an y other equiv alent body or person) ar e
commit ted to preventing bribery b y persons as sociated with it . They foster a culture
within the or ganisation in which bribery is ne ver acceptable .

¥ Risk as sessmen t: The commer cial organisation as sesses the na ture and e xtent of its
exposur e to potential e xternal and in ternal risk s of bribery on its behalf b y persons
associated with it . The assessment is periodic , informed and doc umen ted.
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¥ Due diligenc e: The commer cial organisation applie s due diligenc e procedures, taking a
proportiona te and risk based appr oach, in respect o f persons who perf orm or wil |
perform servic es for or on behalf o fthe or ganisation, in or der t o mitiga te iden tified
bribery risk s.

¥ Communica tion (including tr  aining): The commer cial organisation seek s to ensure
that its bribery pr evention policie s and procedures are embedded and unders tood
throughout the or ganisation thr ough in ternal and e xternal communica tion, including
training, that is pr oportiona te to the risk s it faces.

¥ Monit oring and r evie w: The commer cial organisation monit ors and r eviews
procedures designed t o prevent bribery b y persons as sociated with it and mak es
impr ovemen ts wher e necessary.

Other important ma tters

Corpor ate hospitality

A potential area of concern under the A ct is the pr ovision and r eceipt of corpor ate
hospitality , promo tional and o ther such busine ss expenditur e and ho w this migh t be
perceived. While this ma y not be a significan tissue for your busine ss, especially wheny ou
consider y our own le vel of such e xpenditur e, it may be an importan t consider ation f or
others.

The MoJ guidance states: 'Bona fide hospitality and pr omo tional, or o ther busine ss
expenditur e which seek s to impr ove the image o fa commer cial organisation, be tterto
present products and servic es, or e stablish c ordial relations, is recognised as an e stablished
and importan t part o f doing busine ss and itis no t the in tention o f the A ct to criminalise
such behaviour. The Governmen t doe s not intend for the A ct to prohibit r easonable and
proportiona te hospitality and pr omo tional or o ther similar busine ss expenditur e intended
for the se purpose s.'

The guidance goe s on to say: 'ltis, however, clear that hospitality and pr omo tional or o ther
similar busine ss expenditur e can be emplo yed as bribe s.'

Facilita tion pa ymen ts

Facilitation pa ymen ts, which ar e paymen ts to induc e officials t o perf orm r outine functions
they are otherwise obliga ted to perform, ar e bribe s and are ther efore illegal under the A ct.

Penalties

The penaltie s associated with the A ct are significan t. On conviction f or one o f the main
bribery o ffences, an individual ma y face up to ten years' imprisonmen t and/or an unlimit ed
fine. A busine ss faces an unlimit ed fine .

The senior o fficers of a busine ss could also be liable t 0 a prison sen tence if bribery w as
perpe trated with their 'c onsent or c onniv ance'. Disqualifica tion fr om acting as a dir ector for
a substantial period o f time c ould also arise .
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Conclusion

The steps to be tak en to prevent bribery wil | clearly vary fr om busine ss to busine ss and no't
all busine sses wil | need t o put in plac e comple x procedures to deal with the r equiremen ts
of the legisla tion. The supporting guidanc e issued by the M 0J emphasises the need f or a
common sense appr oach.

A key point noted in 'quick s tart' guidanc e is that 'ther e is a ful | defence if y ou can show
you had adequa te procedures in place to prevent bribery . But you do no t need t o put
bribery pr evention pr ocedures in place if ther e is no risk o f bribery on 'y our behalf .'

How can w e help

We belie ve the abo ve summary wil | help y ou unders tand the implica tions o f the Bribery
Act 2010. If y ou w ould lik e to discuss the implica tions o f the A ct for you and y our busine ss

in mor e detail ple ase contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Bring your own de vice
(BYOD)



Bring your own de vice (BYOD)

Some emplo yees wil | often prefer to use their o wn personal mobile
devices to access compan y netw orks/systems. How ever, this is
potentially a security loophole which plac es the or ganisation at risk
from r eputa tional damage and legal pr oceedings.

Firms need t o0 have a formal policy with r egard to the use o f personal de vices at w ork.

Bring Your Own De vice refers to this type o f policy - which de fine s what mobile de vices (if
any), emplo yees can use t 0 access compan y netw orks/systems.

We consider ho w t o structur e such a policy, and wha t it ma y contain.

Broadly wha t should a BYOD policy cover?

Firms need a policy which se ts out the de vices which ma y or may notbe connectedto a
firms' ne tw ork; procedures to ensur e that non-appr oved de vices can never be ‘ac cidentally’
connect ed; and appr opriate mechanisms in plac e to main tain sec urity o ver personal da ta
which ma y be stored on mobile de vices.

Audit of existing de vices and access rights

The first step is to perf orm an audit o f the ¢ urrent situa tion. Which de vices use the
netw ork, and wha t for?

What doe s the law say?

As the emplo yer (who is the da ta controller) ther e are obliga tions under the Da ta
Protection A ct 1998 (DP A) t o tak e appr opriate technical and or ganisational me asures
against unauthorised or unla wful pr ocessing of personal da ta and agains t accidental los s or
destruction o f, or damage t o, personal da ta.

There is a high risk tha t confiden tial corpor ate and clien t data can find its w ay onto
personal de vices B which are usually not very secure and can be e asily lost/mislaid/s tolen.

The risks of reputational damage

Imagine the sc enario, an emplo yee receives an email with an a ttachmen t containing a
mailing lis t of all clients and their ¢ ontact de tails which the y open and s ave onto their
mobile de vice. If that de vice then goe s missing the da ta stored on it c ould find its w ay into
the public domain, or be mis -used, or sold on to a compe titor. What's w orse is tha t the ICO
wil I need t o be no tified o f the los s of data, as wil | each individual on tha t mailing lis t. This
can cause ma jor reputational damage as w ell as a large financial penalty .
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Which devices are acceptable?

Having perf ormed an audit , the second stage is t o decide wha tto include or e xclude fr om
a BYOD policy, and this is usual ly done a t device level.

Level Device

1 No devices (zero-tolerance)
2 Alist of 'appr oved' de vices
3 Anyl/al | devices

1-Zero-toler ance
This may be the quick est, easiest and simple st solution, but ma y not necessarily be the

most pragmartic or pr actical.

It may also serv e to hinder r ather than help some emplo yees perform c ertain task s, which
can lead to job dis satisfaction and a lo wering o f mor ale.

So an outrigh t ban c ould pr ove to be counter-productiv e.

It can also be quit e dif ficult (and ther efore expensiv e) t o control and polic e a zero-tolerance
policy without s trong ne tw ork sec urity c ontrols.

2 - Appr oved de vices
This allows a set list of de vices, or, devices with partic ular oper ating so ftw are (e .g. iOS

devices only or Andr oid and Windo ws de vices only).

The approved de vice appr oach can mak e it e asier to manage and ¢ ontrol access, but ma 'y
leave some emplo yees disadvantaged if their de vice is not covered. It can also be dif ficult
to manage , as new models and ne w de vices emer ge on a daily basis .

3-Anydevice
This allows any device to be 'plugged in".

This approach is entirely opposit e to zero-tolerance and allows any device to be 'plugged in'
atany time . Advantage s are a) f or the emplo yee who is no trestricted by device, and b) f or
the compan y which doe s not have to keep updating alistof appr oved de vices.

How ever, strong controls such as mobile de vice managemen t systems needt o be
emplo yed with this type o f appr oach.

An alternative option!

In an incr easing tr end, some firms ha ve decided t o abandon B YOD and have a zero-
tolerance policy, in favour of providing de vices to emplo yees.
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Which applications are acceptable?

The firm ma y wish t o restrict ac cess to certain applica tions B most often to email and
internet access only. Full blown ac cess to netw orks and applica tions should be a voided
wher e possible, other than fr om PCs or laptops and then only via trus ted intranets or
secure remo te access tools.

Business v. private use

BYOD devices owned b y an emplo yee are likely t o be used f or bo th busine ss and priv ate
purposes.

On the one hand the emplo yee has to be confident that the c ompany wil | not access
personal ma terial stored on the de vice or use de vice monit oring t ools, whilst on the o ther
hand the c ompan y wil | want to protect corpor ate and clien t confiden tial in forma tion which
may also be s tored (or visible) on the de vice.

Employers also need t o be aware that de vices may be used (f or personal purpose s) not
just by the emplo yee, but also b y other f amily members .

Wireless security

The easiest and quick est w ay for de vices to be attached t o a netw ork is f or emplo yees to
use their de vice to login t o a ne tw ork, wir elessly. Some firms publish their wir eless key to
emplo yees without r ealising tha t the y are using the k ey on al | devices including personal
devices.

So, one o f the che apest me thods o f providing de vice security is t 0 mak e the wir eless key
very strong (i.e . difficult t o remember), only a vailable on r eque st and only en tered into the
device by a member o fthe IT supportt eam or o ther nomina ted individual. Thus c ontrol can
be main tained a t de vice level relativ ely e asily.

Device registration

Most current v ersions o f ne tw ork oper ating so ftw are (Windo ws and M ac) have inbuilt
security t ools which can be usedt o maintain alist of 'appr oved' de vices.

This is done thr ough a r egistration pr ocess wher eby the de vice is presented and r egistered
on the ne tw ork.

If a de vice gets mislaid or an emplo yee le aves, the de vice can be block ed/r emo ved from
the list of registered de vices.

Mobile device management (MD M)/M obile applications
management (MAM)

A mor e expensiv e way of providing de vice security is t o use MD M servic es b these may
either be pr ovided as part o fthe ne tw ork oper ating so ftw are, or this servic e may be
provided b y a thir d-party .
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There are dif ferent le vels of this type o f servic e ranging fr om simple r egistration and de vice
reset servic es, to sandboxing personal and ¢ orpor ate data B which wil | allow separ ate
wiping o f corpor ate data only .

Employees wil | have to agree/c onsent t o whiche ver mobile de vice managemen t system is
used if the y want t o adop t BYOD.

Employees must also agr ee/c onsent if MD M softw are is used t 0 monit or the de vice, the
activitie s which ar e monit ored and whe ther or no t geo -location is used.

Finally, emplo yees wil | need t o unders tand wha t wil | happen t o their o wn personal da ta
stored on the de vice, in the e vent the de vice has to be dis abled.

Data encryp tion

A BYOD policy in itself is no t enough t o provide suf ficient safeguards. All confiden tial/
personal da ta mus t be encryp ted. Jus setting a doc umen t/spr eadsheet as read-only, or
creating a pas sword to open the doc umen t/spr eadsheet is not the s ame as encryp ting the
data.

Firms must assess what personal da ta is being tr ansferred from and t o which de vices,
perform a risk as sessment of the chanc es of the da ta ge tting in to the public domain, and
then use appr opriate encryp tion me thods t o protect tha t confiden tial/personal da ta.

Other issues to consider

¥ Device password protection - Each B YOD device must have a start-up pas sword/pin and
should lock if no t activ e for a specified number o f minut es

¥ Mislaid de vices D as part of the B YOD policy the emplo yee wil | needt o knowwhot o
contact and wha t wil | happen t o the de vice if it is mislaid (i.e . what data migh t be wiped
from the de vice)

¥ Cost b the firm ma y or may not agree to pay for certain mobile de vice charges

¥ Acceptable use policy B the firm wil |wantto ensure thatany acceptable use policy also
applie s to BYOD devices

¥ Devices which ha ve been r ooted/jail-br oken should no t be permit ted

¥ Storage media B the firm ma y w ant to specify the appr oach with r egard to memory/SD
cards.

Implementing the B YOD policy

BYOD can either be f ormula ted as a separ ate policy, added t o an e xisting ac ceptable use
policy, or added t 0 an e xisting In ternet and email policy or social media policy

Compan y devices, by de fault, wil | come under the sc ope of BYOD.

Employees with their o wn personal de vices should be giv en the opportunity t o opt-out or
opt-in t o the B YOD policy -

¥ Opt-out - Decline t o sign-up f or the B YOD policy B in which case the emplo yee wil | not be
able t o use any personal de vices for w ork.
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¥ Opt-in - A gree to sign-up f or the B YOD policy B in which case their de vice wil | need t o be
registered on the ne tw ork and also , if applicable , with a mobile de vice managemen t
service.

See our summary f or our 4 e asy steps in de fining and implemen ting a B YOD policy.

Summary

It is importan tthatthe emplo yer (who is the da ta controller) remains ¢ omplian t with the
DPA with r egards to the pr ocessing of personal da ta. In the e vent of a security br each, the
emplo yer must be able t o demons trate that all personal da ta stored on a partic ular de vice
is secured, controlled or dele ted. Having a B YOD policy wil | go a long w ay tow ards mee ting
that ob jectiv e.

4 steps to defining and implementing a B YOD
Step 1

Audit de vices and us age

What de vices are currently al low ed onto the ne tw ork?

What access rights do the y have?

What applica tions do the y use?
Step 2

Level o fBYOD
Decide which le vel of BYOD is to be adop ted b

¥ No devices
¥ Approved list
¥ All/any devices

¥ Define which applica tions ar e accessible t o mobile de vices

Step 3
BYOD policy
Formula te and writ e the B YOD policy.

Make appropriate netw ork in frastructur e security change s and procure any additional
services (such as MD M).

Decide if additional sec urity is r equired such as data encryp tion t ools.

Define and c ommunica te a date for implemen ting the policy .
Step 4

Implemen tation da te

Remo ve all current de vices.
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Register appr oved de vices.

Employees who o wn such de vices sign BYOD.

How w e can help

Please contact us if y ou require help in the f ollowing ar eas:
¥ Performing a sec urity/in formation audit o f corporate/clien t data and who and wha t
access this data
¥ Defining a B YOD policy
¥ Implemen ting a B YOD policy and tr aining staff.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Business Motoring - Tax Aspects

This factsheet focuses on the c urrent ta x position o f busine ss
motoring, a core consider ation o f man y busine sses. The aimisto
provide a cle ar explanation o f the ta x deductions a vailable on
different type s of vehicle e xpenditur e in a v ariety o f busine ss
scenarios.

Methods of acquisition

Motoring c osts, like other c osts incurred which ar e whol ly and e xclusively f or the purpose s
of the tr ade are tax deductible but the timing o  fany relief varies consider ably according t o
the type o f expenditur e. In partic ular, ther e is a fundamen tal dis tinction be tw een capital
costs and ongoing running ¢  Osts.

Purchase o f v ehicle s

Where vehicle s are purchased outrigh t, the ac counting tr eatmen t is t o capitalise the as set
and to writ e off the c ost over the use ful busine ss life as a deduction agains t profits. This is
known as depr eciation.

The same tr eatmen t applie s to vehicle s financ ed thr ough hir e pur chase with the equiv alent
of the cash pric e being tr eated as a capital pur chase at the s tart with the additiono fa
deduction fr om pr ofit f or the financ e charge as it arise s. How ever, the ta x relief position
depends primarily on the type o f vehicle, and the da te of expenditur e.

A tax distinction is made f or all busine sses betw een a normal car and o ther forms o f
commer cial vehicle s including v ans, lorrie s and some specialis t forms o f car such as a
driving school car or ta xi.

Tax relie fon pur chases

Vehicle s which ar e not classed as cars are eligible f or the Annual In vestmen t Allowance
(AIA) f or expenditur e incurred. The AlA provide s a 100% deduction f or the c ost of plant
and machinery pur chased by a busine ss up to an annual limit . The amoun t of AIA available
varies depending on the period o fthe ac counts. The amoun t of AIA has been se t at
£1,000,000 fr om 1 January 2019 (£200 ,000 from 1 January 2016 t o 31 December 2018) f or
atw o year period. Comple x calculations ma y apply t 0 accounting periods which s traddle
this date.

Where purchases exceed the AIA , a writing do wn al lowance (WDA) is due on an y excess in
the same period. The WD A available is currently at a rate of 18% or 6% (8% be fore April
2019) depending on the as set. Cars are not eligible f or the AIA , so wil | only bene fit fr om
WDA.
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Capital al lowance boos tforlo wbcarbon tr ansport

A 100% First Year Allowance (FYA) is currently a vailable f or busine sses purchasing zero-
emis sion goods Vv ehicles, gas refuelling equipmen t and electric char ge-point equipmen t.

Writing Do wn Al lowances (WDA)

The WDA rates are 18% on the mainr ate pool and 6% (8% be fore April 2019) which
applie s to man y higher emis sion cars which ar e part o f the special r ate pool. Comple x
calculations ma y apply t 0 accounting periods which s traddle this da te.

Comple x cars!

The gr een car

Cars generally only a ttract the WD A but ther e is one e xception t o this and tha tis wher e a
busine ss purchases a new car with lo w emis sions - a so cal led 'gr een' car. Such purchases
attract a 100% al lowance to encourage busine sses to purchase cars which ar e mor e
environmen tally friend ly. A 100% writ e off is only a vailable wher e the CO2 emissions of the

car do not exceed 50g/km. The ¢ ost of the car is irr elevant and the al lowance is available
to all type s of busine ss.

When didy ou buy?
The allowances due are determined b y whe ther the car w as purchased

¥ from April 2018
¥ or betw een April 2015 and April 2018.

The dates are 1 April f or companie s and 6 April f or individuals in busine ss.

For pur chase s fr om April 2018:
The annual al low ance is dependen t on the C O2 emissions of the car .
Cars with emis sions betw een 51 B 110g/km inclusiv e wil | qualify f or main r ate WDA.

Cars with emis sions in e xcess of 110g/km ar e placed in the special r ate pool and wil |
qualify f or an annual WD A of 6% (8% be fore April 2019).

The 100% firs t y ear allowance (FYA) wil | be available on ne w lo w emis sion cars pur chased
(notleased) by a busine ss is gener ally available wher e a car's emis sions do no t e xceed 50
g/km.

If a used car is pur chased with C O2 emissions of 50g/km or le ss, this wil | be plac ed in the
main pool and wil |receive an annual al lowance of 18%.

For pur chase s from April 2015t o April 2018:

Cars with emis sions betw een 76 B 130g/km inclusiv e qualify f or main r ate WDA.

Cars with emis sions in e xcess of 130g/km f orm part o fthe special r ate pool and qualify f or
an annual WD A of 8%.

The 100% firs t y ear allowance (FYA) available on ne w lo w emis sion cars pur chased (no t
leased) by a busine ss is gener ally available wher e a car's emis sions do no t exceed 75g/km.
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If a used car is pur chased with C O2 emissions of 75g/km or le ss, this wil | be placed in the

main pool and wil |receive an annual al lowance of 18%.

Non-busine ss

Any cars used by the self emplo yed wher e ther e is part nonbbusine ss use wil | still be
separately allocated to a single as set pool. The annual al lowance wil | initial ly be either the
current 18% or 6% (8% be fore April 2019) depending on the C  O2 emissions and then the

available al lowance wil | be restrict ed for the priv ate use elemen t.

Example

A compan y pur chases tw o cars for £20,000 in its 12 mon th accounting period t 0 31 M arch

2019. The dates of pur chase and CO2 emissions are as follows:

Whit e car Blue car

1 May 2018 1 May 2018

105 145

Allowances in the y ear to 31 M arch 2019 r elating t o the se purchases wil | be:

Whit e car (main pool as emis  sions le ss Blue car (special r ate pool as emis sions

than 110g/km) mor e than 110g/km)

£20,000 @ 18% = £3 ,600 £20,000 @ 8% = £1 ,600

In the f ollowing y ear to 31 M arch 2020 the al lowances wil | be:

Whit e car Blue car
£16,400 @ 18% = £2 ,952 £18,400 @ 6% = £1 ,104
Dispos als

Where ther e is a dispos al of plant and machinery fr om the main or special r ate pools any
balance of e xpenditur e, after taking in to account sale proceeds, continue s to attract the
annual al low ance.

Where ther e is a dispos al of a car held in a single as set pool, the dispos al proceeds are
deduct ed fr om the balanc e of the pool and a balancing al lowance or a balancing char ge is
calculated t o clear the balanc e on the pool.
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This applies to any cars used by the self emplo yed with part non busine ss use whene ver
purchased.

What if v ehicles are leased?

The first fact t o establish with ale ased vehicle is whe ther the le ase is really a rental
agreemen t or whe theritis atype o fpurchase agreemen t, usually referred to as a financ e
lease. This is because ther e is a distinction be tw een the ac counting and ta x treatmentof
different type s of le ases.

Tax tr eatmen t o frental type oper ating le ases (contract hir e)

The lease paymen ts on oper ating le ases are treated lik e rent and ar e deductible agains t
profits. How ever wher e the le ase relates to a car ther e may be a portion dis allowed for
tax.

Currently a dis allowance of 15% wil | apply f or cars with C O2 emis sions which e xceed 110g/

km.

Example

Contract signed 1 July 2019 b y a compan y:

The car has CO2 emissions of 116g/km and a £6 ,000 annual le ase charge. The disallowed
portion w ould be £900 (15%) so £5 ,100 w ould be ta x deductible .

Tax tr eatmen to ffinanc e le ased as sets

These wil | gener ally be included iny our accounts as fix ed assets and depr eciated over the
useful busine ss life but as the se vehicles do not qualify as a pur chase at the outse t, the
expenditur e doe s not qualify f or capital al low ances unless classified as a long funded le ase.
Tax relief is gener ally ob tained ins tead by allowing the ac counting depr eciation and an y
interest/financ e charges in the pr ofit and los s account P a little unusual but a simple

solution!

Priv ate use o f busine ss vehicle s

The private use of a busine ss vehicle has ta x implica tions f or either the busine ss or the
individual depending on the type o f busine ss and v ehicle.

Sole tr aders and partners

Where you are in busine ss on your own ac count and use a v ehicle owned b y the busine ss b
irrespective of whe ther itis a car or v an b the busine ss wil | only be able t o claim the

busine ss portion o f any allowances. This applies to capital al low ances, rental and le ase
costs, and other running ¢ osts such as servicing , fuel e tc.
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Providing v ehicle sto emplo yees

Where vehicles are provided t o emplo yees irrespectiv e of the f orm o f busine ss structur e
sole tr ader/partnership/c ompany b a taxable bene fit gener ally arise s for priv ate use. A tax
charge wil | also apply wher e priv ate fuel is pr ovided f or use in an emplo yer provided

vehicle. For the emplo yer such ta xable bene fits attract 13.8% C lass 1A National Insur ance.

Vans

No charge applie s wher e emplo yees have the use o fa van and a r estrict ed priv ate use
condition is me t. For details on wha t this me ans please contact us. Where the c ondition is
not me t ther e is a flat rate charge per annum. These bene fits ar e £3,430 f or the
unrestrict ed priv ate use plus an additional £655 f or priv ate fuel in 2019/20 (£3 ,350 and
£633 f or 2018/19).

How w e can help

If you w ould lik e further de tails on an y ma tter contained in this f actsheet ple ase contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Business Plans

Every ne w busine ss should have a busine ss plan. Itis the k ey to
success. If you need financ e, no bank manager wil | lend mone y
without a ¢ onsider ed plan.

Itis one o f the mos t importan t aspects o f starting a ne w busine ss. Your plan should pr ovide
a thor ough e xamina tion o f the w ay in which the busine ss wil | commenc e and de velop. It
should de scribe the busine ss, product or servic e, mark et, mode o f oper ation, capital
requiremen ts and pr ojected financial r esults.

Why doe s a business need a plan?

Preparing a busine ss plan wil | help y ou to set cle ar objectiv es for y our busine ss and clarify
your thinking. It wil | also help t o set tar gets for futur e perf ormanc e and monit or financ es
and pr ofitability . It should help t o provide e arly w arning f or wheny ou migh tneed t o
reconsider the plan.

Alw ays bear in mind tha t anyone reading the plan wil | need t o unders tand the e ssentials of
your busine ss quickly and e asily.

Contents

The busine ss plan should ¢ over the f ollowing ar eas.

¥ Overvie w
An overview o f your plans f or the busine ss and how y ou propose t o put themin to
action. This is the section mos tlikely t o be read by people un familiar with y our busine ss
so try t o avoid t echnical jar gon.

¥ Descrip tion
A description o f the busine ss, your ob jectiv es for it and ho w y ou plan t o achie ve them.
Include de tails o f the back ground t o your busine ss for e xample ho w long y ou have been
developing the busine ss idea and the w ork y ou have carried outt o date.

¥ Personnel
Details of the k ey personnel including y ourself and an y external consultan ts. You should
highligh t the skil Is and e xpertise tha t the se people ha ve and outline ho wy ouintendto
deal with an y w eakne sses.

¥ Product
Details o f y our product or servic e and y our Unique Sel ling Point. This is exactly wha t its
name sugge sts, some thing tha t the c ompe tition doe s not offer. You should also outline
your pricing policy .

¥ Mark eting
Details of y our tar get mark ets and y our mark eting plan. This ma y form the basis f or a
separate, mor e detailed, plan. Y ou should also include an o verview o f y our compe tit ors
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and y our lik ely mark et share together with de tails of the po tential f or growth. This is
usually a very importan t part o f the plan as it giv es a good indica tion o f the lik ely chance
of success.

¥ Practices
You wil I need t o include in formation on y our proposed oper ating pr actices and
production me thods as w ell as premise s and equipmen t requiremen ts.

¥ Financial f orecasts
The plan should c over your projected financial perf ormanc e and the as sump tions made
in your projections . This part o f the plan ¢ onverts wha t you have already said about the
busine ss into numbers . It wil | include a cash f low f orecast which sho ws ho w much
mone y you expectt o flow in and out o fthe busine ss as well as profit and los s
predictions and a balanc e sheet. Detailed financial f orecasts wil | normal ly be included as
an appendix t o the plan. As financial advisers w e are partic ularly w ell placed t o help with
this part o f the plan.

¥ Financial r equir emen ts
The cash flow f orecast referred t o above wil | show ho w much financ e your busine ss
needs. The plan should s tate how much financ e you w ant and in wha t form. You should
also say wha t the financ e wil | be used f or and sho w tha t y ou wil | have the r esources to
mak e the nec essary repaymen ts. You may also giv e details of any security y ou can o ffer.

The future

Putting t ogether a busine ss plan is o ften seen as a one -off e xercise undertak en when a
new busine ss is starting up .

How ever the plan should be upda ted on ar egular basis. It can then be used as at ool
against which perf ormanc e can be monit ored and me asured as part o f the c orpor ate
planning pr ocess. There is much merit in this as used pr operly it k eeps the busine ss focused
on ob jectiv es and inspir es a discipline t o achie ve them.

How w e can help

We can look f orw ard with y ou to help y ou putt ogether y our be st pos sible plan f or the
futur e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Business Sructures - Which
Should | Use?

Having made the decisiont o be y our own bos s, itis importan tto
decide the be st legal and ta xation structur e for your enterprise. The
most suitable s tructur e for y ou wil | depend on y our personal
situation and y our futur e plans. The decision y ou mak e wil | have
repercussions on the w ay you are taxed, your e xposur e to creditors
and other ma tters.

The possible op tions y ou have are as follows.

Sole tr ader

This is the simple st w ay of trading. There are only a f ew f ormalitie s to trading this w ay, the
most importan t of which is in forming HMR C. You are required t o keep busine ss records in
order t o calculate profits e ach year and the y wil | form the basis o fhow y ou pay your ta x
and national insur ance. Any profits gener ated in this medium ar e automatically yours. The
busine ss of a sole tr ader is no t distinguished fr om the pr oprie tor's personal a ffairs so that if
there are any deb ts, you are legal ly liable t o pay those deb ts downt o your last w orld ly
possession.

Partnership

A partnership is an e xtension o f being a sole tr ader. Here, a group of tw o or mor e people
wil | come t ogether, pool their talen ts, clients and busine ss contacts so tha t, collectiv ely,
they can build a mor e successful busine ss than the y w ould individual ly. The partners wil |
agree to share the join t profits in pr e-determined per centages. It is advis able to draw up a
Partnership A greemen t which se ts the rule s of how the partners wil | w ork t ogether.
Partners ar e taxed in the s ame w ay as sole tr aders, but only on their o wn shar e of the
partnership pr ofits. As with sole tr aders, the partners ar e legally liable t o pay the deb ts of
the busine ss. Each partner is 'join tly and se verally' liable f or the partnership deb ts, so that if
certain partners ar e unable t o pay their shar e of the partnership deb ts then those deb ts
can fall on the o ther partners .

Limit ed compan y

A limit ed compan vy is a separ ate legal en tity fr om its o wners . It can tr ade, own as sets and
incur liabilitie s in its o wn righ t. Your o wnership o fthe c ompany is recognised b y owning
shares in that company. If you also w ork f or the c ompan y, you are both the o wner
(shareholder) and an emplo yee of that company. When a compan y gener ates profits, they
are the c ompan y's property . Should you wish t o extract mone y from the c ompany, you
must either pa y a dividend t o the shar eholders, or a salary as an emplo yee. The advantage
toyouisthatyoucan have a balance of the se tw o to minimise y our overall tax and
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national insur ance liability . Companie s themselv es pay corpor ation ta x on their pr ofits a fter
paying y our salary but be fore your dividend dis tribution. Ef fectiv e tax planning r equires
profits, salary and dividends t o be consider ed together.

There are many adv antage s as well as disadvantage s to oper ating thr ough a limit ed
compan y. We have a separ ate factsheet on 'inc orpor ation' which ¢ onsiders the r elative
merits as w ell as the do wnside s of oper ating as a c ompan y.

New companie s can be pur chased in a r eady-made f orm usual ly referred to as 'off the
shelf' companie s. These type s of formation ar e becoming le ss frequent, however, as the
speed o f which companie s can now be cr eated tak es, on average, 3 hours r ather than
days. There are additional adminis trative factors in running a ¢ ompan vy, such as statut ory
accounts preparation, compan y secretarial obliga tions and P AYE (Pay as You Earn)
procedures. A big adv antage o f owning a limit ed compan y is tha t y our personal liability is
limit ed to the nominal shar e capital y ou have invested.

Limit ed liability partnership

A limit ed liability partnership is legal ly similart o a company. It is adminis tered like a
company in all aspects e xcept its ta xation. In this , it is tr eated lik e a partnership . Therefore
you have the limit ed liability , adminis trative and statut ory obliga tions o f a company but no t
the ta xation and na tional insur ance flexibility . They are partic ularly suitable f or medium and
large-sized partnerships .

Co-oper ativ e
A co-oper ativ e is a mutual or ganisation o wned b y its emplo yees. One example o f such an
organisation is the John L ewis P artnership . These structur es need specialis t advic e.

How w e can help

We wil | be happ y to discuss your plans and the mos t appr opriate busine ss structur e with
you. The mos t appr opriate structur e wil | depend on a number o f factors including
consider ation o f ta xation implica tions, the legal en tity, ownership and liability .

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Capital Allow ances



Capital Allowances

Overview

The cost of pur chasing capital equipmen tin a busine ss is not a revenue ta x deductible
expense . However tax relief is available on c ertain capital e xpenditur e in the f orm o f
capital al lowances.

The allow ances available depend on wha tyou are purchasing. Here is an overview o f the
type s of expenditur e which qualify f or capital al lowances and the amoun ts available.

Capital allowances are not gener ally affected by the w ay in which the busine ss pays for the
purchase. So wher e an asset is acquired on hir e purchase (HP), allow ances are gener ally
given as though ther e w ere an outrigh t cash pur chase and subsequen tinstalmen ts of
capital ar e ignor ed. How ever financ e leases, often considered to be an alt ernative form o f
‘purchase’ and which f or accounting purpose s are included as as sets, are denied capital
allow ances. Instead the ac counts depr eciation is usual ly allow able as a ta x deductible
expense .

Any interest or o ther financ e charges on an o verdraft, loan, HP or financ e lease agreemen t
to fund the pur chase is a revenue ta x deductible busine ss expense. Itis not part o fthe
capital cost of the as set.

If alt ernativ ely a busine ss rents capital equipmen t, often referred to as an oper ating le ase,
then as with o ther r ents this is a r evenue ta x deductible e xpense so no capital al lowances
are available.

Plant and machinery

This include s items such as machine s, equipmen t, furnitur e, certain fixtur es, comput ers,
cars, vans and similar equipmen tyou use iny our busine ss.

Note ther e are special rule s for cars and c ertain 'en vironmen tally friend ly' equipmen t and
the se are dealt with belo w.

Acquisitions

The Annual In vestmen t Allowance (AlA) pr ovide s a 100% deduction f or the c ost of mos t
plant and machinery (no t cars) pur chased by a busine ss up to an annual limit and is
available t o most busine sses. Where busine sses spend mor e than the annual limit , any
additional qualifying e xpenditur e gener ally attracts an annual writing do wn al low ance
(WDA) of only 18% (or 6% f or the special r ate pool) depending on the type o f asset.
Before April 2019 the special r ate pool writing do wn al lowance w as 8%. For chargeable
periods spanning April 2019 , the rate of WDA wil | be a hybrid o f the r ates before and after
the change .

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




The maximum amoun tof the AIA depends on the da te of the ac counting period and the
date of expenditur e. The AIA from 1 January 2019 is £1 mil lion for tw o years. Thereafter it
wil I revert t o £200 ,000. From 1 January 2016 t o 31 December 2018 itw as £200,000.
Comple x rule s apply t 0 accounting periods s traddling 1 January 2019.

Where purchases exceed the AIA , a WDA is due on an y excess in the s ame period. Cars ar e
not eligible f or the AIA , so wil | only bene fit fr om the WD A (see special rule s for cars).

Please contact us be fore capital e xpenditur e is incurred for y our busine ss in a current
accounting period, so tha tw e can help y ou to maximise the AlA a vailable.

Pooling o f expenditur e and allow ances due

¥ Expenditure on allitems o f plant and machinery ar e pooled r ather than e ach item being
dealt with separ ately with mos titems being al located to a main r ate pool.

¥ A writing do wn al lowance (WDA) on the mainr ate pool o f 18% is a vailable on an y
expenditur e incurred in the ¢ urrent period no t covered by the AIA or no t eligible f or AIA
as well as on any balance of expenditur e remaining fr om e arlier periods .

¥ Certain e xpenditur e on buildings fixtur es, known as in tegral features (eg ligh ting , air
conditioning , heating, etc) is only eligible f or a 6% WD A (8% be fore April 2019) so is
allocated to a separ ate 'special r ate pool', though in tegral features do qualify f or the AIA .

¥ Allowances are calculated for each accounting period o f the busine ss.

¥ When an as set is sold, the s ale proceeds (or original ¢ ost if lo wer) are broughtinto the
relevant pool. If the pr oceeds exceed the v alue in the pool, the dif ference is treated as
additional ta xable pr ofit f or the period and r eferred to as a balancing char ge.

Structur es & Buildings Allow ance

Expenditur e incurred on busine ss-related buildings and s tructur es on or a fter 29 Oct ober
2018 wil | attract a 2% annual writing do wn al lowance on a straight-line basis f or the ne xt
50 years. This allow ance is de signed t 0 encourage investmen t in the ¢ onstruction o f new
structur es and buildings tha t are intended f or commer cial use, the nec essary w orks to bring
them in to existence and the impr ovement of existing s tructur es and buildings , including
the cost of converting e xisting pr emise s for use in a qualifying activity . Neither land nor

dw ellings are eligible f or relief. Where ther e is mix ed use, for example , betw een

commer cial and r esidential units in a de velopmen t, the relief is reduced by apportionmen t.
No relief is available f or w ork spaces within dome stic settings, such as home o ffices.

Special rules for cars

There are special rule s for the tr eatmen t of certain dis tinctiv e type s of expenditur e. The
first distinctiv e category is car e xpenditur e. Other v ehicle s are treated as gener al pool plan t
and machinery but cars ar e not eligible f or the AIA . The treatmen t of car e xpenditur e
depends on when itw as acquired and is be st summarised as f ollows:

Acquisitions fr  om April 2018

The following rule s apply:
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Type o f car pur chase Allocate Allowance

New lo w emis sion car no't Main rate pool 100% al low ance
exceeding 50g/km C O2

Not e xceeding 110g/km Main rate pool 18% WD A
Q02 emissions

Exceeding 110g/km Special rate pool 6% WDA - 8% be fore April
Q02 emissions 2019

From 1/6 April 2015t 0 31 M arch/5 April 2018

The capital al lowance treatmen t of cars is based on the le vel of CO2 emissions.

Type o f car pur chase Allocate Allowance

New lo w emis sion car no t Main rate pool 100% al lowance
exceeding 75g/km C O2

Not e xceeding 130g/km Main rate pool 18% WD A
Q02 emissions

Exceeding 130g/km Special rate pool 8% WDA
Q02 emissions

Non-busine ss use elemen t

Cars and other busine ss assets that are used partly f or priv ate purpose s, by the pr oprie tor
of the busine ss (ie a sole tr ader or partners in a partnership), ar e allocated to a single as set
pool irr espectiv e of costs or emis sions to enable the priv ate use adjustmen tto be made .
Private use of assets by emplo yees does not require any restriction o f the capital
allowances.

The allowances are comput ed in the normal w ay so can in theory no w attract the 100%
AlA or the r elevant writing do wn al low ance. How ever, only the busine ss use proportion is
allowed for tax purpose s. This means that the pur chase of a new 40g/km C O emission car
which c osts £15 ,000 with 80% busine ss use wil | attract an allowance of £12 ,000 (£15 ,000
x 100% x 80%) when ac quired.

On the dispos al of a priv ate use elemen t car, any proceeds of sale (or c ostif lo wer) are
deduct ed from any unrelieved expenditur e in the single as set pool. An y short fall can be
claimed as an additional one o ff allowance but is r estrict ed t o the busine ss use elemen t
only. Similarly an y excess is treated as a ta xable pr ofit but only the busine ss related
elemen t.
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Ernvironmental ly friend ly equipment

This include s items such as ener gy saving boilers , refriger ation equipmen t, lighting , heating
and w ater systems as w ell as new cars with C O emis sions up t o 50g/km.

A 100% firs ty ear allowance (FYA) is currently a vailable t o all busine sses for e xpenditur e on
the pur chase of new en vironmen tally friend ly equipmen t.

¥ www .gov.uk/guidanc e/ener gy-technology -list gives further de tails o f the qualifying
categorie s.

¥ wher e a company (not an uninc orpor ated busine ss) has a los s after claiming 100% capital
allow ances on green t echnology equipmen t (but no t cars) the y may be able t o reclaim a
tax credit fr om HMR C.

¥ 100% FYA is available on electric car char ging poin ts until 2023.

A 100% FYA and firs t y ear tax credits f or products on the Ener gy Technology Lis t and W ater
Technology Lis t wil | cease from April 2020.

Short life assets

For equipmen tyou intend to keep for only a short time , you can choose (b y election) t o
keep such as sets outside the normal pool. The al lowances on them ar e calculated
separately and on s ale if the pr oceeds are less than the balanc e of e xpenditur e remaining ,
the dif ference is giv en as a further capital al lowance. This election is no t available f or cars
or integral features.

The asset is tr ansferred into the pool if itis no t disposed o f by the eigh th anniv ersary of the
end of the period in which itw  as acquired.

Long life assets

These are assets with an e xpect ed useful lif e in e xcess of 25 y ears. These assets are
combined with in tegral features in the special r ate pool.

There are various e xclusions including cars and the rule s only apply t o busine sses spending
at least £100 ,000 per annum on such as sets so tha t mos t smal ler busine sses are
unaffected by the se rules.

Other assets

Capital expenditur e on certain o ther as sets qualifie s for relief. Please contact us f or specific
advice on ar eas such as qualifying e xpenditur e in respect o f enterprise zones and research
and de velopmen t.

daims

Unincorpor ated busine sses and companie s must bo th mak e claims f or capital al lowances
through ta x returns.

Claims ma y be restrict ed wher e it is no t de sirable t o claim the ful | amoun t available - this
may be t o avoid other al lowances or reliefs being w asted.
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https://www.gov.uk/guidance/energy-technology-list

For uninc orpor ated busine sses the claim mus t normal ly be made within 12 mon ths after
the 31 January filing de adline for the r elevant return.

For companie s the claim mus t normal ly be made withintw o years of the end o f the
accounting period.

How w e can help

The rule s for capital al lowances can be comple x. We can help b y computing the al lowances
available t o your busine ss, ensuring tha t the mos t adv antageous claims ar e made and b y
advising on ma tters such as the timing o f pur chases and sales of capital as sets. Please do
contact us if y ou w ould lik e further advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Capital Gains Tax

A capital gain arise s when c ertain capital (or ‘char geable') as sets are
sold at a pr ofit. The gain is the s ale proceeds (ne t of selling costs)
less the pur chase price (including ac quisition ¢ osts).

What are the main f eatures of the c urrent system?

¥ Capital gains ta x (CGT) is charged at the r ate of 10% on gains (including an y held o ver
gains coming in to charge) wher e net t otal ta xable gains and inc ome is belo w the
income ta x basic rate band thr eshold. Gains or an y parts o f gains abo ve the basic r ate
band are charged at 20% with af ew e xceptions which ar e consider ed in the 'Ex ceptions
to the CGT rates section' belo w.

¥ Entrepreneurs' Relief (ER) or Investors' Relief (IR) ma y be available on c ertain busine ss
disposals.

Entrepreneurs’ Relief (ER)

ER may be available f or certain busine ss disposals and has the e ffect o f charging the firs t
£10 mil lion o f gains qualifying f or the r elief at an e ffective rate of 10%.

The relief wil | be available t o individuals on the dispos al of:
¥ the whole , or part , of a tr ading busine ss that is carried on b y the individual, either alone
or in partnership
¥ shares in an individual's '‘personal ¢ ompany'

¥ assets used by a busine ss or a compan y which has ¢ eased within the las tthr ee years

Where an individual mak es a qualifying busine ss disposal, relief may also be a vailable on
an ‘associated dispos al'. An ‘as sociated dispos al' is a dispos al of an asset:
¥ used in a qualifying ¢ ompany or gr oup of companie s of the individual or

¥ used in a partnership , wher e the individual is a partner

Restrictions on ob taining the r elief on an 'as sociated dispos al' are likely t o apply in ¢ ertain
specific situa tions . This include s the common situa tion wher e a property is in personal
ownership but is used in an unquo ted company or partnership tr ade in return f or a rent.
Under ER the availability o frelief is restrict ed wher e rent is paid.

Ownership period o ftw oyears

Ownership ¢ onditions apply thr oughout the period upt o the da te of dispos al. For dispos als
on or after 6 April 2019 , the nec essary qualifying period o f ownership is tw o years.
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The 5% rule f or compan y shar eholders
To qualify f or ER the compan y needs t 0 be an individual's 'personal ¢ ompan y' wher e the
individual mus t:

¥ be acompany emplo yee or o ffice holder

¥ hold atleast 5% o f the c ompan y's ordinary shar e capital and

¥ be ablet o exercise at least 5% o f the v oting righ ts.

For dispos als on or a fter 29 Oct ober 2018 , they must also s atisfy one o f the f ollowing t ests:

¥ adistribution t est B an individual is en titled t 0 at least 5% o f the c ompan y's pr ofit
available f or distribution t o equity holders and 5% o fthe as sets available f or distribution
to equity holders in a winding up; or

¥ aproceeds test b an individual is en titled t o at least 5% o f the pr oceeds in the e ventofa
disposal of the whole o fthe or dinary shar e capital o f the c ompan y.

Dilution

From 6 April 2019 those shar eholders whose holding in their c  ompany is reduced belo w
the normal 5% qualifying le vel as a result of raising funds f or commer cial purpose s by

me ans of an issue of new shar es may still obtain ER. An election can be made which al lows
shareholders t o crystallise a gain on their shar es before the dilution oc curs. This would be
achieved by tr eating the shar eholding as ha ving been sold and immedia tely re-purchased
at the pr evailing mark et value. The election wil | have to be made in their ta x return f or the
year in which the dilution tak es place. The shareholder ma y also elect t o defer the ac crued
gain un il their shar es are actual ly disposed o f.

Careful planning wil | be required with ER but if y ou w ould lik e to discuss ER in detail and
how it migh t affect y our busine ss, please do getin t ouch.

Investors' Relief (IR)

ER hasbeen e xtended t o external in vestors (o ther than c ertain emplo yees or officers of
the company) in unlis ted tr ading companie s. To qualify f or the 10% C GT rate under
'investors' relief' the f ollowing ¢ onditions needt o be me t:
¥ shares must be ne wly is sued and subscribed f or by the individual f or ne w consider ation
¥ bein an unlis ted tr ading compan y, or an unlis ted holding c ompan y of a tr ading gr oup

¥ have been is sued by the company on or a fter 17 M arch 2016 and ha ve been held f or a
period o f thr ee y ears from 6 April 2016

¥ have been held ¢ ontinuously f or a period o f thr ee years before disposal.

An individual's qualifying gains f or IR are subject t o a lif etime cap o f £10 mil lion.

Share identifica tion rule s

All shares of the s ame clas s in the s ame compan y are treated as forming a single as set,
regardless of when the y w ere original ly acquired. How ever, 'same da y' tr ansactions ar e
matched and the '30 da y' anti-avoidance rule s wil | remain.
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Example

On 15 April 2019 Je ff sold 2000 shar es in A plc fr om his holding o f 4000 shar es which he
had acquired as follows:

1000 in January 1990

1500 in M arch 2001

1500 in July 2005

Due to significan t stock mark et change s, he decided t o purchase 500 shar es on 30 April
2019 in the s ame company.

The disposal of 2000 shar es wil | be ma tched firs tly with the la ter tr ansaction o f 500
shares as it is within the f ollowing 30 da ys and then with 1 ,500/4 ,000

(1000+1500+1500) o fthe single as set pool on an a verage cost basis.

OGT annual exemption

Every ta x year each individual is al lowed to mak e gains up t o the annual e xemp tion
without pa ying any CGT. The annual e xemp tion f or 2019/20 is £12 ,000 (£11 ,700 in 2018/
19). Consider ation should be giv en to ensuring bo th spouse s/civil partners utilise this
facility .

Exceptions to the CGT rates

The rates of CGT are gener ally 10% and 20%. Ho wever 18% and 28% r ates apply f or
carried in terest and f or chargeable gains on r esidential pr operty tha t doe s not qualify f or
private residence relief.

Other mor e comple x areas

Capital gains can arise in man y other situa tions. Some of the se, such as gains on Enterprise
Investmen t Scheme and V enture Capital Trust shares, and de ferred gains on shar e for share
or share for loan no te exchanges, can be comple x. Please talk to us be fore making an y
decisions.

Other reliefs which y ou may be entitled t o
And final ly, many existing r eliefs continue t o be available, such as:

¥ private residence relief;

¥ business asset rollover relief, which enable s the gain on a busine ss asset to be de ferred
until a poin tin the futur e;

¥ business asset gif t relief, which al lows the gain on busine ss assets that are given away to
be held o ver until the as sets are disposed o f by the donee; and

¥ any unused al low able los ses from pr evious y ears, which can be br ought forw ard in or der
to reduce any gains.
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How w e can help

Careful planning o f capital as set dispos als is essential. We w ould be happ y to discuss the
options with y ou. Please contact us if y ou w ould lik e further advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Capital Gains Tax and the Family
Home

The capital gains ta x (CGT) exemp tion f or gains made on the s ale of
your home is one o fthe mos tvaluable reliefs from which man y
people bene fit during their lif etime . The reliefis w ell known: CGT
exemp tion wha tever the le vel of the capital gain on the s ale of any
property tha t has beeny our main r esidence. In this f actsheet w e
look at the oper ation o f the r elief and c onsider f actors that may
cause itt o be restrict ed.

Several important basic points

Only a property oc cupied as a r esidence can qualify f or the e xemp tion. An in vestmen t
property in whichy ou have never lived w ould no t qualify .

The term 'r esidence' can include outbuildings separ ate from the main pr operty but this is a
difficult ar ea. Please talk to us if this is lik ely t o be relevantto you.

'‘Occupying’ as a r esidence requires a degree of permanenc e so that living in a pr operty f or
say, just tw o w eeks with a vie w t o bene fiting fr om the e xemp tion is unlik ely to w ork.

The exemp tion include s land tha tis f or ‘oc cupation and en joymen t with the r esidence as its
garden or gr ounds up t o the permit ted area'. The permit ted area is half a hectar e including
the sit e of the pr operty which equa tes to about 1.25 acr es in old mone y! Larger gar dens
and grounds may qualify but only if the y are appropriate to the siz e and char acter of the
property and ar e required for the r easonable en joymen t ofit. This can be a dif ficult t est. In
a court case the e xemption w as not given on land o f 7.5 hectar es attaching t o a property .
The owner s aid he needed tha tlandt o enjoy the pr operty because he w as keen on horse s
and riding. The c ourts decided tha t the o wner's sub jectiv e liking f or horse s was irrelevant
and, applying an ob jectiv e test, the land w as not needed f or the r easonable en joymentof
the pr operty .

Selling land separately

What if y ou w ant t o sell off some o fyour gar den for someone else t o build on? Wil | the
exemp tion apply? In simple t erms it wil |if y ou continue t o own the pr operty with the r est
of the gar den and the t otal original ar ea w as within the half a hectar e limit .

Where the t otal area exceeds half a hectar e and some is sold theny ou w ould have to
show tha t the part sold w as needed f or the r easonable en joymen t of the pr operty and this
can clearly be dif ficult if y ou w ere prepared to sell it o ff.
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What if on the o ther hand y ou sell your house and part o fthe gar den and then a talater
date sell the r est of the gar den o ff separ ately, say for de velopmen t? Then you wil | not get
the bene fit o f the e xemp tion on the sec ond sale because the land is no longer parto  fyour
main r esidence at the poin tof sale.

More than one r esidence

It is incr easingly common f or people t o own mor e than one r esidence. How ever an
individual can only bene fit fr om the C GT exemption on one pr operty a t a time . In the case
of a married ¢ ouple (or civil partnership), ther e can only be one main r esidence for both.
Where an individual has tw o (or mor e) residences then an election can be made t o choose
which should be the onet o bene fit fr om the C GT exemption on s ale. Note that the
property need no t be in the UKt o bene fit although ther e are additional r estrictions fr om
April 2015 de tailed belo w. Also foreign ta x implica tions ma y need t o be br oughtinto the
equation.

The election mus t normal ly be made within tw o years of the change in the numbero f
residences and the po tential consequenc es of failure to elect ar e shown in the case s tudy
that follows.

Furthermor e the case s tudy demons trates the bene ficial rule tha t allows CGT exemp tion f or
the last 18 mon ths of ownership o f a property tha t has at some time been the main
residence. Where the o wner o f the pr operty isin longt erm car e or a dis abled person, and
mee ts the nec essary conditions , they bene fit fr om a CGT exemp tion f or the las t 36 mon ths
of ownership .

From April 2020 the final 18 mon ths CGT exemp tion wil | be reduced to 9 mon ths. The 36
mon ths e xemp tion which applie s for disabled persons or those in car e wil | not be a ffected.

Case study

Wayne, an additional r ate taxpayer, acquired a home in 2009 in which he liv  ed ful I-time .
In 2013 he bough t a second home and divided his time be tw een the tw o propertie s.
Either property ma y qualify f or the e xemp tion as W ayne spends time a t each - ie the y
both count as 'residences'.

Choosing which pr operty should bene fitis no t alw ays easy since it depends on which is

the mor e likely t o be sold and which is the mor e likely t o show a significan t gain.

Some crystal bal | gazing may be needed!

The choice of property needst o be made b y electiont o HMRC within tw o years of
acquiring the sec ond home . Missing this time limit me ans that HMRC will decide on
any futur e sale which pr operty w as, as a question o f fact, the main r esidence.

Wayne elects f or the sec ond home t o be tr eated as his main r esidence for CGT purposes.
If say in 2019 he sel Is both pr opertie s realising a gain o f say £100 ,000 on the firs t
property and £150 ,000 on the sec ond pr operty .

The gain on the sec ond pr operty is C GT-fr ee because o f the election.

Part o f the gain on the firs t property is e xempt. Namely tha t relating t o:
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the f our y ears before the sec ond pr operty w as acquired (when the firs t property w as
the only r esidence) and

the last 18 mon ths of ownership wil | qualify pr oviding the pr operty has been the main
residence at some time .

In other w ords out o f the t en years of ownership , a total of fiv e and a half y ears (66
mon ths) w ould qualify f or the e xemp tion. Ther efore 54/120ths o f the gain - ie £45 ,000
wil | be ta xable .

What if no election were made?

Without the election, and the firs t property being tr eated as the main r esidence

throughout , the gain on the firs t property w ould be whol ly exempt and the gain on the
second pr operty w ould be whol ly chargeable. Failure to mak e an election can be an
expensiv e mistake.

Can you claim PPR relief on y our property?

A person's r esidence wil I not be eligible f or Principal Priv ate Residence (PPR) relief for a ta x
year unle ss either :

¥ the person making the dispos al w as resident in the s ame country as the pr operty f or tha t
tax year, or

¥ the person spen tatleast 90 midnigh ts in tha t property .

The rules apply t o both a UK resident disposing o f a residence in ano ther c ountry and a
non-r esident disposing o fa UK residence.

Business use

More and mor e people w ork fr om home the se days. Does working fr om home a ffect the
OGT exemp tion on s ale? The answer is simple - it ma y do!

Rather mor e help fully the basic rule is tha tthe e xemption wil | be denied t o the e xtentthat
part o f your home is used e xclusively f or busine ss purpose s. In many cases of course the
busine ss use is not exclusive, your o ffice doubling as a spar e bedr oom f or gue sts for
example , in which case ther eis not a problem.

Where ther e is exclusive busine ss use then part o fthe gain on s ale wil | be char geable
rather than e xempt. However, it may w ell be tha t you plan t o acquire a further pr operty,
also with part f or busine ss use, in which case the busine ss use elemen t of the gain can be
deferred by 'rolling o ver' the gain agains t the c ost of the ne w pr operty .

Residential letting

A further r elief is giv en if y our main r esidence has been le t as residential accommoda tion
during the period o fownershipupt oa maximum o f £40,000. The case study belo w be st
demons trates the oper ation o f this .
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The letting e xemp tion can be v ery v aluable but is only a vailable on a pr operty tha t has
been y our main r esidence. Itis not available on a'buy t o let' property in whichy ou never
live.

The governmen t has announc ed tha t fr om April 2020 an additional 'shar ed occupancy' rule
wil | apply t o lettings r elief such tha t the o wner o f the pr operty is r equired to live in the
same pr operty as the t enant.

Case study

Frank bough t a pr operty in 2004 and liv ed in it as his main r esidence for eigh t y ears until
2012. Then he bough t a second pr operty which immedia tely became his main r esidence
and the firs t property is then le t fr om then un til its s ale in say 2019.

The gain on s ale of the firs t property amoun ted to £210,000.

Some of this gain wil | be e xemp't as it has been F rank's main r esidence.

96 mon ths (8 y ears actual oc cupation - fr om 2004 t 0 2012)

18 mon ths (last 18 mon ths of ownership - part w ay thr ough 2018 and 2019)

So 114 mon ths in t otal is exemp t.

As the t otal period o f ownership is 180 mon ths (15 y ears) the e xempt gain wil | be
calculated as follows:

114/180 x £210 ,000 = £133 ,000

The balance of the gain (E77 ,000) r elates to the period fr om 2012 t o part w ay thr ough
2018. The pr operty w as let during this period and had pr eviously been F rank's main
residence so tha t the le tting e xemp tion is a vailable . Although the gain r elating t o this
period amoun ts to £77 ,000 the e xemp tion f or le tting is limit ed to a ma ximum o f
£40,000.

Overall £173,000 o f Frank's gain is e xempt le aving £37 ,000 char geable t o tax and this is
subject t o the annual e xemp tion.

Periods of absence

Certain o ther periods o f absence from y our main r esidence may also qualify f or CGT relief if
say you have to leave your property t o go and w ork else wher e in the UK or abr oad. The
availability o f the e xemp tion depends ony our circumstances and length o f period o f
absence. Please talk to us if thisis r elevant for you. We w ould be deligh ted to set out the
rules as they apply t o your partic ular situa tion.

Trusts

The exemp tion is also a vailable wher e a property is 0 wned b y trus tees and occupied by
one of the bene ficiarie s as their main r esidence.

Until December 2003 it w as possible t o transfer a property y ou owned but which w as not
eligible f or CGT main residence reliefinto a trust for say the bene fit o f y our adult childr en.
Any gain could be de ferred using the gif trelief provisions. One of y our childr en could then
live in the pr operty as their mainr esidence and on s ale the e xemp tion w ould have covered
the en tire gain.
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HMRC decided that this t echnique w as being used as a mechanismt o avoid CGT and so
block ed the pos sibility o f combining gif t relief with the mainr esidence exemption in the se
circumstances.

How w e can help

The main r esidence exemption c ontinue s to be one o f the mos t valuable CGT reliefs.

How ever the oper ation o f the r elief is not alw ays straightforw ard nor its a vailability a
foregone c onclusion. A dvance planning can help enormously in iden tifying po tential issues
and ma ximising the a vailable r elief. We can help with this . Please contact us if y ou have
any que stions arising fr om this f actsheet or w ould lik e specific advic e relevant to your
personal cir cumstances.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Cars for Employees

The current regime f or taxing emplo yer provided cars (c ommonly
referred to as compan y cars) is in tended:

¥ to encourage manuf acturers to produce cars which ar e mor e environmen tally friend ly and

¥ to give emplo yee driv ers and their emplo yers a tax incentive to choose mor e fuel-
efficient and en vironmen tally friend ly vehicles.

We set out belo w the main ar eas of importanc e. Please do not he sitate to contact us if y ou
requir e further in formation.

The rules

Employer provided cars ar e taxed by reference to the lis t price of the car but gr aduated
according t o the le vel of its carbon dio xide (CO2) emis sions.

Percentage char ges

Emissions (g/km) 2018/19 % of car's pric e 2019/20 % of car's pric e
taxed taxed

0-50 13 16

51D 75 16 19

76 - 94 19 22

95 -99 20 23

100 - 104 21 24

105 - 109 22 25

110 - 114 23 26

115 -119 24 27

For every additional 59 - -

ther eafter add 1%

Until the ma ximum 37 37

percentage is r eached
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Examples

Jane was provided with a ne w company car, a Mercedes CLK 430, on 6 April 2018. The

list pric e is £50,000. The CO2 emis sions are 240g/km.

For 2018/19 and 2019/20  Jane's benefit wil | be £50 ,000 x 37% = £18 ,500.

Phil has a compan y car, a BMW 318i, which had a lis t price of £21 ,000 whenitw as
provided ne w on 6 April 2018. The C Oz emissions are 118g/km. No te: The CO2 emis sions
are rounded do wn t o the ne arest 5 gr ams per kilome tre - in this case 115g/km.

Phil's bene fit f or 2018/19 is : £21,000 x 24% = £5,040. Phil's bene fit incr eases for 2019/
20to £5,670 being £21 ,000 x 27%.

Diesels
Diesel cars emit le ss Q02 than pe trol cars and so w ould be ta xed on a lo wer percentage o f

the list pric e than an equiv alent petrol car. How ever, diesel cars emit gr eater quan titie s of
air pol lutants than pe trol cars and ther efore a supplemen tof 4% o f the lis t price gener ally
applie s to die sel cars (unle ss the car is r egistered on or a fter 1 September 2017 and mee ts
the Euro 6d emis sions standar d). For 2017/18 and pr evious y ears the die sel supplemen t
was 3%.

The diesel supplemen t doe s not apply t o hybrid cars.

Example

A die sel car that w ould giv e rise t 0 a 22% char ge on the basis o fits CO2 emissions wil |

instead be char ged at 26% f or 2018/19. The ma ximum char ge for die sel is capped a t
37%.

Obtaining emis sions da ta

The Vehicle Certifica tion A gency pr oduces a free guide t o the fuel ¢ onsump tion and
emissions figur es of all new cars. It is available on the in ternet at
www .carfuelda ta.direct.gov.uk. These figur es are not how ever necessarily the de finitiv e

figur es for a partic ular car. The definitiv e CO2 emissions figur e for a partic ular v ehicle is

recorded on the V ehicle Registration Doc umen t (V5).

The lis t pric e

¥ The list price of a car is the pric e when itw as first registered including deliv ery, VAT and
any accessorie s provided with the car . Accessories subsequently made a vailable ar e also
included (unle ss they have alist price of le ss than £100).

¥ Employee capital c ontributions up t 0 £5,000 reduce the lis t price.

Emplo yer's Class 1A na tional insur ance con tributions

The bene fit char geable t o tax on the emplo yee is also used t 0 comput e the emplo yer's
liability t o Class 1A (the r ate is currently 13.8%).
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Import ed cars
Some cars registered after 1 January 1998 ma y have no appr oved CO2 emis sions figur e,

perhaps if the y w ere import ed from outside the E C. They are taxed according t o engine

size.

Engine siz e (cc) % o flis t pric e char gedt o ta x
2018/19
0 - 1400 23%
1401 - 2000 34%
Over 2000 37%
Private fuel

There is a further ta x charge wher e a compan y car user is supplied with or al lowed to claim
reimbursemen t for fuel f or priv ate journe ys.

The fuel scale char ge is based on the s ame per centage used t o calculate the car bene fit.
This is applied t 0 a set figur e which is £24 ,100 for 2019/20 (£23 ,400 for 2018/19). As with
the car bene fit, the fuel bene fit char geable t o tax on the emplo yee is used t o comput e the
emplo yer's liability t o Class 1A. The combined e ffect of the char ges mak es the pr ovision o f
free fuel a ta x inefficient me ans of remuner ation unle ss ther e is high priv ate mile age.

The benefit is pr oportiona tely reduced if priv ate fuel is no t provided f or part o fthe y ear. So
taking action no w t o stop providing fr ee fuel wil | have an immedia te impact on the fuel
benefit char geable t o tax and NICs.

Please note that if fr ee fuel is pr ovided la ter in the s ame ta x year ther e wil | be a ful | year's
charge.

Business fuel

No charge applie s wher e the emplo yee is solely r eimbursed f or fuel f or busine ss travel.

HMRC issue advisory fuel-only mile age rates for emplo yer provided cars . Employers can
adopt the r ates in the f ollowing table but ma y pay lower rates if the y choose .

Rates from 1 M arch 2019

Engine siz e Petr ol

1400cc or le ss 11p
1401cc - 2000c ¢ 14p
Over 2000c ¢ 21p
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Engine siz e LPG

1400cc or less P
1401cc - 2000c c 8p
Over 2000c ¢ 13p

1600cc or le ss 10p
1601cc - 2000cc 11p
Over 2000c ¢ 13p

HMRC update the se rates on a quart erly basis in M arch, June, September and Dec ember .
The latest rates can be found at www .gov.uk/go vernmen t/publica tions/advisory -fuel-r ates

Employees' use of own car

There is also a statut ory system o f tax and NIC free mile age rates for busine ss journe ys in
emplo yees' own v ehicles.

The statut ory rates are:

Rate per mile

Up to 10,000 mile s 45p

Over 10,000 mile s 25p

Employers can pay up t o the s tatut ory amoun t without gener ating a ta x or NIC charge.
Paymen ts made b y emplo yers are referred to as 'mile age allowance paymen ts'. Wher e
emplo yers pay le ss than the s tatut ory rate (or mak e no paymentat all) emplo yees can
claim ta x relief on the dif ference betw een any paymentreceived and the s tatutory rate.

How w e can help

We can provide advic e on such ma tters as:
Please contact us f or mor e detailed advic e.

¥ whe ther a car should be pr ovided t 0 an emplo yee or a priv ate car used f or busine ss
mile age

¥ whe ther emplo yee contributions ar e tax efficient
For in forma tion o fusers :"This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in

& B DIREDY B 0 S e S5 eed W eE Rt ivaiing rom acion as 1 ecult of e ma teral an be

accepted by the authors or the firm.
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Cash Basis for the Self -
Employed

We consider the op tional rule s which al low smal | unincorpor ated
busine sses to calculate their pr ofits f or tax purpose s on a cash basis
rather than the normal ac cruals basis.

Accruals basis and cash basis

One example which il lustrates the dif ference betw een the ac cruals basis and cash basis is
that credit s ales are included in the ac cruals basis accounts income de spite the f act tha t the
customer ma y not have paid f or the goods or servic es by the end o f the ac counting period.
Under the op tional cash basis the busine ss is taxed on its cash r eceipts le ss allow able cash
paymen ts made during the ac counting period. So under the op tional cash basis cr edit s ales
are accounted for and ta xed in the y ear in which the y are paid f or by the c ustomer.

Cash basis eligibility

The main en try crit eria are that y our busine ss is unincorpor ated (sole tr ader or a
partnership ¢ onsisting only o f individuals) and tha tyour receipts in the ac counting period
are less than the en try thr eshold. From 1 April 2017 the en try thr eshold is £150 ,000. The
exit thr eshold is £300 ,000.

There are some individual e xclusions fr om cash basis, for e xample , Limited Liability
Partnerships , Lloyd's underwrit ers and those eligible individuals who wisht o continue t o
claim averaging o f profits lik e farmers .

Once the cash basis election is made an individual wil | gener ally have to remain in the
scheme unle ss the busine ss either gr ows t oo lar ge or ther e is ano ther ac ceptable ‘change
of circumstances.' These matters are not consider ed further her e.

Key tax points

Cashreceip ts

Cash receipts lit erally me an all cash receipts tha t the busine ss receives during the
accounting period. As w ell as trading inc ome this wil | also include the pr oceeds fr om the
sale of any plant and machinery . If a customer doe s not pay whatis owed by the
accounting y ear end then it wil | not be ta xable un til the ne xty ear when it is actual ly
received by the busine ss.

What deductions ar e al low able?

In terms o f wha t deductions can be claimed the main rule s are that the e xpense s must
have been actual ly paid in the ac counting period as w ell as being inc urred whol ly and
exclusively f or the purpose s of the tr ade.
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As is the case with calc ulating ta xable pr ofits gener ally for a busine ss no deductions ar e
allowed for items which ar e of a capital na ture such as the pur chase of property . How ever,
under the cash basis the ¢ osts of mos t plan t and machinery can be included as a deduction.
One key exception is the pur chase of cars.

Relie ffor in terest pa ymen ts

If you have a busine ss loan or o verdraft only in terest, paymen ts up t 0 a ma ximum limito f
£500 can be claimed. If , in the futur e, you have a larger loan and wish t o claim mor e
interest as a deduction then this ¢ ould be tr eated as a change o f circumstances and result
in you then ha ving y our accounts prepared on the ac cruals basis.

Restrictions on the use 0 flos ses

If your busine ss incurs a loss then under the cash basis this can only be carried f  orw ard and
set against profits o f the s ame busine ss in futur e years. This is not as adv antageous as the
normal rule s which wil | allow the los s to be carried back or se t off 'side ways' against other
income .

In order to ensure thatincome is ta xed and e xpense s are relieved 'onc e and onc e only’
special calculations ar e needed on en tering or le aving the cash basis .

How w e can help

So, in summary , as you can see ther e is mor e to the cash basis than migh t be e xpected and
we would be happ y to review y our circumstances to see if this w ould be suitable f or you
and y our busine ss. Please contact us if y ou w ould lik e any further in forma tion.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Charitable Giving

If you are thinking o f making a gif tto charity, this f actsheet
summarise s how t o mak e tax-effectiv e gifts. You can gettaxrelief
on gifts to UK charitie s if you giv e:

¥ under Gift Aid
¥ through a Payroll Giving scheme , run by your emplo yer, or

¥ by making a gif t of certain shar es or land.

Location o f the charity

UK charitable ta x reliefs are available t o certain or ganisations which ar e the equiv alent of
UK charities and Community Ama teur Sports Clubs (CASCs) in the EU, Norw ay and Iceland.

UK donors are able t o receive the s ame ta x reliefs in respect o f the se donations and
legacie s that the y enjoy for donations t o UK charitie s.

The qualifying o verseas charitie s benefit fr om the s ame UK tax exemp tions and r eliefs as
UK charitie s.

Gift Aid
If you pay tax, Gift Aid is a scheme b y which y ou can giv e a sum o f mone y to charity and
the charity can normal ly reclaim basic r ate tax on y our gif t from HMRC. That incr eases the

value of the gif tyou mak e to the charity . So for example , if y ou giv e £10 using Gif t Aid tha t
giftis w orth £12.50 t o the charity .

You can giv e any amoun t, large or smal |, regular or one -off.

If you do no t pay tax, you should no t use Gift Aid.

How doe s a gif t qualify f or Gif t Aid?
There are thr ee main ¢ onditions . You mus t:
¥ make a declar ation t o the charity tha tyou w antyour giftto be tr eated as a Gift Aid
donation

¥ pay at least as much ta x as the charitie s wil | reclaim on y our gif ts in the ta x year in which
you mak e them

¥ not receive excessive benefitsin r eturn f or your gif t.

Making a declar ation

The declaration is the charity's authority t o reclaim ta x from HMRC on your gif t.

The declaration can be in writing or or  ally but , usually, the charity wil | provide a writ ten
declaration f orm.
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You do no t have to mak e a declar ation with e very gif t. In order t 0 mak e a Gift Aid dona tion
you'll need t 0 mak e a Gift Aid declar ation. The charity wil | normal ly ask y ou to comple te a
simple f orm - one f orm can c over every gif t made t o the s ame charity or CASC f or
whatever period y ou choose , and can cover gif ts you have already made (back dating y our
claim for up t o four y ears) and/or gif ts you may mak e in the futur e.

Membership subscrip tions thr ough Gif t Aid

Gift Aid donor bene  fitrule s

From 6 April 2019 the donor bene fit rule s that apply t o charitie s that claim Gif t Aid ar e
simplified. The pr evious mix o f mone tary and per centage thr esholds, detailed belo w have
been replaced by tw o percentage thr esholds:

¥ the bene fit thr eshold f or the firs t £100 o f the dona tion r emains at 25% o f the amoun tof
the dona tion, and

¥ for larger dona tions, charitie s can offer an additional bene fitt o donors upt 0 5% o f the
amoun t of the dona tion tha t e xceeds £100.

There is an o verriding limit on the v alue of bene fits received by a donorin ata xyear as a
consequenc e of dona tions t 0 a charity , which is £2 ,500.

You can pay membership subscrip tionst o a charity thr ough Gift Aid, pr ovided any
membership bene fits y ou receive do not e xceed certain limits . How ever, you can disr egard
free orreduced entry t o view any property pr eserved, main tained, k ept or cr eated by a
charity in r elation t o their charitable w ork.

Prior to 6 April 2019 the limits on the v alue of bene fits r eceived relative to donations w ere:

¥ 25% o f the v alue of the dona tion, wher e the dona tion w as less than £100
¥ £25, wher e the v alue of the dona tion w as betw een £100 and £1 ,000

¥ 5% ofthe v alue of the dona tion, wher e the dona tion e xceeded £1 ,000

Fund-r aising e vents

Where you have raised mone y which has simply been ¢ ollected from o ther people , such as
on a flag day, and the o ther people ha ve not made a declar ation t o the charity tha tthey
are taxpayers, the paymen t is not made under Gif t Aid and gener ally no ta x relief is due
but see belo w r egarding the Gif t Aid Smal | Donations Scheme .

How ever, if y ou have been sponsor ed for an e vent, and each sponsor has signed a Gif t Aid
declaration, then the charity can r ecover the ta x on the amoun ts covered by declar ations .
Charitie s may produce sponsorship f orms f or this .

Higher r ate and additional r  ate ta xpa yers

If you are a higher/additional r ate taxpayer, you can claim ta x relief on the dif ference

betw een the basic r ate and higher/additional r ate of tax (thr ough y our ta x return). Reliefis
given either f or the ta x year of paymen t or in some case s itis now pos sibleto electt o
receive the bene fit o f the higher/additional r ate tax relief one y ear earlier than pr eviously.

You should ther efore keep a record of paymen ts made under Gif t Aid f or each tax year.
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The time limit f or claiming ta x relief on Gif t Aid dona tions is f our y ears. This time limit
applie s to the charity and the individual making the gif  t.

Tain ted dona tionst o charity

Tax relief is denied on dona tions wher e one o f the main purpose s of the dona tionist o
receive atax adv antage f or the donor or ¢ onnect ed person dir ectly or indir ectly fr om the
charity. There is no mone tary limit on the amoun t of the dona tion which ma y be caughtby
the se rules.

Gift Aid Small Donations Scheme (GASDS)

Charitie s can use Charitie s Online for repayment of tax on o ther inc ome and claims f or top-
up paymen ts under the Gif t Aid Smal | Donations Scheme (GASDS).

Charitie s and CASCs can claim a top-up paymen t on smal | donations without the needt o
collect Gift Aid declar ations. The Gift Aid Smal | Donations Scheme (GASDS) applie s wher e it
is impr actical t o obtain a Gif t Aid declar ation. GASDS applies to donations o f £30 or le ss
made by individuals in cash or ¢ ontactle ss paymen t. Before 6 April 2019 , the limitw as £20.
Charitie s are gener ally able t o claim on smal | donations o f up t o £8,000 per annum which

wil I resultin ar epaymentof £2,000 for the charity or CASC .

The GASDS is ideal for smal | cash donations or ¢ ontactle ss paymen ts received in collection
boxes, bucket collections and during r eligious servic es. Charitie s and CASCs wishing to claim
under the GASDS still need t o0 mak e Gift Aid claims in r espect of other dona tions f or which
they have a Gift Aid declar ation in the s ame ta x year, for example , on regular dona tions
received fr om support ers. This is called the 'ma tching rule': e very £10 o f dona tions claimed
under the GASDS must be ma tched with £1 o f dona tions claimed under Gif t Aid in the

same ta x year.

Payroll Giving

A Payroll Giving scheme al lows y ou to give regularly t o charity fr om y our pay and ge t ta x
relief ony our gif ts. The scheme r equires your emplo yer to set up and run a scheme . You
authorise y our emplo yer to deduct y our gif t from y our pay. Every mon th y our emplo yer
pays it o ver to a Payroll Giving agency appr oved by HMRC. The agency then dis tribut es the
mone y to the charity or charitie s of your choice.

Because your emplo yer deducts y our gif t from y our pay or pension be fore PAYE is worked
out, you pay tax only on the balanc e. This means thatyou getyour tax reliefimmedia tely
at your highe st rate of tax. (The amoun t you pay in national insur ance contributions is no t
affected.)

Gifts of shares or land

Capital gainsta x (CGT)
You are not liable t o CGT when y ou mak e a gift of assets, such as land or shar es, to charity,
even if the as set is w orth mor e when y ou donate it than wheny ou acquired it.
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Income ta x

You may also ge tincome ta x relief f or the se gifts to charity if the y are 'qualifying
investmen ts'. There are tw o0 main type s of qualifying in vestmen ts:

¥ quoted shares and securitie s

¥ land and buildings .

Example

Alma o wns quo ted shares with a mark et value of £10,000 and an original ¢ ostto her o f
£3,000. Alma is a higher r ate taxpayer.

Alma giv es the shar es to the charity . The charity wil | then sel | the shar es for £10,000 and
keep the ful | sale proceeds.

Alma wil | not have a capital gain arising under C GT. She wil | be en titled t 0 40% inc ome
tax relief on the v alue of her gif tie £4 ,000.

Although this sounds a v ery attractive relief, a comparison should be made o fthe

alternative route of gif ting t o a charity b y selling the in vestmen t and giving the ne t
proceeds t o charity under Gif t Aid.

So, if Alma sold the shar es, she w ould mak e a capital gain o f £7 ,000 be fore considering
any unused annual e xemp tion. If, say, the CGT bill is nil, she c ould gif t the pr oceeds of
£10,000 under Gif t Aid. The charity can r eclaim ta x of £10,000 x 20/80 = £2 ,500. Alma is
entitled t o higher r ate relief on the gr oss gift of £2,500 (£10 ,000 x 100/80 x 40 - 20%).
Although Alma has r eceived le ss tax relief (E4 ,000 compar ed to £2,500), the charity wil |
have received £12 ,500 (£10 ,000 fr om Alma and £2 ,500 fr om HMRC).

If you w ould lik e further advic e on this ma tter, please contact us.

Qualifying in  vestmen ts
In mor e detail, the f ollowing in vestmen ts qualify f or the ta x relief:

¥ shares and securitie s listed or de alt in on the UK S tock Exchange, including the Alt ernative
Investmen t M arket

shares or securitie s listed or de alt in on an y overseas recognised stock exchange

units in an authorised unit trus  t (A UT)

shares in a UK open-ended in vestmen t compan y (OEIC)

K OK K K

holdings in c ertain f oreign collectiv e investmen t scheme s (foreign equiv alents of AUTS
and OEICs)

¥ freehold in terests in land

¥ |easehold in terests in land wher e the le ase period is f or aterm o f years absolut e.

You should alw ays contact the charity t o ensure that it can ac cept the shar es or the land.
Indeed f or land, the charity needs t o0 give you a certifica te stating tha t it has ac quired the
land.

The charity ma y be able t o help y ou with the tr ansfer procedure.
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How w e can help

If you w ould lik e to help a charity financial ly, it mak es sense to do thisin ata x efficient
way. We can provide as sistance in de termining this f or you. Please contact us f or mor e

detailed advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Charitie s: Trustees'
Responsibilitie s

It is often consider ed an honour t o act as a trus tee for a charity and
an opportunity t o give some thing back t o the c ommunity . How ever,
becoming a trus tee involves a certain commitmen t and le vel of
responsibility which should no t be under estima ted.

Whether y ou are already a trus tee for a charity , be it a local pr oject or a household name
or are thinking o f becoming in volved, ther e are a number o f responsibilitie s that being a
trustee places upony ou.

We outline the main r esponsibilitie s below, with a partic ular emphasis on ac counting and
audit r equiremen ts.

Background

The charitie s sector in England and W ales is gener ally overseen by the C harity Commis sion.
The Commis sion is a go vernmen t departmen tthat requires the r egistration o f mos t
charitie s.

The Commis sion plays an importan trole in the charity sect or and is in plac e to giv e the
public confidenc e in the in tegrity o f charitie s.

All charitie s need t o demons trate that their aims ar e for the public bene fit, initial ly as part
of their applica tion pr ocess to the Charitie s Commis sion and subsequen tly e ach year at the
time the y prepare their annual r eport .

A key part o f the Commis sion's w ork is t 0 provide advic e to trustees. A great de al of useful
advice can be f ound on the Commis sion's w ebsite, wher e ther e is a section dedica ted to

Setting up and running a C harity .

Types of charity

Charitie s can be created in a number o fw ays but ar e usually either :

¥ incorporated under the C ompanie s Act 2006 or e arlier (limit ed compan y charitie s)

¥ incorpor ated under the C haritie s Act 2011 (C haritable Inc orpor ated Organisations - ClIOs)
or

¥ created by a declar ation o f trus t (uninc orpor ated charitie s).

Each of the se charitie s need t o register and file their ac counts with the C harity Commis sion
and limit ed companie s are additional ly registered with C ompanie s House. The type o f the
charity wil | determine the ful | extent of a trus tee's responsibilitie s.
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All charitie s are affected by the Charitie s Act 2011.

Who is a Trustee?

The Charitie s Act 2011 de fine s trustees as 'persons ha ving the gener al control and
managemen t of the adminis tration o f a charity'. This de finition w ould typical ly include:

¥ for uninc orpor ated charitie s and CIOs, members o f the e xecutive or managemen t
commit tee

¥ for limit ed compan vy charitie s, the dir ectors or members o f the managemen tcommit tee.

Trustee restrictions and liabilitie s

In addition t o the r esponsibilitie s of being a trus tee, ther e are also a number o f restrictions
which ma y apply. These are aimed a t preventing a c onflict of interest arising be tw een a
trustee's personal in terests and their dutie s as a trustee. These provide tha t gener ally:

¥ trustees cannot bene fit personal ly fr om the charity , although r easonable out o f pock et
expense s may be r eimbursed

¥ trustees cannot be emplo yees of the charity .

There are limit ed exceptions t o the se principle s. Where trustees do not act pruden tly,
lawful ly or in ac cordance with their go verning doc umentthe y may find themselv es
personal ly responsible f or any loss they cause t o the charity .

Trustees' responsibilitie s

The CC guidance QC3a, 'Charity Trustee: What's involved' explains wha tit me ans to be a

trustee and ho wt o become one . Trustees have ful | responsibility f or the charity and ar e
required to:

¥ follow the la w and the rule s in the charity's go verning doc ument

¥ actresponsibly and only in the in terests of the charity

¥ use reasonable car e and skil | and

¥ make w ell-informed decisions , taking advic e when the y need t o.

The Charity Commis sion publica tion GC3, 'The essential trus tee: wha t you need t o know'

_provide s mor e detailed guidanc e for bo th ne w and e xisting trus tees. The guidanc e sets out
trustees' dutie s and responsibilitie s under six he adings:

ensure your charity is carrying out its purpose s for the public bene fit

comply with 'y our charity's go verning doc ument and the la w

act in y our charity's be stinterests

ensure your charity is ac countable

manage y our charity's r esources responsibly

K K K K K K

act with r easonable car e and skil I.
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Before you act as a charity trus tee you must ensur e thatyou are eligible . There have been
recent rule change s regarding trus tee disqualifica tion which y ou needt o be aware of.

Trustees are under a legal duty t o mak e sure that their charity's funds ar e only applied in
the further ance of its charitable ob jects. They need t o be able t o demons trate that this is
the case, so they should k eep records which ar e capable o f doing this .

Fundr aising

The Fundraising Regulator w as established t o strengthen the s ystem o f charity r egulation
and restore public trus t in fundr aising. Trustees should be a ware of the r equiremen ts of the
Code of Fundraising Practice, which ar e many and v arious.

Accoun ting r equir emen ts
There are partic ular requiremen ts for mos t charitie s to:
¥ keep ful | and accurate accounting r ecords (and funds r equiremen ts are of partic ular
importanc e here)
¥ prepare charity ac counts and an annual r eport
¥ to ensure an audit or independen t examina tion is carried out

¥ to submit an annual r eturn, annual r eport and ac counts to the Charity Commis sion (and,
for limit ed compan y charitie s, to Companie s House).

The extent t o which the se requiremen ts have to be me t gener ally depends upon the type
of charity and ho w much inc ome is gener ated.

Funds r equir emen ts

An importan t aspect o f accounting f or charitie s is the unders tanding o f the dif ferent 'funds’
that a charity can ha ve. The effective managemen t and control of fundr aising is an
importan t trus tee responsibility .

Essential ly funds r epresent the inc ome o f the charity and ther e may be r estrictions on ho w
certain type s of funds r aised can be used. F or example , a donation ma y be r eceived only
on the unders tanding tha titist o be used f or a specified purpose .

Itis then the trus tees' responsibility t o ensure that such 'r estrict ed' funds ar e used only as
intended.

The annual r eport
The annual r eport is o ften a fairly compr ehensive documen t, as legislation se ts out the
minimum amoun tofinformation tha t has t o be included. The r eport gener ally include s:
¥ atrustees' report (which can double as a dir ectors' report and a s trategic report , if
required for charitable ¢ ompanie s)
a statemen t of financial activitie s forthey ear
an income and e xpenditur e account for the y ear (f or some charitable ¢ ompanie s)
a balance sheet

a statement of cashflows

K K K K K

notes to the ac counts (including ac counting policie s).
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Audit r equir emen ts
Whether or no t a charity r equires an audit wil | depend mainly upon ho w much inc ome is
received or gener ated and theiry ear end. The income limit v aries according t o the type o f
charity as f ollows:

¥ all charitie s wher e income e xceeds £1,000,000 in a financial y ear require an audit

¥ charitie s (both inc orpor ated and uninc orpor ated) r equire an independen t e xamina tion
wher e their inc ome f alls betw een £25 ,000 and £1 ,000,000 in their financial y ear

¥ wher e income is o ver £250 ,000 the independen t examiner mus t be suitably qualified.

There are other crit eria t o consider, partic ularly r egarding t otal assets, and w e w ould be
pleased to discuss the se in mor e detail withy ou.

Reporting r equir emen ts

There is a compr ehensiv e framew ork in plac e that de termine s how a charity's ac counts
should be pr epared.

Unincorpor ated charitie s with inc ome belo w £250 ,000 ma y prepare receipts and pa ymen ts
accounts.

All other charitie s must prepare accounts that show a 'true and f air' vie w. To achie ve this
the ac counts gener ally need t o follow the r equiremen ts of the C haritie s Statement of
Recommended Pr actice (SORP). The SORP can be vieved at www .charitysorp .org/ and

charitie s are able t o build a be spoke version o f the SORP dealing with their o wn
circumstances.

How w e can help

A trustee's responsibilitie s are many and v aried. If y ou w ould lik e to discuss the se in mor e
detail or w ould lik e help in main taining y our charity's ac counting r ecords or pr eparing its
annual report ple ase contact us.

We are also able t o advise on whe ther or no t an audit or independen t e xamina tion wil | be
required and ar e able t o carry this out .

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Charities in Sootland: Trustees'
Responsibilitie s

It is often consider ed an honour t o act as a trus tee for a charity and
an opportunity t o give some thing back t o the c ommunity . How ever,
becoming a trus tee involves a certain commitmen t and le vel of
responsibility which should no t be under estima ted.

Whether y ou are already a trus tee for a charity , be it a local pr oject or a household name
or are thinking o f becoming in volved, ther e are a number o f responsibilitie s that being a
trustee places upony ou.

We outline the main r esponsibilitie s below, with a partic ular emphasis on ac counting and
audit r equiremen ts f or Scottish charitie s.

Background

The charitie s sector in Scotland is gener ally overseen by the Of fice of the Scottish Charity
Regulator (OSCR) also known as the 'Sc ottish Charity R egulator'. OSCR is a Non-Ministerial
Governmen t departmen t which is the independen tregulator and r egistrar for Scottish
charitie s.

OSCRplays an importan trole in the charity sect or and is in plac e to giv e the public
confidenc e in the in tegrity o f charitie s and to help charity trus tees to unders tand and
comply with their legal dutie  s.

A key part o f OSCR's work is t o provide advic e to trustees. A great de al of use ful advic e can
be found on the OSCR website, wher e ther e is a section dedica ted to Charity trus tees'
dutie s.

Types of charity

The main legisla tion which charitie s in Scotland oper ate is the Charitie s and Trustees
Investmen t Act (Scotland) 2005 ( the 2005 A ct). Charitie s can be created in a number o f
ways but ar e usually either :

¥ incorpor ated under the C ompanie s Act 2006 or e arlier (limit ed compan y charitie s)

¥ incorpor ated under the 2005 A ct through The Soottish Charitable Inc orpor ated
Organisations Regulations 2011 (‘the Gener al Regulations') (Sc ottish charitable
incorpor ated or ganisations, SCIOs), or

¥ created by a declar ation o f trus t (uninc orpor ated charitie s).

Each of the se charitie s need t o register and file their ac counts with OSCR and limit ed
companie s are additional ly registered with C ompanie s House.
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The type o f the charity wil | determine the ful | extent of a trus tee's responsibilitie s.

Who is a Trustee?

The 2005 A ct define s trustees as ‘persons ha ving the gener al control and managemen tof
the adminis tration o f a charity'. This de finition w ould typical ly include:

¥ for uninc orpor ated charitie s and SCIOs members o f the e xecutive or managemen t
commit tee

¥ for limit ed compan vy charitie s, the dir ectors or members o f the managemen tcommit tee.

Charitie s need at all time s to fulfil the charitable purpose f or which the y w ere created and
it is the duty o f all the trus tees to ensure this.

Trustee restrictions and liabilitie s

In addition t o the r esponsibilitie s of being a trus tee, ther e are also a number o f restrictions
which ma y apply. These are aimed a t preventing a c onflict o f interest arising be tw een a
trustee's personal in terests and their dutie s as a trustee. These provide tha t gener ally:

¥ trustees cannot bene fit personal ly fr om the charity , although r easonable out o f pock et
expense s may be r eimbursed

¥ trustees should not be paid f or their r ole as trus tee.

There are limit ed exceptions t o the se principle s which ar e set out in the 2005 A ct. Where
trustees do not act pruden tly, lawful ly or in ac cordance with their go verning doc umentthe y
may find themselv es personal ly responsible f or any loss they cause t o the charity .

Trustees' responsibilitie s

The OSCR guidane Charity T rustee Dutie s explains wha t it me ans to be a trus tee and ho w

to become one . Trustees have ful | responsibility f or the charity and a gener al duty t o act in
the in terests of the charity . This means the y should:

¥ operate in aw ay which is ¢ onsistent with the charity's charitable purpose s
¥ follow the la w and the rule s in the charity's go verning doc ument
¥ act with car e and diligenc e

¥ manage an y conflict of interest be tw een the charity and an y person or or ganisation tha t
may appoin t the charity's trus tees.

Trustees have a duty t o mak e sure that their charity's funds ar e only applied in the
further ance of its' charitable ob jects. They need t o be able t o demons trate that this is the
case, so the y should k eep records which ar e capable o f doing this .

Charity trus tees must put the in terests of the charity be fore their o wn needs or those o f
any relatives or busine ss interests. Where a decision mus t be tak en wher e one op tion
would be in the in terests of a trus tee and ano ther in tha t of the charity a trus tee should
mak e sure the o ther trus tees know o f the c onflict and should no t tak e part in the
discussion or decision.
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The OSCR guidane Charity T rustee Dutie s also provide s information on some specific dutie s
contained in the 2005 A ct. The guidance sets out trus tees' dutie s to:

¥ provide al | the in formation needed t o keep the Scottish Charity R egister up t o date

¥ comply with the charity's go  verning doc umen t and the 2005 A ct when making change s
to the w ay the charity oper ates

¥ keep proper accounting r ecords and prepare an annual s tatemen t of account and annual
report which ar e externally scrutinised

¥ take control of how the charity r aises funds

¥ provide in formation t o the public .

These dutie s are shared by every individual in char ge of the charity . No individual charity
trustee (f or example the C hair or Treasurer) has mor e responsibility than an y other trus tee.

Accoun ting r equir emen ts
The 2005 A ct requires that charitie s:
¥ keep ful | and accurate accounting r ecords (and funds r equiremen ts are of partic ular
importanc e here)
¥ prepare charity ac counts and an annual r eport on its activitie s
¥ ensure an audit or independen t examina tion is carried out

¥ submit an annual r eturn, annual r eport and ac counts to OSCR (and, for limit ed company
charitie s, to Companie s House).

The extent t o which the se requiremen ts have to be me t gener ally depends upon the type
of charity and ho w much inc ome is gener ated.

Funds r equir emen ts
An importan t aspect o f accounting f or charitie s is the unders tanding o f the dif ferent 'funds’

that a charity can ha ve.

Essential ly funds r epresent the inc ome o f the charity and ther e may be r estrictions on ho w
certain type s of funds r aised can be used. F or example , a donation ma y be r eceived only
on the unders tanding tha titist o be used f or a specified purpose .

It is then the trus tees' responsibility t o ensure that such 'r estrict ed' funds ar e used only as

intended.

Fundr aising

The effective managemen t and control of fundr aising is also an importan ttrustee
responsibility . The Soottish Fundraising Standar ds Panel oversee fundr aising standar ds and

deal with fundr aising complain ts for Scottish r egistered charitie s in line with the C ode of
Fundraising Practice.

The annual r eport

The annual r eport is o ften a fairly compr ehensiv e documen t, as legislation se ts out the
minimum amoun tofinformation tha t has t o be included. The r eport gener ally include s:
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¥ atrustees' report (which can double as a dir ectors' report and a s trategic report , if
required for charitable ¢ ompanie s)

a statemen t of financial activitie s forthey ear
an income and e xpenditur e account for the y ear (f or some charitable ¢ ompanie s)
a balance sheet

a statement of cash flows

K K K K K

notes to the ac counts (including ac counting policie s).

Audit r equir emen ts

Whether or no t a charity r equires an audit wil | depend mainly upon ho w much inc ome is
received or gener ated and theiry ear end:

¥ all charitie s wher e income e xceeds £500 ,000 require an audit

¥ all other charitie s require an independen t examina tion. Wher e 'accruals' accounts are
prepared the independen t examiner mus t be suitably qualified.

There are other crit eria t o consider, partic ularly r egarding t otal assets, and w e w ould be
pleased to discuss the se in mor e detail withy ou.

Reporting r equir emen ts

There is a compr ehensiv e framew ork in plac e that de termine s how a charity's ac counts
should be pr epared.

Unincorpor ated charitie s with inc ome belo w £250 ,000 may prepare receipts and pa ymen ts
accounts, unle ss their go verning doc umen t says otherwise .

All other charitie s must prepare accounts that show a 'true and f air' vie w and ar e referred
to as 'accruals' accounts. To show a 'true and f air' vie w the ac counts gener ally need t o
follow the r equiremen ts of the C haritie s Statemen t of Recommended Pr actice (SORP). The
SORP can be viewed at www .charitysorp .org/ and charitie s are able t o build a be spoke
version o f the SORP dealing with their o wn cir cumstances.

How w e can help

A trustee's responsibilitie s are many and v aried. If y ou w ould lik e to discuss the se in mor e
detail or w ould lik e help in main taining y our charity's ac counting r ecords or pr eparing its
annual report ple ase contact us.

We are also able t o advise on whe ther or no t an audit or independen t e xamina tion wil | be
required and ar e able t o carry this out .

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Child Benefit Charge

The High Income Child Bene fit char ge applie s to a ta xpayer who has
income o ver £50,000 in a ta x year wher e either the y or their
partner, if the y have one, are in receipt of Child Bene fit f or the y ear.

We set out belo w the main poin ts of the char ge and il lustrate some o f the pr actical issues.

Does this affect my family?

The High Income Child Bene fit char ge is payable by a taxpayer who has 'ad justed net
income' (e xplained la ter) in e xcess of £50 ,000 wher e either the y or their partner , if the y
have one, are in receipt of Child Bene fit. Where ther e is a partner and bo th partners ha ve
adjusted netincome in e xcess of £50 ,000 the char ge only applie s to the partner with the
higher inc ome .

Practical issues

Some couple s with f luctuating inc ome le vels may find tha t the y are caught by the char ge
or perhaps tha t the partner who usual ly has the highe stincome doe s not actual ly end up
paying the char ge as the f ollowing e xample il lustrates.

Example

Nicola, who r eceives Child Bene fit, is emplo yed as a t eacher and e arns £52 ,000 a y ear.
Her husband Alan is a self -emplo yed solicit or and his ac counting y ear end is 31 M arch.
He is late in submit ting his book s and records to his accountant for the y ear ended 31
March 2019. His r esults for tha t y ear wil | form his ta xable pr ofit f or 2018/19. Nic ola and

Alan do no t have any other inc ome o ther than their e arned inc ome but his pr ofits ar e

generally in e xcess of £60,000. On this basis Nic ola assume s that Alan wil | be liable f or
the char ge.

In January 2020 Alan's ac countant comple tes his tax return, file s this in adv ance of the 31
January deadline and advise s that his pr ofit has r educed to £48,000 as he had

experienc ed a number o f bad deb ts.

As a result Nicola has the highe stincome f or 2018/19 and is ther efore responsible f or
paying the char ge by 31 January 2020 and she wil | need t o contact HMR C about this .

For couple s who do no t share their financial de tails ther e is a problem as it is difficultto
accurately comple te their ta x return (or kno w if the y need t o contact HMR C to reque st one)
if their o wn inc ome is o ver £50,000 and Child Bene fit is being claimed. Only the highe st
earning partner is liable so this wil |1 need t o be de termined.
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Changes in circumstances

As the char ge is by reference to w eeks, the char ge wil | only apply t o those w eeks of the
tax year for which the partnership e xists. If a couple br eaks up, the partner with the highe st
income wil | only be liable f or the period fr om 6 April t o the w eek in which the br eak up

Ooccurs.

Conversely, if a couple come s together and C hild Bene fit is alr eady being paid, the partner
with the highe stincome wil | only be liable t o the char ge for those w eeks from the da te
the couple start living t ogether un til the end o fthe ta x year.

So what is the ad justed net income o f £50,000 made up o f?

It can be seen tha t the rule s revolve around 'ad justed netincome’, which is br oadly:

¥ income (t otal income sub ject t o income ta x le ss specified deductions e .g. trading los ses
and paymen ts made gr 0ss to pension scheme s)

¥ reduced by grossed up Gift Aid dona tions t o charity and pension ¢ ontributions which ha ve
received tax relief at sour ce.

In some case s it may be tha t an individual ma y w antto donate mor e to charity or mak e
additional pension ¢ ontributions : for example , to reduce or avoid the char ge.
Inequity applie s as household inc ome is no t tak en into account.

Therefore, equalising inc ome f or those who ha ve the f lexibility t o do so such as in f amily
partnerships or f amily o wner managed busine sses is importan t.

Who is a partner f or the purpose o f the char ge?

A person is a partner o fanother person a tany time if an y of the f ollowing c onditions ar e
met atthattime . The persons ar e either :

¥ aman and aw oman who ar e married t o each other and no t separ ated; or

¥ aman and aw oman who ar e not married t o each other but ar e living t ogether as
husband and wif e.

Similar rule s apply t 0 same se x couples.

The charge

Anincome ta x charge wil | apply at arate of 1% o f the ful | Child Bene fitaward for each
£100 o fincome be tw een £50 ,000 and £60 ,000. The char ge on ta xpayers with inc ome
above £60,000 wil | be equal t o the amoun t of Child Bene fit paid.

Example for 2019/20

The Child Bene fit f or tw o children amoun ts to £1,788 per annum. The ta xpayer's

adjusted netincome is £55 ,000. The income ta x charge wil | be £894. This is calc ulated as
£1,788 x 50% (£55 ,000 - £50 ,000 = £5 ,000/£100 x 1%).
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How doe s the adminis tration oper ate?

In the self as sessment system individuals ar e required to notify HMR C if they have a liability
to income ta x, capital gains ta x (CGT) and the High Inc ome Child Bene fit Charge by 6
October f ollowing the ta x year. This requirementis amended t o include situa tions wher e
the person is liable t o the Child Bene fit char ge.

In addition, the char ge is included in P ay as You Earn (PAYE) regulations so tha t it can be
collected thr ough PAYE using a reduced tax code. Itis also included in the de finition o ftax
liability , so that it c ould po tentially affect paymen ts on ac count and balancing pa ymen ts.

So should you continue t o claim Child Benefit?

Itis importan tto appreciate that Child Bene fit itself is no t liable t o tax and the amoun tthat
can be claimed is ther efore unaffected by the char ge. It can ther efore continue t o be paid
in full to the claiman t even if the y or their partner ha ve a liability t o the char ge.

On the o ther hand C hild Bene fit claiman ts are able t o elect no tto receive the Child Bene fit
to which the y are entitled if the y or their partner do no twisht o pay the char ge. However,
this wil I not affect the cr edit a vailable (f or state pension purpose s) to certain people who
stay at home t o look a fter childr en (pr ovided tha t an initial claim f or child bene fit w as
made when the child w as born).

An election can be r evoked if a person's cir cumstances change.
But | don't r eceive a tax return?

It may w ell be thatyou and/ory our partner ha ve notreceived atax return before but this
may need t o change . You need t o tell HMRC by 6 October f ollowing the end o fthe ta x year
if y ou think a char ge may be due .

Guidance

HMRC have issued some guidanc e on the char ge and the op tions a vailable which can be
found at www .gov.uk/child-bene fit-tax-charge. This should be e ssential reading f or many

familie s.

How w e can help

If you are unsure about an ything t o do with this char ge or w ould lik e to discuss the ma tter
further including ho w w e migh t be able t o0 minimise the ta x charge which ma y apply t o
your family, please do not he sitate to contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Community Ama teur Sports
Clubs

Local ama teur sports clubs ma y wish t o register with HMR C as
Community Ama teur Sports Clubs (CASCs) and benefit fr om a r ange
of tax reliefs including Gif t Aid. This f actshee t considers the ta x
bene fits and the r egistration r equiremen ts that clubs ha ve to satisfy.

What kind o f club can register?

Broadly a club seeking t o register must:

¥ be opent o the whole ¢ ommunity
¥ be organised on an ama teur basis

¥ have as its main purpose pr oviding f acilitie s for, and promo ting participa tion in, one or
mor e eligible sports

¥ not exceed the inc ome limit .

Opent o the whole ¢ ommunity

A club is opent o the whole ¢ ommunity if :

¥ membership o fthe club is open without discrimina  tion
¥ the club's f acilitie s are open t o members without discrimina  tion, and

¥ any fees are setat alevel that doe s not pose a significan t obstacle t o membership or use
of the club's f acilitie s.

Discrimina tion

Discrimination include s:

¥ discrimina tion on gr ounds of e thnicity , nationality , sexual orien tation, r eligion or belie fs

¥ discrimina tion on gr ounds of sex, age or dis ability, except as a nec essary consequenc e of
the requiremen ts of a partic ular sport .

Costs as socia ted with membership and participa tion
Some ob jectiv e tests have been in troduced in or der t o determine whe ther c osts of
membership pose a significan t obstacle:
¥ clubs wher e membership and participa tion c osts total £520 or le ss a year wil | be
consider ed to be open t o the whole ¢ ommunity

¥ clubs wher e membership ¢ osts (e xcluding participa tion c osts) are above £1,612 ay ear
wil I not be eligible
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¥ clubs wher e membership and participa tion c osts total mor e than £520 ay ear must mak e
special provisions f or members on alo w or mode stincome t o participa te for £520 or
less.

HMRC example s of how t o comput e membership and participa tion c osts in their guidanc e
at: www .gov.uk/go vernmen t/publica tions/c ommunity -ama teur-sports -clubs-de tailed-
guidance-notes/community -amateur-sports -clubs-de tailed-guidanc e-notes

Organised on an ama teur basis

A club is or ganised on an ama teur basis if :

¥ it is non-pr ofit making
¥ it provide s for members and their gue sts only the 'or dinary bene fits' o f an ama teur sports
club

¥ it doe s not e xceed the limit on paid pla yers

¥ its governing doc ument requires any net assets on the dis solution o f the club t o be
applied f or appr oved sporting or charitable purpose s.

Non-pr ofit making

A club is non-pr ofit making if its go verning doc umen t requires any surplus inc ome or gains
to be reinvested in the club . Surpluses or assets canno t be dis tribut ed t o members or thir d
partie s. This does not prevent donations t o other clubs tha t are registered as Community
Amateur Sports Clubs.

'‘Ordinary bene fits' o fan ama teur sports club
The ordinary bene fits o f an ama teur sports club include:
¥ provision o f sporting f acilitie s
¥ reasonable pr ovision and main tenance of club -owned sports equipmen t
¥ provision o f suitably qualified ¢ oaches
¥ provision, or r eimbursemen t of the c osts, of coaching courses

¥ reimbursemen t of necessary and r easonable tr avel expense s and subsistence
expense s incurred by players and o fficials tr avelling t o away matches

¥ sale or supply o ffood or drink as a social ad junct t o the sporting purpose s of the club .

HMRC, in their guidanc e provide e xample s of wha t are necessary and r easonable tr avel and
subsistence expense s.

Payments t 0 members

Aclubis allowed to:

¥ enter into agreemen ts with members f or the supply t o the club o f goods or servic es or

¥ employ and pay remuner ation t o staff who ar e club members .
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So a CASC ould pay members f or servic es such as coaching or gr ounds main tenance but
would not, for example , normal ly pay members t o play. However under ne w r egulations
clubs are allowed to pay a ma ximum o f £10,000 ay ear in total t o players to play for the
club.

Higible sports

Higible sports ar e defined in the legisla tion by reference to the Sports C ouncil's list of
recognised activitie s. This can accessed using the f ollowing link : www .sportengland.or g/

our-w ork/na tional-w ork/na tional-go verning-bodie s/sports -tha t-w e-recognise/

Promo ting participa tion in an eligible sport

A club mus t promo te participa tion in an eligible sport and also pr  ovide f acilitie s for playing
the sport . To mee t this ob jectiv e, a club must ensur e at le ast 50% o f the members ar e
'participa ting members'. T o be a participa ting member the y must participa te in the sporting
activitie s of the club on a number o f occasions thatis equal t o or mor e than the club's
'participa tion thr eshold'. The participa tion thr eshold is based on the number o fw eeks in the
club's accounting period.

Some clubs ha ve the main purpose o f providing social leisur e facilitie s. If this is the case
they wil | not be able t o register as CASCs because the se clubs are principal ly places for
people t o mee t for social purpose s even though some sporting activitie s take place.

The income limit ¢ ondition

All CASCs mug mee t an inc ome c ondition which aims t o ensure that CASCs ae mainly
sports clubs r ather than mainly ¢ ommer cial clubs with sports activitie s. The income
condition applie s to the turno ver received from br oadly commer cial tr ansactions with non-
members , wher e the club is o ffering a commer cial service or supply, for example s ales of
food and drink . Any income fr om r enting out pr operty ist o be included eg r enting out the
club's grounds.The maximum amoun tofturno ver that a club ma y receive under the
income c ondition is £100 ,000 a y ear, excluding VAT.

Clubs are able t o gener ate unlimit ed income fr om tr ansactions with their members
Investmen t income and dona tions r eceived is also e xcluded fr om the inc ome ¢ ondition.

Tax reliefs for registered CASCs

CASCs can eclaim basic r ate tax on Gift Aid dona tions made t o them b y individuals but
CASC subscrigions ar e not eligible as Gif t Aid pa ymen ts.

CASCs ae treated as companie s for ta x purpose s. Therefore their pr ofits ma y be
chargeable t o corpor ation ta x.

CASCs can claim the following ta x reliefs:

¥ exemp tion fr om Corpor ation Tax on pr ofits fr om tr ading wher e the turno ver of the tr ade
is less than £50 ,000

¥ exemption fr om Corporation Tax onincome fr om pr operty wher e the gr oss income is
less than £30 ,000
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¥ exemption fr om Corpor ation Tax on in terest received

¥ exemption fr om Corpor ation Tax on char geable gains .

It should be no ted that if tr ading turno ver exceeds £50,000, all the tr ading pr ofit is
assessable t o corpor ation ta x.

Example

A CASC runs a trade with turno ver of £60 ,000 and pr ofit o f £6 ,000. Because the turno ver

exceeds the £50 ,000 limit the pr ofit is ta xable. The CASC also has grmoss rental income o f

£12,000. The gross rental income is belo w the e xemp tion limit and is no t taxable.

Claiming the ta x reliefs

Where a CASC eceives a tax return, r elief can be claimed in the r eturn. How ever mos t
clubs do notreceive atax return e ach year. If the club has had ta x deduct ed from its
income or if it has r eceived Gift Aid pa ymen ts, it can claim ar epaymen t from HMRC.

Corporate Gift Aid t o the r escue?

Corpor ate Gift Aid is a vailable f or donations o f mone y made b y companie s to CASCs
Companie s are ther efore allowed to claim ta x relief on qualifying dona tions the y mak e on
or after 1 April 2014.

The corpor ate Gift Aid pr ovisions enc ourage companie s to mak e donations t o clubs which
are registered as CASCs but also encourage clubs with high le vels of commer cial trading t o
potentially bene fit fr om CASC datus.

A club with significan ttr ading receipts may w ell not qualify f or CASC gatus because o f the
trading receipts. It could ho wever set up a tr ading subsidiary and dona te the pr ofits t o the
club. The donation r eceived by the club wil | not be tr eated as tr ading r eceipts and thus the
club could apply f or CASC gatus. The new Gift Aid r elief wil | elimina te the ¢ orpor ation ta x
charge on the pr ofits o f the c ompan y.

There are however other is sues for the club t o consider in the e stablishmen tof a tr ading

subsidiary.

Non-dome stic rates relief

CASCs in England and Wales get the s ame r elief that w ould be a vailable t 0 a charity (80%
mandatory relief) wher e the CASC property is whol ly or mainly used f or the purpose s of
that club. For CASCs in Sotland, the Sc ottish Executiv e has agreed v oluntary r elief with
local authoritie s for the s ame amoun t.

Relief for donors

¥ Individuals can mak e gifts to CASCs using the Gift Aid scheme . We have a separ ate
factsheet giving further de tails of the Gif t Aid scheme .

¥ Businesses giving goods or equipmen tthatthe y mak e, sell or use ge t relief for their gif ts.
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¥ Corpor ate Gift Aid.
¥ Gifts of chargeable assets to CASCs ake treated as giving rise t o neither againnoralos s

for capital gains purpose s.

How w e can help

Please contact us if y ou have any querie s relating t o the rule s on CASCs We w ould be

delighted to help.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Companie s - Tax Saving
Opportunitie s

Due to the e ver changing ta x legisla tion and c ommer cial factors
affecting y our company, it is advis able t o carry out an annual r eview
of your compan y's ta x position.

Pre-year end ta x planning is importan t as the c urrentyear's results can normal ly be
predict ed with some ac curacy and time s till exists to carry out an y appr opriate action.

We outline belo w some o f the ar eas wher e advance planning ma y produce tax savings.

For further advic e please do not he sitate to contact us.

Corporation ta x

Adv ancing e xpenditur e
Expenditur e incurred be fore the c ompan y's accounts year end ma y reduce the c urrent

year's tax liability .

In situations wher e expenditur e is planned f or early in the ne xt accounting y ear, the
decision t o bring f orw ard this e xpenditur e by just a few w eeks can advance the r elated ta x
relief by a ful 1 12 mon ths.

Example s of the type o f expenditur e to consider bringing f orw ard include:

¥ building r epairs and r edecorating
¥ advertising and mark eting campaigns

¥ redundancy and closur e costs.

Note that paymen ts into compan y pension scheme s are only al lowable for tax purpose s
when the pa ymen ts are actual ly made as opposedt o when the y are charged in the
compan y's accounts.

Capital al lowances

Consider ation should also be giv en to the timing o f capital e xpenditur e on which capital
allowances are available t o obtain the op timum r eliefs.

Single companie s irrespectiv e of size are able t o claim an Annual In vestmen t Allow ance
(AIA) which pr ovide s 100% r elief on e xpenditur e on plan t and machinery (e xcluding cars).
The maximum amoun t of the AIA depends on the da te of the ac counting period and the
date of expenditur e. The AIA from 1 January 2019 is £1 mil lion for tw o years (£200 ,000
from 1 January 2016t o 31 December 2018). Ther eafter it wil | revertto £200,000.
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Companie s with ac counting periods which s traddle 1 January 2019 wil | be entitled t o
calculate a hybrid al low ance using the tw o rates. Comple x rule s may apply t o the s traddle
period AIA calc ulation.

Where purchases exceed the AIA , a writing do wn al lowance (WDA) is due on an y excess in
the same period.

Groups of companie s have to share the al lowance. Expenditur e on qualifying plan tand
machinery in e xcess of the AlA is eligible f or writing do wn al lowance (WDA) of 18%.
Where the capital e xpenditur e is incurred on in tegral features the WD A is 6% (8% be fore
April 2019).

100% al lowances on de signated ener gy saving t echnologie s are currently a vailable in
addition t o the AIA . Details can be f ound at www .gov.uk/guidanc e/ener gy-technology -list.

Limited allowances are also available f or investmen ts in certain type s of building.

Trading los ses
Companie s incurring tr ading los ses have thr ee main op tions t o consider in utilising the se
losses:
¥ they can be se t against any other inc ome (f or example bank in terest) or capital gains
arising in the ¢ urrent y ear
¥ they can be carried back f or up t o one y ear and set agains t t otal pr ofits

¥ they can be carried f orw ard and set against pr ofits arising fr om dif ferent type s of income
in futur e years.

There is a restriction on the use o f carry f orw ard losses wher e a compan y's or gr oup's
losses are in e xcess of £5 mil lion. Profits canno t be r educed by mor e than 50% b y brought
forw ard losses. Losses that have arisen at any time ar e subject t o the se restrictions .

Extracting pr ofits

Directors/shar eholders o f family c ompanie s may wish t o consider e xtr acting pr ofits in the
form o f dividends r ather than as incr eased salarie s or bonus pa ymen ts.

This can lead to substantial savings in na tional insur ance contributions (NICs).

Note however that compan y profits e xtr acted as a dividend r emain char geable to
corpor ation ta x at a minimum o f 19% (r educing t 0 17% fr om 1 April 2020).

Dividends

From the c ompan y's point of vie w, timing o f paymen tis not critical, but fr om the individual
shareholder's perspectiv e, timing can be an importan tissue. A dividend pa ymentin e xcess
of the Dividend Al lowance which is dela yed until after the ta x year ending on 5 Aprilma y
give the shar eholder an e xtra year to pay any further ta x due . The Dividend Al lowance is
£2,000 f or 2019/20.

The deferral of tax liabilitie s on the shar eholder wil | be dependen ton a number o ffactors.
Please contact us f or de tailed advic e.
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Loans t o dir ectors and shar eholders

If a 'close' company (broadly, one controlled by its dir ectors or by five or fewer
shareholders) mak es aloant o a shareholder, this can giv e rise t o a ta x liability f or the
company.

If the loan is no t settled within nine mon ths of the end o f the ac counting period, the
company is required to mak e a paymentequal t 0 32.5% o fthe loant o0 HMRC. The mone y
is not repaid t o the c ompan y until nine mon ths after the end o f the ac counting period in
which the loan is r epaid by the shar eholder .

Aloanto adirector may also giv e rise t 0 a ta x liability f or the dir ector on the bene fitofa
loan provided at le ss than the mark etrate of interest.

Rates of ta x

The main r ate of corpor ation ta x is currently 19%. The r ates for futur e years are:

¥ 19% f or the Financial Y ear beginning on 1 April 2019
¥ 17% f or the Financial Y ear beginning on 1 April 2020.

Self as sessmen t

Under the self as sessment regime mos t companie s must pay their ta x liabilitie s nine
mon ths and one da y after the y ear end.

Companie s which pa y (or e xpect t o pay) ta x at the mainr ate are required to pay tax under
the quart erly accounting system. If y ou require any further in formation on the quart erly
accounting system, w e have a factsheet which summarise s the system.

Corpor ation ta x returns mus t be submit ted within tw elve mon ths of the y ear end and ar e
required to be submit ted electr onically. In cases of delay or inac curacies, interest and
penaltie s wil | be char ged.

Capital gains

Companie s are chargeable t o corpor ation ta x on their capital gains le ss allow able capital
losses.

Planning o f dispos als

Consider ation should be giv en to the timing o fany chargeable dispos als to minimise the
tax liability . This could be achie ved (depending on the cir cumstances) by accelerating or
delaying s ales and the a vailability o f losses or the f easibility o f rollover relief (see belo w)
should also be c onsider ed.

Purchase o f ne w as sets
It may be pos sible t o avoid a capital gain being char gedto tax if the s ale proceeds are

reinvested in ar eplacement asset.

The replacemen t asset mus t be ac quired in the f our y ear period beginning one 'y ear before
the dispos al, and only c ertain tr ading tangible as sets qualify f or relief.
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How w e can help

Tax savings can only be achie ved if an appr opriate course of action is planned in adv ance. It
is ther efore vital tha t professional advic e is sought at an e arly stage. We w ould w elcome
the chanc e to tailor a plan t o your specific cir cumstances. Please do not he sitate to contact

us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Company Secretarial Dutie s

Compan y legisla tion pr ovide s an opportunity f or a busine ss
organisation t o bene fit fr om the pr otection o f limit ed liability ,
separating the legal persona o fthe or ganisation fr om the individuals
who o wn and run it

In return f or this pr otection a c ertain amoun t of information about a ¢ ompany must be
publicly a vailable including , for e xample , the compan y's annual ac counts, registered office
address and de tails of dir ectors, compan y secretary (if ther e is one) and members
Historically, providing and upda ting this in formation has been the job o fthe company
secretary.

Do all companie s need a company secretary?

Since April 2008 , unless ther e is an e xpress requiremen t in the ¢ ompan y's article s of
association, the C ompanie s Act 2006 no longer r equires private limit ed companie s (limit ed'
or'ltd") t o appoint a company secretary. Even if the article s do requireiit, itis relatively
straightforw ard for the dir ectors of a compan y to amend the pr ovision, subjectto
shareholder agr eemen t.

Although ther e is no requiremen t for private companie s to emplo y a compan y secretary, in
practice many still choose t 0 do so. The importan t task s that w ould normal ly fall to a
compan y secretary, including shar eholder adminis tration and ¢ ommunica tion, c orpor ate
governance and statut ory complianc e must still be done . In the absenc e of a company
secretary, compan y law states that dir ectors must tak e on this r esponsibility . As a result,
many priv ate companie s continue t o emplo y a compan y secretary in or der t o reduce the
adminis trative and corpor ate governance burdens otherwise plac ed on their dir ectors.

Public limit ed companie s (whose name ends in 'plc’) ar e still required to have a company
secretary who mus t have "the r equisit e knowledge and e xperienc €" which is achie ved by
having a pr ofessional qualifica tion (ac countancy or c ompan y secretarial), a legal

qualifica tion, r ecent e xperienc e or o ther c ompe tencie s which le ad the dir ectors to belie ve
they can act as compan y secretary.

The compan y secretary is an o fficer of the c ompan y. This means that the y may be
criminal ly liable f or compan y de faults, for example , failing t o file a doc umen tin the time
allow ed or f ailing t o submit the ¢ ompan y's annual r eturn.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




If your private company does not w ant to have a company
secretary

If a priv ate compan y decide s not to have a compan y secretary then it should check its
Article s of Association t o ensur e that its o wn r egulations do no trequire itt o appoin t one.
The compan y should in form Companie s House of the r esignation o f any existing compan y
secretary.

Where a priv ate compan y choose s not to have a compan y secretary, any item tha t w ould
normal ly be sen t to the c ompan y secretary is tr eated as being sen t to the c ompany. Any
dutie s which w ould normal ly be the r esponsibility o f the c ompan y secretary wil | be carried
out either b y a dir ector or a person authorised b y the dir ectors.

The company secretary and Companie s House

A compan y secretary, or in the case o f a private compan y the person r esponsible f or
compan y secretarial dutie s, wil | have regular de alings with C ompanie s House as this is
wher e public r ecords about the ¢ ompan y are held.

Most communica tions with C ompanie s House are thr ough Companie s House Webfiling or
their softw are filing f acility . Companie s House is mo ving t ow ards 100% online filing.

Company secretarial dutie s

The dutie s of the person r esponsible f or compan y secretarial ma tters are not de fined
specifical ly within ¢ ompan y law but ma y be divided gener ally into thr ee main ar eas:
¥ maintaining s tatut ory r egisters (k eeping the ¢ ompan y's records up t o date)
¥ comple ting and filing s tatut ory f orms (k eeping the public r ecord up t o date)

¥ meetings and r esolutions (making sur e the c ompan y abide s by both its in ternal
regulations and the la w).

Main taining s tatut ory r egis ters

All companie s must main tain up -to-date registers of key de tails. These include:

¥ aregister of members
¥ aregister of directors
¥ aregister of charges

¥ aregister of persons with significan t control (PSC register)*.

The details in the se registers include , for example , name s, addresses, dates of appoin tmen t
and resignation (f or directors) and f or members , the number and type o f shares held. This
is not an e xhaustive list.

Responsibility f or main tenance of the c ompan y's statut ory book s and records is a duty tha t
normal ly falls to the c ompan y secretary. It can be a time -consuming task tha tis often
overlook ed, but f ailure to keep the r egisters up t o date can incur a penalty o fup t o £5,000.
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The registers must be made a vailable f or inspection b y the gener al public at the c ompany's
registered office or at a single alt ernativ e inspection loca tion (SAIL) which mus t also be
recorded at Companie s House.

A company may choose t 0 keep its dir ectors' residential addr esses private and t o record a
service address for them. If so it wil | needt o keep an additional r egister showing the
directors' residential addr esses which is no t opent o inspection b y the gener al public.

* A person with significan t control is an individual who ultima tely owns or ¢ ontrols mor e
than 25% o fa compan y's shares or voting righ ts or who o therwise e xercises control over a
compan y or its managemen t.

Main taining s tatut ory in forma tion a t Companie s House

Alternativ ely, private companie s may also choose (elect)t o keep some o f the in formation
normal ly kept in the s tatut ory registers at its r egistered office or SAIL on the public r egister
at Companie s House. This wil | include their r egisters of dir ectors, directors' usual r esidential
addresses, secretarie s, members and persons with significan t control. While this election is
in force the compan y doe s not need t o keep its o wn separ ate statutory registers updated.

Whilst this election is in f orce the gener al public can ac cess compan y informa tion thr ough
Companie s House instead of visiting the r egistered office. This wil | include some

informa tion, such as members' addr esses or dir ectors' ful | dates of birth, which isno t
gener ally available on the public r ecord for private companie s.

Comple ting and filing s tatut ory f orms
The compan y must ensur e that their r ecord at Companie s House is alw ays up t o date and

contains current de tails o f various statut ory ma tters.

Many of the mor e common type s of information can be submit ted online b y first
registering at www .companie shouse.gov.uk. Alternatively Companie s House currently has a

series of over 100 statutory forms t o allow paper filing.
The compan y secretarial dutie s would e xtend t o ensuring tha t, for example:

¥ The compan y's annual ac counts are filed on time a t Companie s House. For a priv ate
limit ed compan y, under normal cir cumstances, this mus t be within 9 mon ths of the end
of the ac counting y ear. A fine wil | be le vied if the ac counts are late.

¥ Once each year Companie s House wil | send e ach company a reminder t o file their
‘con firma tion s tatemen t' which r eplaces the old Annual R eturn, and can be filed online
or by downloading and ¢ omple ting on paper (f or a higher f ee). The company must
‘check and c onfirm' tha t the in formation held a t a giv en due da te is accurate. The
statemen t must be filed b y the da te specified on the r eminder, ie within 14 da ys, and if
itis returned la te or notreturned a t all, the compan vy, director(s) and secr etary (if
appointed) ma y be pr osecuted. This confirma tion statemen t replaced the annual r eturn
from June 2016.

¥ All change s to the w ay the c ompan y is organised need t o be no tified t o Companie s
House, within a specified period o f betw een 14 and 28 da ys, depending on the change
The annual confirma tion statemen t cannot be used t o change this in formation and a
separate form should be used. The mos tcommon f orms include:
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- change s in directors, secretarie s and their partic ulars
- a change o faccounting r eference date

- a change o fregistered office

- allotmen ts of shares.

¥ If a company doe s not comple te its confirma tion statemen t the R egistrar migh t assume
that the c ompany is no longer carrying on busine ss and tak e steps to strik e it fr om the
register.

¥ The current version o f the c ompan y's Article s of Association is filed whene ver a change in
the compan y's internal rule s is made .

¥ The rules relating t o the r egister of People with Significan t Control (PSC) have already
changed sinc e this ne w r egister w as introduced. Initial ly, companie s could upda te the
public v ersion o f their PSC register annual ly as part o f their ¢ onfirma tion statemen t, but
now e ach change hast o be upda ted on the r egister within 14 da ys and no tified t o
Companie s House within a further 14 da ys.

Charges

When a compan y giv es security f or a loan either the lender or borr  ow er should no tify
Companie s House within 21 da ys, by fil ling in the appr opriate form and pa ying the

statut ory char ge. Without timely r egistration the char ge wil | be v oid - tha t is, the loan wil |
still be repayable but the sec urity giv en wil | not be v alid. This doe s not apply t o property
acquired which is sub jectt o a charge.

Good compan y secretarial pr actice ensures that any charges created are registered and
that the c ompan y's credit pr ofile is pr otected by remo ving the char ge from the r egister as
soon as the loan is r epaid.

Meetings and r esolutions

Company law se ts out pr ocedures for conducting c ertain aspects o f compan y busine ss
through f ormal mee tings wher e resolutions wil | be passed. When r esolutions ar e passed,
the company is bound b y them (a r esolution is an agr eemen t or a decision tak en by the
members).

Here the c ompan y secretarial r ole w ould be t o ensur e that proper no tice of mee tings is
given to those who ar e entitled t o attend, to minut e the pr oceedings and t o ensure that
copie s of resolutions which a ffect the w ay the c ompany is run ar e sent to Companie s
House within the r elevant time fr ame.

Notice of compan y mee tings

Members and audit ors are entitled t o notice of compan y mee tings . For a priv ate limit ed
compan y a gener al mee ting no tice of at least 14 da ys is needed. No tice can be in writing ,
by email or b y me ans of a w ebsite (if c ertain c onditions ar e me t). How ever, a priv ate
compan y is no longer r equired to hold an Annual Gener al Meeting (A GM), unle ss the
compan y's Article s of Association mak e express provisions f or holding A GMs.

If an e xisting compan y with an e xisting e xpress provision f or an A GM wishe s to abolish this
requiremen t, it wil | need t o change its article s by special r esolution.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




Resolutions

There are tw o type s of resolution tha t may be pas sed, ordinary r esolutions (pas sed by a
simple ma jority o f the members) or special r esolutions (pas sed by a 75% ma jority o f the
members). In gener al, resolutions wil | be voted on by any members pr esent at a mee ting.

Private companie s can tak e most decisions b y writ ten resolution. Such a r esolution doe s
not require a hard copy and can be pas sed by email. The se resolutions , however, need t o
be passed by a ma jority o f all members o fthe c ompany, not just by those who r eturn the
voting f orm!

It is importan t that companie s retain copie s of all importan t decisions tak en in the
managemen t of the c ompany wher e they are tak en at a mee ting or b y writ ten resolution.
Wher e the se decisions change the w ay a company is run, a copy needst o be filed a t
Companie s House.

Keeping y our public record safe

Companie s House has recently r eport ed incr easing le vels of fraudulent filing o f informa tion.
A favourite ploy is to change the ¢ ompan y's registered office by submit ting the appr opriate
form t o Companie s House. Once this has been ac cepted, the fr audsters can change
directors or file f alse accounts without the ¢ ompany having any ide a that the y have been
hijacked! They can then buy goods or ob tain cr edit based on this f alse informa tion.

Companie s House is keen tha t companie s file their in formation online . This can be a v ery
secure me thod, partic ularly if the ¢ ompan y signs up f or the enhanc ed security
arrangemen ts offered by their PR OOF (protected online filing) s ystem, which pr events the
paper filing o f certain f orms.

How w e can help

If you w ould lik e to discuss any of the is sues raised abo ve, or w ould lik e further in formation
about the ne w r egister of people o f significan t control or the implica tions o f keeping y our
statut ory in formation on the public r egister, please do contact us.

We are able t o provide compr ehensiv e assistance with ¢ ompan y secretarial ma tters such
as:

Even though the needt 0 appointa company secretary f or a private compan y has been
abolished, ther e are a number o f statut ory pr ocedures that companie s must continue t o
comply with. W e w ould be ple ased to discuss the se with y ou.

¥ the upda ting, maintenance and s afekeeping o f the c ompan y registers

¥ the pr ocessing and filing o f minut es from dir ectors and shar eholders mee tings

¥ the pr eparation and filing o fresolutions

¥ the comple tion and filing o f correct statutory f orms

¥ the filing o fthe annual ac counts

¥ confirmation statemen t filing.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional

advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Construction Indus try Scheme

The Construction Indus try Scheme (CIS) se ts out special rule s for tax
and national insur ance (NI) f or those w orking in the ¢ onstruction
industry. Businesses in the c onstruction indus try ar e known as
‘contractors' and 'subc ontractors'. They may be companie s,
partnerships or self emplo yed individuals .

The CIS applies to construction w ork and also jobs such as alt erations, repairs, decorating
and demolition.

Contractors and subcontractors

Contractors include construction ¢ ompanie s and building firms and also go vernmen t
departmen ts and local authoritie s. Any other busine ss spending mor e than £1 mil lion a
year on construction is clas sed as a contractor for the purpose s of the CIS.

Subcontractors are those busine sses that carry out w ork f or contractors.

Many busine sses act as bo th contractors and subc ontractors.

Monthly r eturn

Contractors have to mak e an online mon thly r eturn t o HMRC:

¥ confirming tha tthe emplo ymen t status of subcontractors has been c onsider ed
¥ confirming tha t the v erification pr ocess has been c orrectly de alt with
¥ detailing pa ymen ts made t o all subcontractors and

¥ detailing an y deductions o f tax made fr om those pa ymen ts.

The mon thly r eturn r elates to each tax mon th (ie running fr om the 6th o f one mon thto the
5th o f the ne xt). The de adline f or submis sion is 14 da ys after the end o f the ta x mon th.

Where a contractor has not made an y paymen ts to subcontractors in a ta x mon th it is
advisable to mak e a nil r eturn t 0 avoid HMRC chasing the r eturn or is suing penaltie s for
failure to mak e areturn.

All contractors are obliged t o file mon thly e ven if the y are entitled t o pay their P AYE
quarterly.

Identification

Subcontractors must giv e contractors their name , unique ta xpayer reference and national
insurance number (or ¢ ompan y registration number) when the y enterinto a contract. So
long as the c ontractor is satisfied tha t the subc ontractor is genuinely self -emplo yed the
‘verification' pr ocedure (e xplained belo w) mus t be f ollow ed.
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Employed or self-emplo yed?

A key part o fthe CIS is that the c ontractor has t o mak e a mon thly declar ation tha t the y
have consider ed the s tatus of the subc ontractors and ar e satisfied tha t none o f those lis ted
on the r eturn ar e emplo yees. HMRC can impose a penalty o fup to £3,000 if c ontractors
negligen tly or deliber ately provide inc orrect in forma tion.

Remember tha t emplo ymen t status is not a ma tter of choice. The circumstances of the
engagemen t de termine ho witis tr eated.

The issue of the s tatus of w orkers within the ¢ onstruction indus try is no t a ne w ma tter and
over the las t few y ears HMRC has been making subs tantial e fforts t o re-classify as man y
subcontractors as possible as emplo yees. The courts ha ve consider ed man y cases over the
years and tak e into account a v ariety o f dif ferent factors in deciding whe therorno ta
worker is emplo yed or self -emplo yed. The tests which ar e applied include:

¥ therigh t of control over how, what, wher e and when the w ork is done; the mor e control
that a contractor can e xercise, the mor e likely it is tha t the w orker is an emplo yee

¥ whe ther the w orker provide s a personal servic e or whe ther a subs titut e could be
provided t o do tha t w ork

¥ whe ther an y equipmen tis necessary to do the job , and if so, who pr ovides it

¥ the basis o f paymen t - whe ther an hourly/w eekly r ate is paid, whe ther ther e is any
overtime , sick or holida y pay and whe ther or no tinvoices are raised for the w ork done

¥ whe ther the w orker is part and par cel of the or ganisation or whe ther the y are conducting
a task which is self -contained inits 0 wn righ t

¥ whatthe in tention o f the partie s is - whe ther ther e is any writ ten statement that ther e is
no intention o f an emplo ymen t relationship

¥ whe ther ther e is a mutuality o f obliga tion; tha t is, an ongoing unders tanding tha t the
contractor wil | offer w ork and the w orker accept it

¥ whe ther the w orkers have any financial risk .

As can be seen fr om the abo ve, ther e are a number o f factors which mus t be consider ed
and the decision ast o0 whe ther somebody should be clas sified as emplo yed or self -
emplo yed is not a simple one .

Clearly, HMRC would lik e subcontractors to be classed as emplo yees, as this gener ally
me ans that mor e tax and national insur ance is due . How ever, just because the HMR C think
that somebody should be r e-classified doe s not nec essarily me an that the y are correct.

HMRC has developed so ftw are known as the emplo ymen t status indica tor t ool, which is

available on their w ebsite, to addr ess this ma tter but the so ftw are appe ars to be he avily
w eighted tow ards re-classifying subc ontractors as emplo yees. It should no t be r elied on

and professional advic e should be tak en if this is a ma jor issue for y our busine ss. Please
talk to us if y ou have any partic ular concerns in this ar ea.
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Verification

The contractor has t o contact HMR C to check whe ther t o pay a subcontractor gross or net.
Not every subcontractor wil | need v erifying (see belo w). Usual ly it wil | only be ne w one s.

The verification pr ocedure wil | establish which o f the f ollowing pa ymen t op tions apply :

¥ gross paymen t
¥ astandard rate deduction o f 20%

¥ a deduction made a tthe higherr ate of 30% if the subc ontractor has not registered with
HMRC or cannot provide ac curate details t o the c ontractor and HMR C cannot v erify them.

Subcontractors must be v erified online and HMR C will give the c ontractor a v erifica tion
number f or the subc ontractors which wil | be ma tched with HMR C's own c omput er. The
number wil | be the s ame f or each subcontractor verified a t any partic ular time . There wil |
be special suf fixes for the numbers is sued in r espect o f subcontractors who canno t be
verified. The numbers ar e also shown on ¢ ontractors' mon thly r eturns and the pa yslips
issued to the subc ontractors.

Clearly, the se numbers ar e a fundamen tal part o f the s ystem and ¢ ontractors have to
ensure that the y have a fool-pr oof system in plac e for ob taining and r etaining them. It is
also very importan tto give precise details t o HMRC because, if their c omput er doe s not
recognise the subc ontractor, the higher r ate deduction wil | have to be made .

Who needs v erifying with HMR C?

If a contractor is paying a subc ontractor the y wil | not have to verify them if :

¥ they have already included them on an y mon thly r eturn in tha ttax year; or

¥ the tw o previous ta x years.

A payslip?

Contractors have to provide a mon thly 'pa yslip' t o all subcontractors paid, sho wing the t otal
amoun t of the pa ymen ts and ho w much ta x, if any, has been deduct ed fr om those
paymen ts. The contractor has t o provide this f or each tax mon th as a minimum.
Contractors are allow ed to choose the s tyle o f the 'pa yslips' themselv es but certain specific
information has t o be pr ovided including the:

contractor's name and their emplo yer tax reference

tax mon th t o which the pa ymen trelates

subcontractor's name , unique ta x reference or specific subc ontractor reference

the gr oss amount of the pa ymen t

cost of any materials which ha ve reduced the gr oss paymen t

amount of any tax deductions made; and

K K K K K K K

verification number wher e deduction has been made a tthe higher r ate of 30%.
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If contractors include such pa ymen ts as part o f their normal pa yroll system, it needst o be
clear that although pa yslips are being gener ated for those individuals , they are not
emplo yees and have clearly been clas sed as self-emplo yed.

Are tax deductions made fr om the whole pa yment?

Not nec essarily. The following it ems should be e xcluded when en tering the gr oss amoun t
of paymen t on the mon thly r eturn:
¥ VAT charged by the subc ontractor if the subc ontractor is registered for VAT

¥ any Construction Indus try Training Boar d levy.

The following it ems should be deduct ed from the gr oss amount of paymen t when w orking
out the amoun t of paymen t fr om which the deduction should be made:

¥ what the subc ontractor actual ly paid f or materials including V AT paid if the subc ontractor
is not registered for VAT, consumable s tores, fuel (e xcept fuel f or travelling) and plan t
hire used in the ¢ onstruction oper ations

¥ the cost of manuf acture or pr efabrication o f materials used in the ¢ onstruction oper ations.

Any travelling e xpense s (including fuel ¢ osts) and subsis tence paid t o the subc ontractor
should be included in the gr oss amount of payment and the amoun t fr om which the
deduction is made .

Penalties

The whole s ystem is back ed up by a serie s of penaltie s. These cover situa tions in which an
incorrect mon thly r eturn is sen t in negligen tly or fr audulen tly, failure to provide CIS records
for HMRC to inspect and inc orrect declar ations about emplo ymen t status. Late returns
under the CIS scheme also trigger penaltie s as follows:

a basic penalty o f £100 f or failure to mee t due da te of the 19th o f the mon th

wher e the f ailure continue s after tw o mon ths after the due da te, a penalty o f £200

after six mon ths the penalty rise s to the gr eater of 5% o f the ta x or £300

#« K KK

after 12 mon ths the penalty wil |again be the gr eater of £300 or 5% o fthe ta x but,
wher e the withholding o finformation is deliber ate and concealed, it wil |1 be 100% o f the
tax (or £3 ,000 if gr eater) and wher e information is withheld deliber ately, 70% o f ta x (or
£1,500 if gr eater)

¥ wher e the r eturn is 12 mon ths late but the in formation only r elates to persons r egistered
for gross paymen t, the penalty wil | be £3,000 f or deliber ate and concealed withholding
of information and £1 ,500 f or deliber ate withholding without ¢ oncealmen't

¥ wher e a person has jus t entered the CIS scheme penaltie s wil | be restrictedto a
maximum o f £3,000 in c ertain cir cumstances.
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Paying over the deductions

Contractors have to pay over all deductions made fr om subc ontractors in any given tax
mon th by the 19th f ollowing the end o fthe ta x mon th t o which the deductions r elate. If
paymen t is being made electr onically, the da te wil | be the 22nd, or the ne xt e arlier banking
day when the 22nd is aw eekend or holida y. If the c ontractor is a compan y which itself has
deductions made fr om its pa ymen ts as a subcontractor, then the deductions made ma vy be
set against the c ompan y's liabilitie s for PAYE, NI and any CIS deductions it is due t o pay
over.

What about subc ontractors?

If a subcontractor first starts w orking in the ¢ onstruction indus try on a self -emplo yed basis
they wil | need t o register for the CIS.

To register, a subcontractor needs t o contact HMR C by phone or o ver the in ternet and the y
wil | conduct iden tity check s.

Gross paymen tstatus
The rule s for subcontractors to be paid gr oss include a busine ss test, a turno ver test and a
complianc e test. To qualify f or gross paymen t a subcontractor must:

¥ have paid their ta x and National Insur ance on time in the pas t

¥ do construction w ork (or pr ovide s labour f or it) in the UK

¥ run the busine ss through a bank ac count.

The turno ver for the las t 12 mon th, ignoring V AT and the c ost of ma terials, must be at
least:

¥ £30,000 for a sole tr ader

¥ £30,000 for each partner in a partnership , or atleast £100 ,000 f or the whole partnership

¥ £30,000 for each director of a company, or at least £100 ,000 f or the whole ¢ ompany

If your compan y's controlled by fiv e people or f ewer, you must have an annual turno ver of
£30,000 for each of them.

Subcontractors not registered with the HMR C will suffer the higher r ate deduction fr om any
paymen ts made t o them b y contractors.

How w e can help

Please do ge tin t ouch if y ou w ould lik e further in formation about the CIS . We can advise
on the CIS whe ther y ou are a contractor or a subc ontractor.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Corporation Tax - Quarterly
Instalment P ayments

Under corpor ation ta x self as sessment large companie s are required
to pay their c orpor ation ta x in f our quart erly ins talmen t paymen ts.
These paymen ts are based on the c ompan y's estima te of its current
year tax liability .

Note that the o verwhelming ma jority o f companie s are not within the quart erly payment
regime and pa y their ¢ orpor ation ta x nine mon ths and one da y after the end o f their
accounting period.

We highligh t belo w the main ar eas to consider if y our company is affected by the quart erly
instalmen ts system.

Companie s affected by quart erly instalment pa yments

Large companie s

Only large companie s have to pay their c orpor ation ta x by quart erly ins talmen ts. A
company is large if its pr ofits f or the ac counting period e xceed the upper r elevant
maximum amoun t (URMA) in f orce at the end o fthat period. The URMA is £1.5 mil lion and
the r ate of corpor ation ta x is 19% fr om 1 April 2017 r educing t o 17% fr om 1 April 2020.

Group c ompanie s

Where a compan y has one or mor e 51% r elated group companie s, the URMA is reduced to
the figur e found by dividing tha t amoun t by one plus the number o frelated 51% gr oup
companie s. The URMA is also proportiona tely reduced for short ac counting periods .

So, if a compan y has thr ee 51% gr oup companie s the URMA is £375 ,000. Any of the
companie s that have taxable pr ofits e xceeding tha t figur e wil | be sub ject t o the ins talmen t
paymen ts regime . Those which do no t exceed that figur e wil | not be sub ject t o the r egime .

Some companie s have many group companie s and are treated as being lar ge even though
their o wn c orpor ation ta x liability is r elatively smal I. Where the ¢ orpor ation ta x liability is
less than £10 ,000 ther e is no requiremen tto pay by instalmen ts.

Growing ¢ ompanie s
A compan y doe s not have to pay its corpor ation ta x by instalmen ts in an ac counting period
if:

¥ its ta xable pr ofits f or tha t accounting period do no texceed £10 mil lion and

¥ itw as not large for the pr evious y ear.
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Where ther e are associated companie s or 51% r elated group companie s, the £10 mil lion

threshold is divided b y one plus the number o f associates or one plus the numbero f51%
related group companie s at the end o f the pr eceding ac counting period. The thr eshold is

also proportiona tely reduced for short ac counting periods .

This gives companie s time t o prepare for paying by instalmen ts (but see belo w).

The pattern of quart erly instalment pa yments

A large compan y with a 12 mon th accounting period wil | pay tax in f our equal ins talmen ts,
in mon ths 7, 10, 13 and 16 f ollowing the s tart o f the ac counting period. The actual due

date of paymen tis six mon ths and 13 da ys after the s tart o f the ac counting period, then
nine mon ths and 13 da ys, and so on. So, for a compan y with a 12 mon th accounting period
starting on 1 January , quarterly ins talmen t paymen ts are due on 14 July, 14 October, 14
January next and 14 April ne xt.

There are special rule s wher e an accounting period las ts less than 12 mon ths.

Pattern o f pa ymen ts f ora gr owing c ompan y

If a growing c ompany is defined as a lar ge compan y for tw o consecutiv e years, the
quarterly ins talmen ts paymen ts regime wil | apply f or the sec ond of those y ears.

The transition fr om smal | to large is be st il lustrated by an e xample .

A compan y with a 31 Dec embery ear end w as large in 2018 f or the firs t time and is
expect ed to be lar ge in 2019. Its ta x paymen ts wil | be as follows:
for the 2018 ac counting period, the ta x liability is pa yable on 1 Oct ober 2019.

for the 2019 ac counting period, 25% o fits ta x for 2019 in e ach of July and October
2019 and January and April 2020.

As can be seen, the firs tinstalmen t for 2019 is pa yable be fore the ta x liability f or 2018.
It is ther efore essential tha t budge ts are prepared of e xpect ed pr ofits whene ver a
compan y become s large in or der t o determine:

whe ther the ¢ ompan y wil | be lar ge in the sec ond y ear, and if so

what tax paymen ts wil | have to be made in mon th seven of the sec ond y ear.

Larger c ompanie s

Earlier dates apply f or the pa ymen t of corpor ation ta x for larger companie s and groups, for
accounting periods s tarting on or a fter 1 April 2019. F or companie s with annual ta xable
profits o f £20 mil lion or mor e, tax is payable in quart erly ins talmen ts in the thir d, sixth,
ninth and tw elfth mon ths of their ac counting period. F or groups the £20 mil lion thr eshold is
divided b y the number o f companie s in the gr oup.

Working out quart erly instalment pa yments

A company has to estimate its current y ear tax liability (ne tof all reliefs and set offs) and
then mak e instalmen t paymen ts based on tha t estimate. This means that by mon th seven,
a company has to estima te profits f or the r emaining part o f the ac counting period.
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In partic ular no te that ta x due under the loans t o participa tors legislation is also included.

A compan y's estimate of its ta x liability wil | vary over time . The system o f instalmen t
paymen ts allows a company to mak e top-up payments b a any time D if it r ealises that the
instalmen t paymen ts it has made ar e inadequa te. A compan y wil I normal ly be able t o have
back all or part o f any instalmen t paymen ts already made if la ter it conclude s that the y
oughtnotto have been made , or w ere excessive.

Interest and penaltie s

Interest is calculated only onc e a compan y has filed its ta x return, or HMR C have made a
determina tion o f its c orpor ation ta x liability and the normal due da te has passed.

The paymen ts the c ompan y mak es are compar ed t o the amoun ts that ough tto have been
paid thr oughout the ins talmen t period. If a ¢ ompan y has paid t oo much f or a period
compar ed to the amoun tof corporation ta x that w as due t o have been paid, it wil | be paid
interest. If it has paid t oo little, it wil | be charged interest.

Rates of in terest

Special rates of interest apply f or the period fr om the due and pa yable date for the firs t
instalmen t t o the normal due and pa yable date for corpor ation ta x (nine mon ths and one
day from the end o f the ac counting period).

Thereafter, the in terest rates change t o the normal in terest rates for under and o verpaid
taxes. This tw o-tier s ystem tak es into account the f act that companie s wil | be making their
instalmen t paymen ts based on e stima ted figur es but, by the time o fthe normal due da te,
should be f airly certain about their liability

Interest received by companie s is chargeable t o tax, and interest paid b y companie s is
deductible f or tax purpose s.

Penaltie s

A penalty ma y be char ged if a c ompan y deliber ately f ails to mak e instalmen t paymen ts, or
mak es instalmen t paymen ts of insuf ficient size.

Special arr angemen ts f or gr oups

There is a group paymen t arrangemen t f acility which al lows gr oups to mak e instalmen t
paymen ts on a gr oup-wide basis , rather than c ompany by compan y. This should help t o
minimise their e xposure to interest.

How w e can help

If you think y our company may be affected by the quart erly instalmen t regime , procedures
wil | need t o be setin plac e to estima te the liability .

We wil | be mor e than happ y to provide y ou with as sistance or any additional in formation
required so ple ase do contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Corporation Tax Self Assessment

Key features

The key features include:

¥ acompany isrequired to pay the ta x due in adv ance of filing a ta x return
¥ a'process now, check later' enquiry r egime when the ta x return is submit ted

¥ the inclusion in the ta x return, and in a single self as sessment, of the liabilitie s of close
companie s on loans and adv ances to shareholders and o thers, and of liabilitie s under
Controlled Foreign Companie s legislation

¥ the requiremen t for companie s to self as sess by reference to transfer pricing legisla tion.

Practical effect of CTSA for companie s

Notice t o file

Every y ear, HMRC issue a notice to file t o companie s. In most cases, the r eturn mus t be
submit ted to HMRC within 12 mon ths of the end o f the ac counting period.

Filing y our compan y ta x return online
Companie s must file their ¢ orpor ate return online . Their accounts and computa tions mus t

also be filed in the ¢ orrect format - inline eX tensible Busine ss Reporting Language (iXBRL).

Unincorpor ated or ganisations and charitie s thatdon't needt o prepare accounts under the
Companie s Act can choose t 0 send their ac counts in iXBRL or PDF format. However any
computa tions mus t be sen tin iXBRL format.

Penaltie s

Penaltie s apply f or late submis sion of the r eturn o f £100 if itisup t o thr ee mon ths late and
£200 if the r eturnis o ver thr ee mon ths late. Additional ta x ge ared penaltie s apply when
the r eturn is either six or tw elve mon ths late. These penaltie s are 10% o f the outs tanding
tax due on those da tes.

Submis sion o fthe r eturn
The return r equired by a Notice to file c ontains the c ompan y's self as sessment, which is
final, sub ject t o:

¥ taxpayer amendmen t

¥ HMRC oorrection; or

¥ HMRC enquiry.

The company has arigh tto amend a r eturn (f or example changing a claimt o capital
allowances). The compan y has 12 mon ths fr om the s tatut ory filing da te to amend the
return.
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HMRC have nine mon ths fr om the da te the r eturnis filed t o correct any 'ob vious' err ors in
the return (f or example an inc orrect calculation). This pr ocess should be a f airly rare
occurrence. In partic ular the c orrection o f err ors doe s not involve any judgemen t as to the
accuracy of the figur es in the r eturn. This is de alt with under the enquiry r  egime .

Enquirie s

Under CTSA, HMRC check returns and has an e xplicit righ t t o enquir e into the c omple teness
and accuracy of any tax return. This righ t covers all enquirie s, from straightforw ard reque sts
for further in formation on individual it ems thr ough t o full reviews o f a compan y's busine ss

including e xamina tion o f the c ompan y's records.

The main f eatures of the rule s for enquirie s under CTSA are:
¥ HMRC generally have a fix ed period, o f 12 mon ths fr om the da te the r eturn is filed, in
which t 0 commenc e an enquiry

¥ wher e the company is a member o fa group (o ther than a smal | group), HMRC can raise
an enquiry up t o 12 mon ths fr om the due filing da te

¥ if no enquiry is s tart ed within this time limit , the compan y's return bec ome s final - sub ject
to the pos sibility o f an HMR C 'discovery'

¥ HMRC will give the compan y formal no tice when an enquiry ¢ ommenc es

¥ HMRC are also required to give formal no tice of the c omple tion o f an enquiry , and t o state
their c onclusions

¥ acompany may ask the Commis sioners t o direct HMRC to close an enquiry if ther e are no
reasonable gr ounds f or continuing it .

Discovery as sessmen ts

HMRC have the po wer to mak e an assessment (a 'disc overy assessment') if in formation
come s to light after the end o fthe enquiry period indica ting tha t the self as sessmentw as
inadequate as a result of fraudulent or negligen t conduct, or of incomple te disclosure.

Summary of self assessment pr ocess

Example

A compan y prepares accounts for the 12 mon ths ended 31 M ay 2019 and submits the
return by 31 December 2019. K ey dates under CTSA are:
01.03.20 - Payment of corpor ation ta x

31.05.20 - Deadline for filing the r eturn

31.12.20 - End of period f or HMRC to open enquiry (being 12 mon ths fr om the da te the
return w as actual ly filed)

On 31 December 2020 the ¢ ompan y ta x position is finalised sub jectto HMRC's right t o
mak e a discovery assessment in some cir cumstances.
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Payment o f tax

There is a single , fixed due da te for paymen t of corpor ation ta x, nine mon ths and one da y
after the end o f the ac counting period (sub jectto the Quart erly Instalmen t Paymen t
regime f or large companie s).

If the pa ymen tis late oris not correct, there wil | be late paymen tinterest on ta x paid la te
and repaymen tinterest on o verpaymen ts of tax. These interest paymen ts are tax
deductible/ta xable .

Creditin terest

If a company pays tax before the due da te, it receives credit in terest on amoun ts paid e arly.
Any interest received is char geable t o corpor ation ta x.

Loans t o shar eholders

If a close company mak es a loan t o a participa tor (f or example mos t shareholders in
unquo ted companie s), the compan y must mak e a paymen tto HMRC if the loan is no t
repaid within nine mon ths of the end o f the ac counting period. The amoun toftheta xis
32.5% o f the loan f or loans made or bene fits conferred.

Additional rule s forloanst o shar eholders

Further rule s prevent the a voidance of the char ge by repaying the loan be fore the nine
mon th date and then e ffectiv ely withdr awing the s ame mone y shortly a fterw ards.

A'30 day rule' applie sif atleast £5,000 is repaid t o the c ompan y and within 30 da ys new
loans or adv ances of at least £5,000 are made t o the shar eholder. The old loan is

effectively tr eated as if it has no t been r epaid. A further rule s tops the ta x charge being
avoided by w aiting 31 da ys before the c ompan y adv ances further funds t o the shar eholder.
This is a comple x area so please do getin t ouch if this is an is sue for you and y our
company.

This tax is included within the CT SA system and the ¢ ompan y must report loans
outstanding t o participa tors in the ta x return.

How w e can help

Do not he sitate to contact us if y ou require any further in formation.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Could | Really M ake a Go of it?

Many people w onder deep do wn if the y could really makeagoof
running their o wn busine ss. Itis not for everyone but the f ollowing
is a list of attribut es that successful busine ss owners ha ve. You do
not need al | of the se characteristics but 'go -getters' have the
majority o f the qualitie s.

Qualities needed f or success

To help y ou decide whe ther or no tyou are cut out f or the en terprise culture, do you see in
yourself an y of the f ollowing? Ar e you:

Positiv e - decisiv e and en thusiastic t o succeed?

Proactive - doy ougooutt o getthingsordoy ouletthemc ometoyou?

Determined - ha ve you clearly-defined personal and busine ss goals?

Hardw orking - do y ou mind being tied t o the busine ss seven days a w eek?

K K K KK

Leadership - ar e you able t 0 get the be st from y our colleagues and discipline them when
necessary?

*

Opportunis t - wil | you see openings iny our mark et and de velop pr oducts f or it?
¥ Self-critical - ar e you able t o review y our o wn perf ormanc e and w elcome advic e from
others?

¥ Hexible - ¢ ould y ou change y our products or me thods quickly when nec essary?

Eratic spending po wer

You mus t appr eciate that in bec oming self -emplo yed y ou wil | lose the c omfort o f having a
regular income . There wil | be time s when y ou wil | have very positiv e cash flow but also
time s when mone vy is short . Therefore during time s of shortage y ou must be pr epared to
do without some lux uries for both y ourself, your family and y our busine ss.

Making sure the f amily is with y ou

Starting a busine ss is not easy and y our family mus t both be on y our side and also lendy ou
support . Initial ly, especially in the e arly days, you could o ften find y ourself a way from y our
family f or long , unsocial hours . Their unders tanding can be in valuable.

It can help t o getyour family in volved in aspects o f the busine ss. There may be man y jobs
that can be e asily delega ted to them. It ma y also help on the financial side tha tthey
understand wh y ther e may be a tigh t control of the f amily financ es.
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Identifying y our skills

You may be considering self -emplo ymen t to exploit y our talen ts. Running a busine ss needs
many skills. You should iden tify those thingsy ou are good a t and those with whichy  ou wil |
need help . You may wish t o emplo y people with the nec essary skil Is or, alternativ ely,
consider c ontracting out c ertain task s.

Researching your marke t

You must research as much as pos sible about the mark etplace, your po tential customers
and compe titors. It is vital t 0 have knowledge o f the se areas when c onsidering whe ther
you have a potentially successful busine ss proposition. Y ou may wish t o use published
material or ask people who ar e likely t o buy fr om y ou, either dir ectly or b y mark et surv ey.

You wil | need t o find out about

¥ Your tar get mark et - its siz e and whe ther it is e xpanding or ¢ ontracting.
¥ Your customers - who ar e the y? Where are the y? What do the y w ant? How much wil |
they pay?

¥ Your compe titors - wha t are their pr oducts, prices and mark et share?

How w e can help

You wil | need t o consider al | the abo ve very seriously , involve your family and mak e a trial

busine ss plan.

We can help y ou to plan and ans wer any que stions y ou may have.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Credit Control

Obtaining ne w customers is gr eat f or busine ss, unless they fail to
pay you. If y ou fail to check tha t the c ustomer can support the
amountof credity ou are granting, then c ommencing legal action
when the y do no t pay can be a long , drawn out and po tentially
costly pr ocess.

If paymen t fr om the ¢ ustomer is no t ob tained and the goods or servic es have been
provided, y our cash flow is lik ely t o be under pr essure. Ensuring that customers pay on
time wil | mak e managing y our busine ss easier.

If you fail to pay your suppliers because y ou have not been paid b y your customer theny ou
could also be damaging their busine ss as well. This is not only bad busine ss practice but
could be r egarded as corpor ate social irr esponsibility . Treat y our suppliers as y ou w ant y our
customers t o treat y ou.

Factors to consider

The first thing y ou should do is ge tto know y our customer. This should start be fore you
take on a ne w customer and be fore you give them an y credit. The bare minimum o fwhat
you should kno wiis:

¥ the e xact name o fthe c ustomer and the tr ading addr ess (consider using C ompanie s
House Webcheck servic e)

¥ their type o f busine ss structur e, e.g. are the y a sole tr ader, a partnership or a limit ed
company?

¥ name s and personal addr esses of the pr oprie tors if their s tructur e is uninc orpor ated
(consider v erifying le tter he aded paper t o support this in formation)

¥ contact o ther suppliers t o obtain r eferences

¥ their cr edit r ating thr ough a cr edit agency .

Before you provide goods or servic es to any customer mak e sure you addr ess the
following:
¥ discuss and agree paymen t terms with the ¢ ustomer be fore accepting the or der
¥ agree the t erms in writing
¥ review any documen tation fr om the ¢ ustomer wher e they try t o change the agr eed
paymen tterms
¥ negotiate and agr ee paymen t t erms with suppliers be fore accepting the or der
¥ if ther e is a gap be tw een customer and supplier pa ymen tterms, consider whe ther
finance is available t o bridge the gap (this wil | require an unders tanding o fy our w orking
capital managemen t)
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¥ produce a cash flow f orecast covering al | expect ed income and e xpense s

¥ have a standar d policy in plac e to ensure that paymen t terms canno t be alt ered without
appropriate authoris ation

¥ ensure thatyou have the righ tto apply la te paymen t and in terest charges on invoices.

After you have provided goods or servic es to a customer ensur e thatyou:

raise invoices promp tly

raise invoices accurately t o ensure all items ar e included a t the quo ted prices
include a r eference number f or the or der and then quo te this if an y disput e arise s
have everything the ¢ ustomer r equires on the in voice

have a process for chasing in voices

have a process for de aling with disput es

keep a log o f disput es to ascertain whe ther similar disput es for customers oc cur

K K K K K K K K

ensure thatyour invoices are fully complian t with HMR C for VAT purposes.

Consider y our suppliers -tr eatthemasy ouw ouldlik etobetr eated
Remember tha tnot paying y our suppliers on time is a bad busine ss habit and it ma y result
in a drop in y our credit r ating. You should:

¥ ensure you advise y our suppliers o f any disput es as soon as the y occur

¥ pay ontime b y ensuring tha tyour creditors' ledger is ac curately aged; and

¥ keep your suppliers up t o date with an y issues you have with pa ying on time .

Some busine sses unfortuna tely go 'bad' soy ou may wish t o consider ob taining cr edit
insurance wher e the busine ss:
¥ would notbe able t o function if k ey customers w ent insolv ent

¥ does not have the c ontrols in plac e to ascertain whe ther a c ustomer is lik ely t o go
insolvent

¥ is struggling t o obtain in formation on pr ospectiv e customers
¥ needstoimpr ove credit managemen t

¥ s considering a ne w mark etventure.

Businesses should consider ob taining f actoring and financing op tions when:

¥ insufficient cash reserves are available t o pay suppliers on time
¥ the busine ss needs t o grow
¥ the le vel of shortt erm financ e (including an y overdraft facility) is insuf ficient

¥ staff do no t have the righ tlevel of credit managemen t skills.

How w e can help

Af iy oumanien strugglingiswiskenal isqupisash d loawn iontheorse diffic ult times @ifhenwviews oulddo@ahapp y to
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
adiseuss dhis furthensinithf yr lootiocRi@ass coniachbusihopmeragige tailetdoachdc @ult of the ma terial can be

accepted by the authors or the firm.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




DERF

50 Osmaston Road, Derby DE1 2HU
Tel: 01332 345265 Email: derby@mabe allen.co.uk

ILKESON

29 St M ary Street, llkeston, Derbyshire DE7 8AB
Tel: 0115932 3995 Email: ilkeston@mabe allen.co.uk

RIPLEY

3 Derby Road, Ripley, Derbyshire DE5 3EA
Tel: 01773 743325 Email: ripley@mabe allen.co.uk



Criminal Finances Act
2017



Criminal Finances Act 2017

Under the Criminal Financ es Act 2017 (CFA), companie s and
partnerships ma y be criminal ly liable f or failing t o prevent their
emplo yees from criminal ly facilitating ta x evasion. A po tential
defence can be utilised, in case s wher e the busine ss has put in to
place a system o f reasonable pr evention me asures. Here, we take a
look at the k ey aspects o f the A ct and the implica tions f or y our
busine ss.

Outlining the A ct

Under the CFA, tw o criminal o ffences were introduced:
¥ Dome stic fr aud o ffence
The dome stic fr aud offence criminalise s companie s, partnerships and r elevant bodie s for

failing t o put in to place reasonable pr evention me asures to stop their emplo yees, agents or
associated persons fr om f acilitating ta x evasion.

¥ Overseas fraud o ffence
This offence criminalise s corpor ations tr ading within the UK who f  ail to implemen t

reasonable pr ocedures to prevent their emplo yees, agents or r epresentatives from
facilitating ta x evasion in ano ther jurisdiction.

The rule s apply t o tax evasion commit ted bo th onshor e and o ffshore, and are applicable t o
all taxes.

Three stages to the f acilitation of tax evasion

Under the CFA, ther e are thr ee stage s that apply t o both the dome stic and the f oreign ta x
evasion facilitation o ffences. Only the UK o ffence is consider ed her e, additional
requiremen ts apply f or the f oreign o ffence.

Stage one
¥ The criminal e vasion of tax (including na tional insur ance contributions (NICs) is ¢ ommit ted
by a ta xpayer.
Stage tw o0
¥ The criminal f acilitation o f ta x evasion is commit ted by an 'as sociated person' o f the

'relevant body'.

Stage thr ee
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¥ The relevant body f ailed t o prevent its emplo yee from criminal ly facilitating ta x e vasion,
or failed t o implemen t reasonable me asures to prevent the emplo yee from commit ting
the f acilitation o f ta x evasion.

Under the CFA, only 'r elevant bodie s' and legal en titie s, such as incorpor ated bodie s and
partnerships , can commit the ne w o ffences. Natural persons, as opposed t o legal persons ,
cannot commit the o ffences.

'Relevant body' r efers to body c orpor ates (including LLPs), and partnerships (whe ther
incorpor ated or f ormed). M eanwhile , a person acts in the capacity o f an 'as sociated person'
if they are:

¥ an emplo yee of a relevant body, acting in the capacity o fan emplo yee
¥ an agentofarelevant body, acting in the capacity o fan agent

¥ any other person who perf orms or in tends to perf orm servic es for or on behalf o fa
relevant body , who is acting in the capacity o f an individual perf orming such servic es (for
instance, a subcontractor).

Where stage s one and tw o have been c ommit ted, the r elevant body is deemedt o have
commit ted a corpor ate offence (subject t o a reasonable de fence being claimed).

Stage thr ee, doe s not e ssentially alt er wha t is consider ed to be a criminal act , but f ocuses
on who is held ac countable .

Making use of a 'reasonable defence'

Under the CFA, the onus is on the r elevant body in que stiont o demons trate that it has
implemen ted adequa te procedures within the busine ss to protect against the criminal

facilitation o f ta x evasion. If the or ganisation can pr ove that it implemen ted stringen t
procedures, prosecution wil | be 'unlik ely'.

A relevant body ma vy utilise a de fence wher eby the y can prove that, when the ta x evasion
facilitation o ffence w as commit ted, it had appr opriate prevention pr ocedures in place.

'Prevention pr ocedures' here refers to procedures designed t o prevent persons acting in the
capacity o f someone as sociated with ar elevant body fr om commit ting UK ta x evasion
facilitation o ffences. The Act doe s not require relevant bodie s to have 'excessively
burdensome' pr ocedures, but it doe s require mor e than 'mer e lip servic e'.

High risk

The governmen t advise s organisations within ‘high risk’' sect ors, such as bank s and financial
services companie s, carry out thor ough risk as sessments to establish the lik elihood o f their
associated persons c ommit ting the criminal act o f facilitation o f tax evasion. It is
recommended tha t such or ganisations f ollow go vernmen t advic e on the ma tter.
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What doe s my business need to do?

HMRC has published guidanc e on the pr ocedures that relevant bodie s (ie. your

organisation) should ha ve in place in order to help pr event their as sociated persons fr om
commit ting the criminal o ffence of the f acilitation o f ta x evasion. This can be ac cessed at
www .gov.uk/go vernmen t/publica tions/c orpor ate-offences-for-failing-t o-prevent-criminal-

facilitation-o f-tax-evasion

The HMRC guidance is de signed t o help y ou unders tand the type s of processes available.
The six 'guiding principle s'

The governmen t has outlined six 'guiding principle s'that can be usedt o help in form
preventativ e processes. Each of the principle s aim t o advise or ganisations in r espect o f
assessing the risk o f their as sociated persons criminal ly facilitating ta x e vasion.

¥ Risk as sessmen t

As arelevant body, you are advised t o assess the nature and the e xtentto whichy ou are
exposed t o the risk o f their as sociated persons c ommit ting the f acilitation o f ta x evasion.
HMRC recommends tha t you 'sit atthe de sk’ of your 'associated persons' and ¢ onsider
whe ther the y have a mo tive, the opportunity and the me  ans to criminal ly facilitate tax
evasion.

You should ask :

¥ Is the w ork tha t 'associated persons' carry out sub jectto monit oring or scrutin y?

¥ How lik ely is the criminal f acilitation o f ta x evasion by an 'associated person't o be
detected?

¥ Are ther e any products or servic es that 'associated person' use tha t could be opent o
abuse?

¥ How o ften do those within high risk r  oles receive fraud tr aining, and ho w vigor ously is
this tr aining e valuated?

¥ Proportionality o frisk -based pr evention pr ocedur es

Your reasonable pr ocedures must tak e into account the na ture, scale and comple xity o fits
preventativ e activitie s. Organisations in sect ors such as the banking indus try or the
accountancy sect or may find tha tthe y are exposed t o mor e significan t risk s than o thers.

¥ Top le vel commitmen t

Senior managemen t need t o be commit ted to preventing 'as sociated persons' fr om
criminal ly facilitating ta x evasion. A 'zero tolerance' attitude ma y be adop ted, and
managers should ensur e that the c onsequenc es of the criminal f acilitation o f tax evasion
are outlined t o their as sociated persons .

Managers ar e urged to:
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¥ Outline the ¢ onsequenc es of failing t o comply with the r elevant body's f acilitation o f ta x
evasion policy
¥ Refrain fr om utilising the servic es of those who do no thave the appr opriate preventative

me asures in place

¥ Communica te the r elevant body's main pr eventative procedures.

¥ Due diligenc e

In order t o mitiga te any potential risk s, you mus t ensur e you apply pr oportiona te due
diligenc e procedures in relation t o persons who perf orm or in tend t o perf orm servic es on
their behalf .

Ask yourselv es:
¥ How w ell do y ou kno w the persons perf orming task s on behalf o fyour or ganisation? Do
you need t o carry out an y additional check s on them?
¥ Does your or ganisation r equire annual c ertifica tes to show tha t y ou are complying with
the CFA?
¥ Ifyou plant o acquire or mer ge with ano ther busine ss, have you consider ed the CFA
implica tions?

¥ Communica tion

The associated persons o f y our or ganisation mus t receive thor ough and adequa te training
in regard to the criminal f acilitation o f ta x evasion, and pr evention policie s must be w ell-
communica ted, unders tood and implemen ted thr ough the w orkf orce.

Your communica tion should seek t o outline:

¥ The policie s and procedures in place to prevent the criminal f acilitation o f tax evasion

¥ How t 0 seek advic e or report an y concerns in regard to the criminal f acilitation o f ta x
evasion

¥ What is me ant by tax evasion and as sociated fr aud

¥ An emplo yee's duty under the CF A.

¥ Monit oring and r eview

Detailed r eviews mus t be carried out o fyour preventative me asures, and change s must be
made t o the se wher e necessary. Typically, the na ture of the risk s you face wil | evolve over
time: as such, senior managemen t must ensur e that the or ganisation adap ts in r esponse.

Ways to review y our procedures:

¥ Through f eedback provided b y internal staff members
¥ Through periodic r eviews, accompanied b y documen ted findings

¥ By working alongside o ther or ganisations f acing similar risk s.
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Non-compliance: what are the penaltie s?

HMRC gates: 'The legislation aims t o tackle crime s commit ted by those who actf or or on
behalf o f a relevant body .' Under the CFA, relevant bodie s who f ail to prevent their
associated persons fr om commit ting the criminal act o f facilitation o f tax evasion are
subject t o unlimit ed fine s and ancil lary or ders, such as serious crime pr evention or ders or
confiscation or ders.

How w e can help

Ensuring that y ou have adequate preventative procedures in place to protect agains t the
risk of y our associated persons f acilitating ta x evasion is crucial. We can helpy ou to
implemen t such pr ocedures - ple ase contact us f or mor e informa tion.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security - A ccess

Many busine sses are now comple tely reliant on the da ta stored on
their Ne tw ork Servers, PCs laptops, mobile de vices and cloud
service providers or in ternet servic e providers. Some of this da ta is
likely t o contain either personal in formation and/or ¢ onfiden tial
compan y informa tion.

Here w e look at some o fthe is sues to consider when r eviewing the sec urity o fyour
comput er systems with r espect t o access controls, and to ensur e complianc e with Principle
7 of the Da ta Protection A ct. This states that -

Appropriate technical and or ganisational me asures shall be tak en agains t unauthorised or
unlawful pr ocessing of personal da ta and agains t accidental los s or de struction o f, or
damaget o, personal da ta.

Access security

Good access controls to the c omput ers and the ne tw ork minimise the risk s of data the ft or
misuse.

Access controls can be divided in to tw o main ar eas:

¥ Physical access - controls over who can en ter the pr emise s and who can ac cess personal
data

¥ Logical access - controls to ensure emplo yees only ha ve access to the appr opriate
softw are, data and de vices necessary t o perf orm their partic ular role.

Physical ac cess

As w ell as having ph ysical access controls such as lock s, alarms, security ligh ting and CCTV
ther e are other c onsider ations, such as how ac cess to the pr emise s is controlled.

Visitors should no t be al lowed to roam unle ss under strict supervision.
Ensure that comput er screens are not visible fr om the outside .

Use netw ork policie s to ensur e that w orkstations and/or mobile de vices are locked when
they are unattended or no t being used.

Ensure that if a mobile de vice is lost it can be immobilised r emo tely.

Mobile de vices being smal | are high risk it ems so sensitiv e data should alw ays be
encryp ted and ac cess to the servic e should be c ontrolled via a pin number or pas sword.

It may be nec essary to disable or r estrict ac cess to USB devices and Optical readers and
writ ers.

Finally, information on har d-copy should be disposed o f securely.
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Logical ac cess
Logical access technique s should be emplo yed to ensure that personnel do no t have mor e

access than is nec essary for them t o perf orm their r ole.

Sensitive data should be encryp ted and ac cess to this da ta controlled via ne tw ork security
and user pr ofile s.

Access to certain applica tions and c ertain f olders ma y also need t o be restrict ed on a user
by user basis .

Finally, it may be nec essary to lock do wn c ertain de vices on certain machine s.

Passw ords
A password policy c onsisting o f a username and pas sword is good pr actice.

These help iden tify a user on the ne tw ork and enable the appr opriate permis sions to be
assigned.

For passwords to be e ffective, however, they should:

¥ berelatively long (i.e . 8 characters or mor €)

¥ contain a mixtur e of alpha, numeric and o ther char acters (such as &"")
¥ be changed r egularly thr ough aut omatic password renewal options

¥ be remo ved or changed when an emplo yee leaves

¥ be used on individual file s such as spreadsheets or w ord processed documen ts which
contain personal in formation

and should NOT

¥ be a blank et password (i.e. the same f or all applications or f or all users)
¥ be writ ten on 'pos tit' no tes that are stuck on the k eyboard or screen

¥ consist of common w ords or phr ases, or the c ompan y name .

How w e can help

We can provide help in the f ollowing ar eas:

Please contact us if y ou w ould lik e any help in an y of the se areas.
¥ defining and doc umen ting sec urity and logical ac cess procedures

¥ performing a sec urity/in formation audit

¥ training staff in sec urity principle s and procedures.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security - B ackup

Many companie s are now comple tely reliant on the da ta stored on
their ne tw ork serv ers, PCs laptops, mobile de vices and in the cloud.
Some of this da tais lik ely t o contain either personal in formation
and/or ¢ onfiden tial compan y informa tion.

Here w e look at some o fthe is sues to consider when r eviewing the sec urity o fyour
comput er systems and da ta.

Data back up is an e ssential sec urity pr ocedure and needs t o be undertak en on a r egular
basis. A busine ss should vie w r egular back ups as a form o f insur ance policy .

There are a number o f poin ts to consider.

Systems and Applica tions So ftw are Ins tal lation media

Ideally, once softw are has been ins talled, the original media (unle ss the so ftw are w as
downloaded) should be s tored securely o ff-site. Any activ ation k eys/c ode s should be
similarly s tored securely.

Data file loca tions

In a netw ork en vironmen t some da ta file s might be stored on the serv er and o ther da ta
file s stored on local driv es. In which case , separate backups may be required for bo th the
server and one or mor e PCs

Ideally, a netw ork solution should be pr ovided which ensur es that all data is r e-copied back
to the serv er from local driv es.

Backup strategy and fr equency

There is likely t o be a need f or tw o parallel back up procedures; one to cover a comple te
systems back up of the serv er(s) and ano ther t o incremen tally (or dif ferentially) back up
data file s which ha ve been upda ted since the pr evious back up.

The most common back up cycle is the gr andfather, father, son me thod. With this , there is a
cycle of 4 daily back ups, 4/5 w eekly back ups and 12 mon thly back ups.

Remember tha t some da ta has to be preserved for many years - for example ac counting
records need t o be keptfora minimumo f6y ears.

Backup media can be r e-used man y time s, but the y do no t have an infinit e life and wil |
need r eplacing a fter 2-10 y ears depending on quality and number o ftime s used. Some
additional poin ts are made on this is sue in the section on back up media degr adation.

Back up r esponsibilitie s

Someone should be giv en responsibility f or the back up procedures. This person needst o be
ableto:
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¥ regularly ensur e that all data file s (server and local) ar e incorpor ated in the back up
cycle(s)

adapt the back up crit eria as ne w applica tions and da ta file s are added

modify the back up schedule as r equired

interpret back up logs and r eact to any err ors no tified

restore data if file s are accidentally dele ted or bec ome corrupt

regularly t est that data can be r estored fr om back up media

K K K K K K

main tain a r egular log o f back ups and wher e the back up media ar e stored.

Applica tions back up routine s

Many accounting and pa yroll applications ha ve their o wn back up routine s. It is a good ide a
to use the se on aregular basis (as w ell as conventional serv er back ups) and alw ays just
before critical upda te routine s. These backup data file s should be s tored on the serv er drive
so thatthe y are backed up.

Local PCs

Certain users wil | have applications da ta file s exclusively on their local driv es (such as
payroll data for example) and the se wil | requir e their o wn r egular back up regime , which as
men tioned in the pr evious par agraph, may consist of a combina tion o f backing up t o media
and backing up t o the serv er.

Back up media

Selecting the righ t mediat o use for back ups depends on budge t, how much da ta ther e is
and the ne tw orking oper ating so ftw are. External har d disks or a NAS box with cloud
backup may provide a good solution. If an e xternal servic e provider is used, or perhaps a
cloud op tion, the y should ha ve their o wn back up regime b but don'tt otally rely on this .

Optical storage such as CD/D VD, or Blu-Ray may also be c onsider ed as a che aper
alternativ e, but capacity and lif e may be limit ed.

Back up loca tion

Backups should be s tored in a v ariety o f bo th on-sit e and o ff-site locations . On-site backups
are easily accessible when da ta has t o be restored quickly, but ar e at risk fr om either fir e or
other dis aster.

A large number o f busine sses use an on-sit e safe, however, in a recovery situa tion this
could be buried undert ons of rubble , or the pr emise s themselv es may be inac cessible for a
period o f time .

Off-site backups have the adv antage tha t the y can be r ecovered in an emer gency, but
a) the y still need t o0 be stored securely; and

b) need t o be reasonably ac cessible.
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Backup r etention

Finally, certain type o frecords, such as accounting r ecords for example , need t o be kept for
a minimum period o ftime and this mus t be considered when de veloping the da ta back up
strategy (also see belo w r egarding degr adation).

Backup media degr adation/dec omposition

Backup media degr ades and the da ta stored on them dec ompose s over a period o f time .

Optical media such as CD/D VD and Blu-Ray are partic ularly sensitiv e to light

(pho tosensitiv ), so ensur e thatthe y are stored in a dark en vironmen t. They are also prone
to physical damage when being hand led. Finally, this type o f media is no t de signed f or
long-t erm storage - las ting pos sibly as little as 2 y ears.

Backups should be check ed on a r egular basis f or signs o f digital dec omposition, andt ested
to check tha t data can be suc cessfully restored.

In-house or cloud?

Many internet servic e providers and thir d-party IT servic e organisations, now o ffer, either
as standar d or as a char geable extr a, off-site data reposit orie s and also comple te online
application solutions . The immedia te appe al is that ther e is no need t o internally support a
server and its oper ating and applica tions so ftw are. How ever, ther e are a significan t number
of key security is sues which should be ¢ overed as part o f the ¢ ontract/servic e level
agreemen t (SLA). These should include le vel of encryp tion, the ¢ ountrie s in which the da ta
is processed and stored (as this has po tential is sues with Da ta Protection la ws), da ta
deletion and r etention periods , the a vailability o f audit tr ails of who is ac cessing the da ta
and final ly, who has o wnership o f the da ta if the pr ovider goe s into adminis tration/
receivership.

Where data is stored in the cloud, try t o ensure that as lit tle personal da ta as pos sible is
processed and stored in this w ay. If this is no t pos sible then a t le ast anon ymise the da ta so
that individuals canno t be iden tified.

Ensure you can manual ly tak e your own back up copie s of data stored with a thir d-party,
and tha t this da ta is in a r eadable f ormat and can be r estored onto other servic es and
applications.

How w e can help

We can provide help in the f ollowing ar eas:
Please do contact us if w e can be o f further help .

¥ performing a sec urity/in formation audit
¥ drawing up a suitable back up regime

¥ training staff in sec urity principle s and procedures.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security - Cloud and
Outsourcing

Many companie s are now comple tely reliant on the da ta stored on
their ne tw ork serv ers, PCs laptops, mobile de vices or in the cloud.
Some of this da ta is lik ely t o contain either personal in formation
and/or ¢ onfiden tial compan y information.

We have a related factsheet which ¢ overs the c onventional da ta security c onsider ations .

Here w e look a t some o f the is sues to consider when r eviewing the sec urity o fyour
comput er systems, and how t o minimise the risk s of data loss within the cloud and wher e
some or al | services are outsour ced.

Whilst cloud da ta storage and outsour cing can o ften be mor e secure than using in ternal
resources, ther e are some additional thingst o bear in mind when some , or all, of your data
is not held on-sit e.

Audit use and storage of personal data

Consider the po tentially sensitiv e and confiden tial da ta which is s tored in the cloud b y your
business.

Find out wha tis happening t o data and wha t controls are in place to prevent accidental or
deliber ate loss of this in formation.

Risk analysis and risk reduction

So the key que stion is - If al | or some o f this da ta is lost who ¢ ould be harmed and in wha t
way?

When tha tis kno wn, then s teps to mitiga te the risk s of data loss must be tak en. Here are
some steps which can be undertak ento reduce the risk o f data loss:-
¥ Ensure that the cloud pr ovider or outsour cer wil | not share your data with a thir d party

¥ Check in wha t countrie s the data wil | be stored and pr ocessed D as this could ha ve Data
Protection implica tions

¥ Ensure that you can tak e local back up copie s of your data

¥ A data subject has the s ame righ ts of access wher ever data is being s tored, so ensur e
that a sub ject access reque st can be f acilitated

¥ Try to minimiz e the amoun t of personal da ta stored in the cloud or with a thir  d party

¥ What happens if the pr ovider bec ome s insolvent? Have a contingency plan in plac e
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¥ Isthe data encryp ted b if so have you got access to the k eys and who else has ac cess to
the k eys?

There are many resources available including

https://ic o.org.uk/media/f or-organisations/doc umen ts/1540/

cloud computing guidanc e for_or ganisations .pdf

How w e can help

Please contact us if y ou require help in the f ollowing ar eas:

¥ performing a sec urity/in formation audit
¥ reviewing cloud and outsour cing/thir d party agr eemen ts

¥ training staff in sec urity principle s and procedures.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security - Data Loss Risk
Reduction

Many companie s are now comple tely reliant on the da ta stored on
their ne tw ork serv ers, PCs laptops, mobile de vices or in the cloud.
Some of this da ta is lik ely t o contain either personal in formation
and/or ¢ onfiden tial compan y information.

Here w e look at some o fthe is sues to consider when r eviewing the sec urity o fyour
comput er systems, and how t o minimise the risk s of data loss. We have arelated factsheet
which c overs some additional ¢ onsider ations f or those with da ta in the cloud, or use some
form o f outsour cing.

There have been man y high pr ofile inciden ts of data loss wher e large volume s of personal
information ha ve found their w ay into the public domain. Example s of this sort o f
information ha ve included he alth r ecords, financial r ecords and emplo yee de tails.

A commer cial organisation also f aces the additional risk o f data being los tto a compe titor.

Obviously, the lar ger data los ses from go vernmen t departmen ts and c orpor ations ha ve hit
the he adlines. How ever, any compan y, no ma tter how lar ge or smal | can suffer data loss
unle ss sensible pr ecautions ar e tak en.

In the pas tyear alone, according t o recent research commis sioned by the Departmen t for
CQultur e, Media and Sport (DCMS) some 45% o f smal I/micr o busine sses have experienc ed
some sort o f security br each or cyber a ttack in the 12 mon ths. The small/micr o busine ss
survey results can be f ound here

The full report enc ompas sing all compan y sizes can be found here

Over all sizes of busine ss, the mos t common type s of of breaches were - fraudulent emails
(72% o f all breaches), viruse s and malw are (33%), or ganisational impersona tors (27%)
and ransomw are (17%).

Audit the use and s torage of personal data

Consider the po tentially sensitiv e and confiden tial data which is s tored by your busine ss -

¥ staff records with da te of birth, s alary and bank ac count de tails, medical in formation e tc

¥ customer and supplier r ecords with bank/cr edit car d account de tails, pin numbers ,
passw ords, transaction in formation, disc ounts and pricing , contracts informa tion

¥ financial and perf ormanc e data and busine ss plans.
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¥ Confidential data is not alw ays conveniently stored in a 'sec ure' database . Often
emplo yees need t o create and cir culate ad hoc r eports (using spr eadsheets and o ther
documen ts) which ar e usually e xtracts of information stored in a da tabase . This sort o f
data retrie val is quit e often done a t the e xpense o f data security - as the da tabase itself
invariably wil | have access controls, but the se ad hoc r eports usual ly do no t.

¥ Find out wha tis happening t o data and wha t controls are in plac e to prevent accidental or
deliber ate loss of this in formation.

Risk analysis and risk reduction

So the key que stion is - If al | or some o f this da ta is lost who ¢ ould be harmed and in wha t
way?

When tha t is kno wn, then s teps to mitiga te the risk s of data loss must be tak en. Here are
some steps which can be undertak ento reduce the risk o fdata loss -

¥ Undertak e regular back ups and store backup data securely o ff-site

¥ If high risk da ta is stored in the cloud unders tand wha t security mechanisms ar e in place
and how y ou can retrie ve all of this da ta if nec essary

¥ Review the type o finformation which is s tored on al | devices (including lap tops, mobile s,
table ts etc) which ar e used o ff-site. If such in formation c ontains personal and/or
confiden tial data try t o minimise or anon ymise the da ta. Ensure that the mos t
appropriate levels of data security and da ta encryp tion ar e applied t o this da ta

¥ If mobile de vices are permit ted to use compan y facilitie s ensure ther e is an activ e Bring
your own De vice (BYOD) policy in plac e, and appr opriate security c ontrols to restrict the
type o f data tha t can be s tored on such de vices

¥ Ensure that compan y w ebsites which pr ocess online pa ymen ts have the highe st levels of
security. This means adop ting SSL encrypted tr ansmissions.

¥ Review the use/a vailability o f USB, and o ther writable media such as op tical de vices
within the ¢ ompan y and think about r estricting ac cess to the se devices to authorised
users only, via appr opriate security se ttings, data encryp tion, and ph ysical controls

¥ Ensure that company w ebsites and netw orks are tested for vulner abilitie s from a ttacks

¥ Have a procedure for de aling with sensitiv e information and its sec ure dispos al once the
data is no longer r equired

¥ Have a procedure by which an y personal/c orpor ate data stored on mobile de vices can be
wiped

¥ Train staff on their r esponsibilitie s, the da ta security pr ocedures and wha t the y should do
if data goe s missing

¥ Train staff to iden tify r ogue emails , ransomware and malw are, and other po tential
threats, and the pr ocedures which should be f ollow ed.

Seaurity breach

As well as risk reduction, it is also good pr actice to have procedures in place in the e vent a
security br each occurs. This should concentrate on f our main ar eas -
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¥ Arecovery plan and pr ocedures to deal with damage limita tion
¥ Recovery review pr ocess to assess the po tential adv erse consequenc es for individuals ,
how serious or subs tantial the se are and ho w lik ely the y are, to happen again

¥ Notifica tion pr ocedures b this includes not only no tifying the individuals who ha ve been,
or potentially may be, affected. If the sec urity br each involves loss of personal da ta
then the In formation Commis sioner (ICO) should be in formed. Ther e may be o ther
regulatory bodie s and other thir d partie s such as the polic e, the bank s and the media
who ma y need t o be in formed

¥ Post-breach - ensur e that appr opriate me asures are put in plac e to prevent a similar
occurrence, and upda te procedures and tr ain or r e-tr ain staff accordingly.

Useful resources

National Cyber Security Centre (UK) www .ncsc.gov.uk/guidanc e

The cyber thr eat t o UK busine ss www .ncsc.gov.uk/cyberthr eat

How w e can help
Please contact us if y ou require help in the f ollowing ar eas:

¥ performing a sec urity/in formation audit

¥ training staff in sec urity principle s and procedures.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security B General Data
Protection Regulation

The General Data Protection Regulation (GDPR) replaced the Da ta
Protection A ct and applie s from 25 M ay 2018.

Whilst ther e are similaritie s betw een the Da ta Protection A ct and the GDPR, ther e are some
new elemen ts and significan t enhanc emen ts.

The GDPR equires all organisations tha t de al with individuals living in an EU member s  tate
to protect the personal in formation belonging t o those individuals andt o have verified
proof of such protection. Failure to comply with the r egulation wil | result in significan t fine s.

Here w e look a t the sc ope and some o fthe k ey principle s of the GDPR.

Controllers and processors

The GDPR applies to both controllers and pr ocessors of data, as de fined under the Da ta
Protection A ct. Controllers say how and wh y personal da ta is processed, and the pr ocessor
acts on the ¢ ontroller's behalf t o process the data. Your or ganisation ma y be bo th a
controller and a pr ocessor, or just a controller or just a pr ocessor.

There are specific legal obliga tions on bo th controllers and pr ocessors:
¥ controllers must specifical ly ensur e that contracts with pr ocessors comply with the GDPR,;

and

¥ controllers and pr ocessors have separate, but e xplicit , requiremen ts to main tain r ecords of
personal da ta and pr ocessing activitie s;

¥ processors are also legal ly responsible and liable f or any security br eaches.

Please see our r elated factsheet 'Data Security - Gener al Data Protection Regulation -
Ensuring Complianc e' for mor e detailed in formation on the doc umen tation r equiremen ts.

Soope of the GDPR D dda protection principle s

The GDPR has a number of principle s relating t o personal da ta. Whilst the se are not
dissimilar t o those under the UK Da ta Protection A ct, ther e are some dif ferences, together
with a ne w ac countability r equiremen t. Personal da ta shall be:

¥ processed lawful ly, fairly and tr ansparently

¥ collected for specified, e xplicit and legitima te purpose s

¥ adequate, relevant and limit ed to wha t is nec essary for the purpose

¥ accurate and kept up t o date. Inaccurate data should be er ased or corrected

¥ keptin aniden tifiable f ormat for no longer than is nec essary
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¥ processed securely and pr otected fr om unauthorised or unla wful pr ocessing, accidental
loss, or de struction or damage .

Finally, the GDPR requires that the ¢ ontroller shall be responsible f or, and be able t o
demons trate, complianc e with the se principle s.

GDPR rights for Individuals:

The righ tt o be in formed

Individuals ha ve the righ tto know ho w their personal da tais goingt o be pr ocessed. The
GDPR piomo tes transparency o ver processing by w ay of a priv acy notice encompas sing
(amongs t other things) de tails of the c ontroller, the sour ce of the da ta, recipients of the
data, data tr ansfers made outside the EU , and the r etention period o f the da ta.

The righ t o f access (sub ject ac cess reque st)
Individuals ha ve the righ tto obtain confirma tion tha t their da ta is being pr ocessed, access

to their personal da ta, and o ther in formation, such as tha t provided in a priv acy notice.

The maximum amoun toftime al lowed to deal with a sub ject access reque st has been
reduced from 40 t o 30 da ys under the GDPR, and the righ tto charge a sub ject access fee
has been r emo ved, unle ss the r eque st is un founded, e xcessive or r epetitiv e.

The righ tt o rectifica tion

Individuals ha ve the righ tto have inaccurate or inc omple te personal da ta rectified. This
must also include personal da ta which is shar ed or giv en to thir d partie s.

The righ ttoerasure

Individuals ha ve the righ tto reque st the dele tion or r emo val of personal da ta wher e ther e
is no compel ling reason for its continued pr ocessing. Again, this mus t also include personal
data which is shar ed or giv en to thir d partie s.

Note that ther e are extra requiremen ts when the r equest relates to a child.

There are some e xceptions t o the righ tto erasure, such as wher e data is held t o comply
with a legal obliga tion.

The righ ttorestrict pr ocessing

Individuals ha ve the righ t to restrict the pr ocessing of personal da ta. In the se circumstances
the personal da ta can be s tored but no t processed.

The righ tt o da ta portability

Individuals ha ve the righ tto obtain and r euse their personal da ta across different servic es.
It allows them t o0 mo ve, copy or tr ansfer personal da ta. Personal da ta mus t be pr ovided in
a structur ed machine -readable f ormat (such as .csv).

The righ tt o ob ject

Individuals ha ve the righ tto object t o the pr ocessing of personal da ta. Processing mus t
stop immedia tely unle ss ther e are ‘compel ling' legitima te grounds f or the pr ocessing, or if
processing is for the e stablishmen t, exercise or de fence of legal claims .
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Rightsinr elationt o aut oma ted decision making and pr ofiling

Individuals ha ve the righ tto ensur e that safeguards are in plac e to protect agains t the risk
of damaging decisions being tak en without human in tervention. This also e xtends t o the
safeguarding o f personal da ta used f or profiling purpose s.

Accountability and go vernance

The GDPR ontains the principle o f accountability , which r equires that appr opriate
governance me asures are in plac e. Organisations ther efore need t o:
¥ implemen t me asures that mee t the principle s of data protection

¥ documen t policie s and procedures in relation t o the s torage and pr ocessing of personal
data (Ple ase see our r elated factsheet 'Data Security - Gener al Data Protection
Regulation - Ensuring C omplianc e' for mor e detailed in formation on the doc umen tation
requiremen ts.)

¥ implemen ttechnical and or ganisational me asures to ensure and demons trate complianc e
¥ appoint a data protection o fficer wher e necessary (also see belo w)

¥ certain type s of organisations, such as public authoritie s, must appoin t a data protection
officer

¥ organisations which perf orm partic ular type s of processing (lar ge scale monit oring o f
individuals , or large scale processing of special categorie s of data, or datarelatingto
criminal c onvictions and o ffences) must also appoin t a data protection o fficer.

Conditions f orconsent

The new law plac es partic ular emphasis on the is sue of consent, stating tha t an indica tion
of consent mus t be specific , unambiguous and fr eely giv en. Positiv e consent cannot be
assumed fr om inaction, such as f ailing t o click an online 'unsubscribe’ bo x, or fr om the use
of pre-tick ed bo xes. Businesses also need t 0 mak e sure that the y capture the da te, time ,
me thod and the actual w ording used t o gain consent, so it is importan tto ensure thatyour
busine ss has the me ans to record and doc umen t such in forma tion.

Notification o f breaches

Breaches must be no tified t o the r elevant supervisory authority wher e 'itis lik ely t o result
in arisk t o the righ ts and fr eedoms o f individuals'.

A notifiable br each must be r eport ed within 72 hours
Transfer of data
The GDPR plaes restrictions on the tr ansfer of data outside o f the EU.

Sources and links

IGO0 home page for organisations

EU GDPR portal - http ://www .eugdpr.org/

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Data Security B General Data
Protection Regulation - Ensuring
Compliance

The General Data Protection Regulation (GDPR) replaced the e xisting
Data Protection A ct and applie s from 25 May 2018.

The GDPR equires all organisations tha t de al with individuals living in a EU member s tate
to protect the personal in formation belonging t o those individuals andt o have verified
proof of such protection. Failure to comply with the r egulation wil | result in significan t fine s.

Whilst ther e are similaritie s betw een the Da ta Protection A ct and the GDPR, ther e are some
new and dif ferent requiremen ts that all busine sses need t o be aware of. This factshee t wil |
help y ou consider whe ther y ou have carried out the s teps to ensure you have adequately
prepared and ar e complian t with the r egulations.

We have also produced a related factsheet entitled 'Da ta Security B General Data Protection
Regulation’, which ¢ overs the principle s behind the ne w r egulations.

Summary of new and modified r equirements

Here w e summarise the ne w/modified r equiremen ts of the GDPR in comparison t o the
Data Protection A ct.

There are perhaps a number o f overriding principle s and key w ords within the GDPR . These
include tr ansparency, accountability , consent, complianc e and priv acy by de sign. Some o f
the ar eas wher e the se impact include:

¥ Controllers and pr ocessors b there are some specific legal obliga tions f or controllers and
processors.

¥ Controllers B must specifical ly ensur e that contracts with pr ocessors comply with the
GDPR Controllers shall also be r esponsible f or, and be able t o demons trate, complianc e
with the GDPR da ta pr otection principle s - including appr opriate documen tation.

¥ Processors D ake required to document records of personal da ta and pr ocessing activitie s,
and are also legal ly responsible and liable f or any security br eaches.

¥ Privacy no tices b the GDPR pomo tes transparency o ver processing by w ay of a priv acy
notice encompas sing (amongs t other things) de tails of the c ontroller, the sour ce of the
data, recipients of the da ta, data tr ansfers made outside the EU , and the r etention period
of the da ta.

¥ Consent B onsent must be fr eely giv en, specific , informed and unambiguous . Positiv e
consent can no longer be in ferred fr om silenc e, inactivity or the use o f pre-tick ed bo xes.
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¥ Childr en's personal da ta and ¢ onsen t D there are special pr ovisions relating t o the
consent and pr ocessing of childr en's personal da ta.

¥ Accoun tability and go vernanc e B omganisations need t 0 have ‘compr ehensiv e but
proportiona te' governance me asures. For man y or ganisations this is lik ely to me an mor e
policie s and procedures. And, for larger or ganisations (o ver 250 emplo yees), this also
me ans assigning or appoin ting a Data Protection Of ficer (DPO).

¥ Subject A ccess Reque st (SAR) D the timet o respond to a SAR is now 30 da ys, and it
must be pr ovided fr ee of charge unle ss the reque st is un founded or e xcessive.

¥ Notifica tion o f br eache s B breaches must be r eport ed within 72 hourst o the r elevant
supervisory/r egulatory authority .

¥ Data portability D this is a new righ t under the GDPR , and allows an individual t o reque st
a machine r eadable copy of their personal da ta wher e processing is carried out b y
automated me ans.

Summary of key preparatory steps

The IGO0 have produced a tw elve step checklist t o help or ganisations ge t themselv es ready
for complianc e.

¥ Awarene ss D the decision mak ers and k ey people in the or ganisation need t o be made
aware thatlaw is changing. The y need t o appr eciate the impact , and quan tify and
allocate resources to ensure complianc e.

¥ Informa tion held B what personal da ta is held, wher e it came fr om and who it is
shared with should be doc umented. It ma y be nec essary to arrange f or an in forma tion
audit t o be perf ormed.

¥ Communica ting priv acy in forma tion D existing priv acy notices should be r eview ed,
and, if nec essary, updated. Enhanced disclosur e may be nec essary to tak e into account
all the ne w righ ts of individuals . If a priv acy notice(s) doe s not e xist, then one wil |
need t o be construct ed.

¥ Individuals' righ ts D eview the eigh t key righ ts individuals ha ve under the GDPR, and
whe ther e xisting pr ocedures and policie s cover all the se rights.

¥ Subject ac cess reque sts B update subject ac cess rights procedures to tak e into account
the rule s.

¥ Lawful basis f or pr ocessing personal da ta D the lawful basis f or processing activity
should be doc umen ted and communica ted in the priv acy notice(s) B also see thr ee
above.

¥ Consen t B onsent under the GDPR r elies on a positiv e and tr ansparent op t-in. Existing

consent mechanisms and pr ocedures may needt o be upda ted.

¥ Childr en D children's consent and childr en's personal da ta is giv en special pr otection
under the GDPR. In some case s, a parent or guar dian may be r equired to give consent.

¥ Breache s b the right procedures need t o be in plac e to detect, report and in vestigate a
breach of personal da ta security. All organisations mus t report br eaches to the ICO (as
well as, perhaps, their o wn r egulatory body).
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¥ Privacy by de sign b thisis a legal requiremen t of the GDPR. In partic ular, an Impact
Assessment should be perf ormed e ven wher e it is no t manda tory.

¥ Data Pr otection Of ficer B someone in the or ganisation should be de signated the
responsibility f or complianc e. A Data Protection Of ficer is formal ly required in certain
circumstances.

¥ International b if the organisation oper ates in mor e than one EU member s tate, a lead
data protection supervisory authority needst o be nomina ted. This is usually the
country in which significan t decisions ar e made about pr ocessing activitie s.

Documenta tion

Documen tation o f the pr ocessing activitie s carried out b y the or ganisation is r equir ed.
Documen tation should ¢ over the purpose s of processing data, data sharing and da ta

retention policie s and procedures.

A good s tarting poin t migh t be the firm's e xisting Data Protection A ct annual r egistration
form. However, this is only a s tarting poin t - the GDPR requiremen ts for doc umen tation ar e
much mor e explicit than under the Da ta Protection A ct.

Data controllers and da ta processors have their o wn separ ate obliga tions, and the se are
covered in mor e detail her e - 1Q0 guide t o GDPR

There are limit ed exemp tions f or firms emplo ying le ss than 250 emplo yees, in which case
documen tation is only r equired for processing activitie s that:

¥ are not occasional

¥ are likely t o impact the righ ts and fr eedoms o f individuals; and

¥ involve special category da ta or criminal ¢ onviction and o ffence data.

A mor e detailed s tep-by-step guide on ho wt o proceed with the doc umen tation pr ocess

can be found using the link abo ve.

Other laws and r egulations

As w ell as the nec essity t o comply with the GDPR , ther e are various o ther A cts and
regulations in the UK which ha ve a bearing on da ta security. These include:

¥ Privacy and Electr onic Communica tions Regulations (PECR) 2003 - which ¢ over 'spam' and
mass-mark eting mailsho ts. Regulations under the PE CR are also issued from timet o
time . For example , regulations on the use o f cookie s on w ebsites, and in 2016 t o require
anyone making a mark eting call to display their number .

¥ Copyright Design and Patents Act - amended in 2002t o cover softw are the ft.

¥ There may be o ther IT standar ds and regulations applicable t o your busine ss sector: for
example , companie s processing credit car d transactions need t o ensur e complianc e with
the Paymen t Card Industry Data Security Standar ds (PCl DSS).

Sources and links

IGO0 home page for organisations
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https://ico.org.uk/for-organisations/guide-to-the-general-data-protection-regulation-gdpr/documentation/
https://ico.org.uk/for-organisations/

EU GDPR portal -www .eugdpr.org/

IGO0 GDPRmicro site

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk



http://www.eugdpr.org/
https://ico.org.uk/for-organisations/data-protection-reform/

DERF

50 Osmaston Road, Derby DE1 2HU
Tel: 01332 345265 Email: derby@mabe allen.co.uk

ILKESON

29 St M ary Street, llkeston, Derbyshire DE7 8AB
Tel: 0115932 3995 Email: ilkeston@mabe allen.co.uk

RIPLEY

3 Derby Road, Ripley, Derbyshire DE5 3EA
Tel: 01773 743325 Email: ripley@mabe allen.co.uk



Directors' Responsibllities



Directors' Responsibllitie s

The position o f dir ector brings bo th rewards and r esponsibilitie s
upon an individual.

Whether y ou are appoin ted to the Boar d of the c ompany you w ork for or y ou are involved
in establishing a ne w busine ss and tak e on the r ole of director you wil | feel a sense o f
achievemen t.

How ever the o ffice of dir ector should no t be ac cepted ligh tly. It carrie s with it a number o f
dutie s and responsibilitie s. We summarise the se comple x provisions belo w.

Companie s
You can undertak e busine ss in the UK as either :

¥ an unincorpor ated entity, ie a sole tr ader or a partnership or

¥ anincorporated body .

An incorpor ated busine ss is normal ly referred to as a compan y. Although ther e are limit ed
liability partnerships and unlimit ed companie s the v ast ma jority o f companie s are limit ed
by shares. This means the liability o f shareholders is limit ed to the v alue of their shar e
capital (including an y unpaid).

A limit ed compan y can be a priv ate or public c ompany. A public compan y mustinclude
'‘public’ or 'plc’ in its name and can o  ffer shares to the public .

The responsibilitie s and penaltie s for non c omplianc e of dutie s are mor e onerous if y ou are
a director of a public c ompan y.

Directors

When y ou are appoin ted a dir ector of a compan y you become an o fficer with e xtensive
legal responsibilitie s. For a dir ector of an inc orpor ated body , the Companie s Act 2006 se ts
out a statement of your gener al dutie s. This statemen t codifie s the e xisting 'c ommon la w'
rules and equitable principle s relating t o the obliga tions o f company directors that have
developed o ver time . Common la w had f ocused on the in terests of shareholders . The
Companie s Act 2006 highligh ts the c onnection be tw een wha t constitut es the good o fyour
compan y and a consider ation o f its wider ¢ orpor ate social responsibilitie s.

The legislation r equires that dir ectors act in the in terests of their c ompany and no t in the
interests of any other partie s (including shar eholders). Ev en sole dir ector/shar eholder
companie s must consider the implica tions by not put ting their o wn in terests abo ve those
of the c ompany.

The aim o f the c odifica tion o f dir ectors' dutie s in the Companie s Act 2006 ist o0 mak e the
law mor e consistent and ac cessible.
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The Act outline s seven statut ory dir ectors' dutie s, which also need t o be considered for
shadow dir ectors. These are detailed belo w.

Duty t o act within theirpo  wers

As a compan y director, you must act only in ac cordance with the ¢ ompan y's constitution,
and mus t only e xercise your pow ers for the purpose s for which the y w ere conferred.

Duty t o pr omo te the suc cess of the c ompan y

You must actin suchaw aythatyou feel w ould be mos tlikely to promo te the suc cess of
the company (ie its long-t erm incr ease in v alue), f or the bene fit o f its members as a whole
This is often called the 'enligh tened shar eholder v alue' duty . How ever, you mus t also
consider a number o fother f actors, including:

the lik ely long-t erm c onsequenc es of any decision

the in terests of compan y emplo yees

fostering the ¢ ompan y's busine ss relationships with suppliers , customers and o thers

the impact o f oper ations on the ¢ ommunity and en vironmen t

main taining a r eputation f or high s tandar ds of busine ss conduct

K K K K K K

the need t o act f airly as be tw een members o fthe c ompany.

Duty t o exercise independen tjudgmen t

You have an obliga tion t o exercise independen t judgmen t. This duty is no tinfringed b y
acting in ac cordance with an agr eemen t entered into by the c ompan y which r estricts the
futur e exercise of discretion by its dir ectors, or by acting in aw ay which is authorised b 'y
the compan y's constitution.

Duty t o exercise reasonable car e, skil | and diligenc e

This duty c odifie s the common la w rule o f duty o f care and skil |, and impose s both
'subjectiv e' and 'ob jectiv e' standar ds. You mus t e xercise reasonable car e, skill and diligenc e
using y our own gener al knowledge , skill and e xperienc e (sub jectiv e), t oge ther with the
care, skill and diligenc e which ma y reasonably be e xpected of a person who is carrying out
the functions o f a dir ector (ob jectiv e). So a dir ector with significan t e xperienc e must
exercise the appr opriate level of diligenc e in e xecuting their dutie s, in line with their higher
level of expertise .

Dutyt o avoid conflicts o fin terest

This dictates that, as a director, you mus t avoid a situa tion in whichy ou have, or may have,
a direct or indir ect interest which c onflicts, or could conflict, with the in terests of the
compan y.

This duty applie s in partic ular to a tr ansaction en tered into betw een y ou and a thir d party,
in relation t o the e xploita tion o f any property, informa tion or opportunity . It doe s not apply
to a conflict of interest which arise s in relation t o a tr ansaction or arr angemen t with the
company itself .
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This clarifie s the pr evious conflict o f interest provisions, and mak es it e asier for dir ectors to
enter into transactions with thir d partie s by allowing dir ectors not subjectt o any conflict on
the boar d to authorise them, as long as ¢ ertain r equiremen ts are met.

Duty no tt o acceptbene fits fr om thir d partie s

Building on the e stablished principle tha tyou mustnot mak e a secret profitasaresultof
being a dir ector, this duty s tates that you mustnot accept any bene fit fr om a thir d party
(whe ther mone tary or o therwise) which has been ¢ onferred because o f the f act thatyou
are a director, or as a consequenc e of taking , or not taking , a partic ular action as a dir ector.

This duty applie s unless the ac ceptance of the bene fit canno t reasonably be r egarded as
likely t o give rise to a conflict of interest.

Duty t o declar e interestinapr oposed tr ansaction or arr angemen t

Any compan y director who has either a dir ect or an indir ect interest in a pr oposed
transaction or arr angemen t with the ¢ ompan y must declar e the 'na ture and e xtent' of tha t
interest t o the o ther dir ectors, before the c ompan y enters into the tr ansaction or
arrangemen t. A further declar ation is r equired if this in formation la ter proves to be, or
become s either inc omple te or inac curate.

The requiremen t to mak e a disclosur e also applie s wher e directors 'ough t reasonably t o be
aware' of any such conflicting in terest.

How ever, the r equiremen t doe s not apply wher e the in terest cannot reasonably be
regarded as likely to give rise t o a conflict of interest, or wher e other dir ectors are already
aware (or 'ough treasonably t o be aware') of the in terest.

Enforcement and penaltie s

The Companie s Act states that the y wil | be en forced in the s ame w ay as the Common La w,
although under C ompan y Law. As a result ther e are no penaltie s in the Companie s Act
2006 f or failing t o undertak e the abo ve dutie s correctly.

Enforcemen tis via an action agains t the dir ector for breach of duty . Qurrently such an action
can only be br oughtby:

¥ the company itself (ie the Boar d or the members in a gener al mee ting) decidingt o
commenc e proceedings; or
¥ aliquidator when the ¢ ompany is in liquida tion

¥ an individual shar eholder can tak e action agains t a dir ector for breach of duty . This is
known as a deriv ativ e action and can be tak en for any act o f omis sion (in volving
negligenc e), de fault or br each of duty or trus t.

Where the c ompan y is controlled by the dir ectors the se actions ar e unlik ely.
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How w e can help
You wil I now be a ware that the position o f director must not be accepted ligh tly.

We can provide the pr ofessional advic e you need t o ensure you are in the la tter category.
Please contact us if y ou w ould lik e mor e informa tion.
¥ the law is de signed t o penalise those who act irr  esponsibly or inc ompe tently.

¥ adirector who acts hone stly and ¢ onscientiously should ha ve nothing t o fear.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be

accepted by the authors or the firm.

www .mabe allen.co.uk
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Dismissal Procedures

There have been man y change s to emplo ymen t law and r egulations
in the las t few y ears. A key area is the fr eedom or lack o f freedom
to dismis s an emplo yee.

An emplo yee's emplo ymen t can be t ermina ted at any time but unle ss the dismis sal is fair
the emplo yer may be f ound guilty o f unfair dismis sal by an Emplo ymen t Tribunal.

In November 2011 , the qualifying period f or unfair dismis sal increased from one t o tw o
years continuous servic e. How ever, ther e is no length o f servic e requirementinrelationt o
‘automatically unfair grounds'.

We set out belo w the main principle s involved concerning the dismis sal of emplo yees
including some ¢ ommon mis takes that emplo yers mak e. We have writ ten this f actsheet in
an accessible and unders tandable w ay but some o fthe is sues may be v ery complica ted.

Professional advic e should be sough t be fore any action is tak en.

The right t o dismiss employees

Reasons for a fair dismis sal w ould include the f ollowing ma tters:

¥ the person doe s not have the capability or qualifica tion f or the job (this r equires the
emplo yer to go thr ough consulta tion and/or disciplinary pr ocesses)

¥ the emplo yee behaves in an inappr opriate manner (the ¢ ompan y/firm's policie s should
refer to wha t w ould be unr easonable beha viour and the busine ss must go thr ough
disciplinary pr ocedures)

¥ redundancy, providing ther e is a genuine busine ss case for making (a) position(s)
redundan t with no suitable alt ernative w ork, ther e has been adequa te consulta tion and
ther e is no discrimina tion in who is select ed

¥ the dismis sal is the e ffect of a legal pr ocess such as a driv er who lose s hisrightto drive
(however, the emplo yer is expect ed t o explor e other pos sibilitie s such as looking f or

alternative w ork be fore dismis sing the emplo yee)

¥ some o ther subs tantial r eason.

Caims for unfair dismissal

Upon comple tion o f the r equired qualifying period, emplo yees can make a claimt o an
Employmen t Tribunal f or unfair dismis sal within thr ee mon ths of the da te of the dismis sal
and if an emplo yee can prove that he/she has been pr essured to resign by the emplo yer
he/she has the s ame righ t t o claim un fair dismis sal or constructiv e dismis sal.
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In addition t o the incr ease in qualifying period, the go vernmen t has also in troduced plans
for details of claims t o be submit ted to ACAS where the partie s wil | be offered pre-tribunal
conciliation be fore proceeding t o a Tribunal. How ever, ther e is no obliga tion o f either party
totakeitup.

There are tw o levels of claim, depending on the ¢ omple xity o f the case . There is the
straightforw ard claim wher e ther e is one claim per claiman t or the mor e comple x multiple
claims (including un fair dismis sal and discrimina tion claims)

If the claim pr oceeds to Tribunal and the emplo yee wins his/her case the T ribunal can
choose one o fthr ee remedie s which ar e:
¥ re-instatement which me ans getting back the old job onthe oldt erms and c¢ onditions
¥ re-engagemen twhich w ould me an a dif ferent job with the s ame emplo yer

¥ compens ation wher e the amoun t can be an ything fr om ar elatively smallsumto a
maximum cap o f 12 mon ths' pay, which wil | apply wher e the amoun tis le ss than the
overall cap. Where the dismis sal w as due t o some f orm o f discrimina tion the a ward can
be unlimit ed.

If the dismis sal is demons trated as being due t o any of the f ollowing it wil | be deemedt o
be unfair regardless of the length o f service:

¥ discrimina tion f or age, disability, gender r eassignmen t, race, religion or belie f, sex, sexual
orien tation or marriage and civil partnership

pregnancy, childbirth or ma ternity le ave

refusing t o opt out o f the W orking Time R egulations

disclosing certain kinds o f wr ong doing in the w orkplace

health and s afety r easons

K K K K K

assertion o f a statutory righ t.

Statutory disciplinary pr ocedures

The Employmen t Act 2008 in troduced the A CAS @de of Practice which s aw a change t o
the w ay emplo yers deal with pr oblems atw ork. It also saw the r emo val of ‘aut omatic
unfair dismis sal' related to failure to follow pr ocedures. Tribunals ma y mak e an ad justmen t
of upto 25% o fany award, wher e the y feel the emplo yer has unr easonably f ailed t o
follow the guidanc e setoutinthe A CAS @de.

The ACAS @de of Practice sets out the pr ocedures to be f ollowed be fore an emplo yer
dismis ses or impose s a significan t sanction on an emplo yee such as demo tion, los s of
seniority or los s of pay.

The ACAS de doe s not apply t o redundancy or e xpiry o f a fix ed term contract.
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Standar d pr ocedur e

Employers must set out in writing the
reasons wh y dismis sal or disciplinary
actions agains t the emplo yee are being
consider ed. A copy of this mus t be sentto
the emplo yee who mus t be in vited to
attend a mee ting t o discuss the ma tter,

with the righ tto be accompanied

Step 2 A mee ting mus t tak e place giving the
emplo yee the opportunity t o put f orw ard
their case . The emplo yer must mak e a
decision and o ffer the emplo yee the righ t
to appeal against it .

Step 3 If an emplo yee appe als, you mustinvite
themt o a mee ting t o arriv e at a final
decision

There may be some v ery limit ed cases wher e de spite the f act that an emplo yer has
dismissed an emplo yee immedia tely without a mee ting, an Employmen t Tribunal wil | very
exceptional ly find the dismis sal to be f air. This is not e xplained in the r egulations but ma y
apply in case s of serious misc onduct le ading t o dismis sal without no tice. What this me ans
in practice awaits the t est of case law.

Modified pr ocedur e
Employers firstly se t out in writing the

grounds f or action tha t has led t o the
dismis sal, the r easons for thinking a t the

time tha t the emplo yee w as guilty o f the

alleged misc onduct and the emplo yee's
right of appe al against the dismis sal

Step 2 If the emplo yee wishe s to appe al against
the decision, the emplo yer mustinvite
themt o attend a mee ting, with the righ tto
be accompanied, f ollowing which the

emplo yer mustinform the emplo yee of
their final decision. Wher e practicable, the
appeal mee ting should be ¢ onducted by a
mor e senior or independen t person no t
involved in the e arlier decision t o dismis s.
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The only oc casions wher e emplo yers are not required to follow the A CAS @de o f Practice
are as follows:

¥ they reasonably belie ve that doing so w ould result in a significan t thr eat t o themselv es,
any other person, or their or an y other person's pr operty

¥ they have been sub jected to harassment and r easonably belie ve that doing so w ould
result in further har assment

¥ because itis no t practicable within ar easonable period

¥ wher e dismis sal is by reason of redundancy or the ending o f a fix ed term contract

¥ they dismis s a group of emplo yees but o ffer to re-engage them on or be fore termina tion
of their emplo ymen t

¥ the busine ss closes down suddenly because o fan unforeseen event

¥ the emplo yee is no longer able t o w ork because the y are in breach of legal r equiremen ts
eg to hold a v alid w ork permit .

Common mis takes that emplo yers make

For man y the r egulations ha ve caused some ¢ onfusion and pr actical dif ficultie s. Some of
the mos t common mis takes include:

¥ not applying the pr ocedures to emplo yees with le ss than the qualifying period o f
continuous servic e for un fair dismis sal (ie tw o years ). Whilst such emplo yees are often
unable t o claim un fair dismis sal (unle ss the r eason for their dismis sal is one o f the
automactically unfair reasons for which ther e is no qualifying period o femplo ymen t such
as pregnancy), the y may be able t o bring o ther claims such as discrimina tion with
compens ation incr eased accordingly

¥ failure to invite emplo yees to disciplinary he arings in writing or supply adequa te evidence
before the disciplinary he aring. The standar d procedure requires the emplo yer to set out
the 'basis o f the al legations' prior t o the he aring

excluding dismis sals other than disciplinary dismis sals (eg il I-he alth t ermina tions)
not inviting emplo yees to be accompanied

not including a righ t of appe al

K K K K

not appr eciating the s tatut ory requiremen t t o proceed with e ach stage o f the pr ocedure
without undue dela y

¥ failure to appreciate that an emplo yee may have rightto appeal even ifitis r eque sted
verbally rather than in writing and is a fter a time scale set down by the emplo yer

¥ not appr eciating tha t paying an emplo yee a lower bonus f or perf ormanc e related reasons
could po tentially amoun t to ‘action short o f dismis sal' by the emplo yer

¥ failure to treat as a grie vance any writ ten statemen t/le tter (f or example a le tter of
resignation) which r aises issues which c ould f orm the basis o f a tribunal claimt o which
statut ory pr ocedures apply. This means that the emplo yer must be alertt o issues being
raised in writing e ven if ther e is no men tion o f the w ord grie vance.
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How w e can help

We wil | be mor e than happ y to provide y ou with as sistance or any additional in formation

required so ple ase do contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Employee Expenses

This factsheet considers the oper ation and r eporting o f emplo yee
expense s and bene fits.

The exemption regime

An exemption ma y apply t o the r eporting o f emplo yee expense s on forms P11D as long as
the nec essary conditions ar e me t. Under the e xemp tion the busine ss must satisfy itself
that the emplo yee w ould be en titled t o ful | tax relief on the e xpense s reimbursed.

The e xemp tion

An exemp tion applie s which e ffectively me ans that busine sses wil | not have to pay tax and
NIC on paid or r eimbursed e xpense s paymen ts or r eport them on a P11D . The exemp tion
places the onus on emplo yers to determine whe ther emplo yee expenses are ful ly
deductible f or ta x purpose s.

Type s of e xpense s

The main type s of expense s to which the e xemp tion applie s are:

¥ travel and subsistence expense s
¥ fees and subscrip tions

¥ busine ss entertainmen t e xpense s.

All other non-al low able e xpense s are still reportable on a P11D and/or sub jectto PAYE (and
possibly National Insur ance Contributions). Emplo yees are able t o claim ta x relief in r espect
of unr eimbursed busine ss expenses.

The exemp tion doe s not apply t 0 expense s or bene fits pr ovided under ar elevant salary
sacrifice arrangemen t. This include s any arrangemen t wher e an emplo yee giv es up the
rightto receive earnings in r eturn f or ta x fr ee expense s paymen ts or wher e the le vel of
their e arnings depends on the amoun tofany expenses paymen t.

Conditions o fthe r egime

In order for an emplo yee reimbursed e xpense t o be tr eated as an e xempt payment, an
emplo yer needs t o put himself in the position o  fthe emplo yee. The emplo yer then ask s
himself the que stion - w ould tha t e xpense ha ve qualified f or ful | tax relief t o the emplo yee
(wereitnotforthe amoun tbeing e xempt)?

An emplo yer should c onsider :

¥ setting out a ¢ orpor ate policy o f which type o f expense s are reimburs able and the need
for those e xpense s to be reasonable
¥ requiring the ¢ omple tion o f a standar d expense claim f orm

¥ the need f or any expense claimt o be support ed by a receipt
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¥ making check s on expense claims

¥ requiring a senior person t o authorise the claims .

What about scaler ates?

The rule s allow amoun ts based on scale r ates to be paid or r eimbursed, ins tead of the
emplo yee's actual c osts in certain cir cumstances. Scale rates are gener ally for travel and
subsistence expense s and consist of round sum al low able amoun ts for specific
circumstances.

Two key type s of scale rates are available f or use by an emplo yer:

¥ 'benchmark' r ates and

¥ 'bespoke'rates.

Benchmark r ates

Benchmark r ates are a set of ma ximum r eimbursemen trates for me als. These round sum
amoun ts can be used b y emplo yers for paymen t or r eimbursemen t of emplo yees
expense s wher e relevant qualifying ¢ onditions ar e me t.

These rates apply only if the emplo yee incurs expenditur e in the ¢ ourse o f 'qualifying
business travel' as follows:

¥ one me al allowance per day paid in r espect of one ins tance of qualifying tr avel, the
amoun t of which doe s not e xceed:
a) £5 wher e the dur ation o f the qualifying tr avel in tha t day is 5 hours or mor e
b) £10 wher e the dur ation o f the qualifying tr avel in tha t day is 10 hours or mor e, or

c) £25 wher e the dur ation o f the qualifying tr avel in tha t day is 15 hours or mor e and is on-
going at 8pm or

¥ an additional me al allowance not exceeding £10 per da y paid wher e a me al allowance
(a) or (b) is paid and the qualifying tr  avel in respect o f which tha t allowance is paid is
on-going a t 8pm.

Bespok e rates

These are rates negotiated and specifical ly agr eed with HMR C in writing. If the busine ss
wants to pay be spoke rates for me als or other type s of expense, it can apply t o HMRC.

HMRC has issued a specific f orm: PAYE emplo yers expense s and bene fits e xemp tion

Conditions f or using appr ovedratesupt o5 April 2019

Employers must have a checking s ystem in plac e if appr oved benchmark or be spoke rates
are used t o ensur e that the emplo yee is incurring and pa ying amoun ts in respect o f
expense s of the s ame kind and tha ttax relief w ould be al lowed. The exemp tion is also
conditional on neither the pa yer, nor anyone oper ating the checking s ystem, suspecting or
reasonably being e xpected to kno w or suspect tha tthe emplo yee had no tincurred an
amoun tin r espect of the e xpense.
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Conditions r elaxed fr om 6 April 2019

The checking system rule s are relaxed and the r equiremen t for emplo yers to check r eceipts
when making pa ymen ts to emplo yees for subsistence using benchmark scale r ates is

remo ved. This applie s to standar d me al allow ances paid in r espect o f qualifying tr avel and
overseas accommoda tion and subsis tence scale rates. Employers still have to ensure that
emplo yees are undertaking qualifying tr avel.

The accommoda tion and subsis tence overseas scale rates are treated in the s ame w ay as
benchmark r ates. Employers only need t o ensure that emplo yees are undertaking
qualifying tr avel.

HMRC has issued guidanc e on wha t checking s ystems the y expect emplo yers to oper ate.
We can assist y ou with this ma tter or in applying f or be spoke rates so please contact us f or
mor e informa tion.

Business mileage rates

The key travel and subsis tence expense s for man y emplo yees are their ¢ osts in using their
own car or v an for busine ss travel. Many emplo yers and their emplo yees use the s tatut ory
mile age allowances known as 'authorised mile age allowance paymen ts' (AMAPS). The se
are scale amoun ts that emplo yers can pay to emplo yees using their o wn v ehicle f or
busine ss travel. For cars and v ans, the scale r ate is 45p per mile f orup to 10,000 mile s in
the ta x year and 25p per mile abo ve this.

AMAPSs are a separ ate statut ory regime and do no t come within the ne w e xemp tion
regime .

For emplo yer provided v ehicle s the fuel advisory r ates can be used t o reimburse fuel ¢ osts
incurred in tr avelling on busine ss. These advisory fuel r ates are updated quart erly

throughout e ach tax year.

Qualifying tr avel expenses

Qualifying tr avel is a nec essary condition f or both tr avelling and subsis tence expense s to be
treated as an e xempt expense (and also in the use o f busine ss mile age rates for cars and
vans). A busine ss journey is one which either in volves travel:

¥ from one plac e of w ork t o another or

¥ from homet o atempor ary w orkplace or vic e versa.

How ever, journe ys betw een an emplo yee's home and a plac e of w ork which he or she
regularly a ttends are not busine ss journe ys. These journe ys are 'ordinary c ommuting' and

the plac e of w ork is o ften referred to as a permanen t w orkplace. This means that the tr avel
costs have to be borne b y the emplo yee.

The term 't empor ary w orkplac e' me ans that the emplo yee attends the plac e for a limit ed
duration or t empor ary purpose . How ever, some tr avel betw een a t empor ary w orkplac e and
home ma y not qualify f or relief if the trip made is 'subs tantially similar' t o the trip madet o
or from the permanen tw orkplace. 'Substantially similar' is in terpreted by HMRC as a trip
using the s ame r oads or the s ame tr ain or bus f or mos t of the journe .
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There wil | be man y variations o f type s of journe ys undertak en by emplo yees so ensuring
that itis a busine ss journey is critical e specially as the t erm 'tr avel expense s' include s the
actual costs of tr avel together with an y subsistence expenditur e and o ther as sociated costs
that are incurred in making the journe y such as toll or conge stion char ges. Detailed further
guidance is available in HMRC Booklet 490 .

How w e can help

We can advise on the cr eation and implemen tation o f a robust e xpense s system. We can
also help with the ¢ omple tion o f annual f orms P11D. Please contact us f or any further
assistance or advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Employer Supported Childcare

Employer Support ed Childcare (ESC), @mmonly b y w ay of childcar e
voucher, is for man y emplo yers and emplo yees a tax and na tional
insurance efficient perk . We consider the implica tions o f this type o f
benefit on the emplo yer and emplo yee.

ESC which al lows a limit ed tax and NIC exemp tion f or emplo yer-contracted childcar e and
emplo yer-provided childcar e vouchers, has been v ery popular with bo th emplo yers and
emplo yees alike. How ever ESC closed to new members fr om 4 Oct ober 2018. The
governmen t has in troduced Tax-Free Childcare which is a vailable t o emplo yees and the self
emplo yed.

Salary s acrific e

Many emplo yers use ESC as part of salary sacrifice arrangemen ts; for example , the

emplo yee giv es up pay, which is ta xable and NIC-able, in return f or childcar e vouchers,
which ar e not. This may save tax and NIC for the emplo yee and NIC for the emplo yer. Such
arrangemen ts have proved to be attractive for many but f or those on lo w r ates of pay,
such arrangemen ts may not be appr opriate.

How much childcar e can be provided ta x and NIC free?

The limit on the amoun tofexemptincome as sociated with childcar e vouchers and

emplo yer-contracted childcar e for emplo yees is determined b y reviewing the e stima ted
earnings and ta xable bene fits o f the emplo yee. Where the le vel of estima ted earnings and
taxable bene fits:

¥ is equal to or belo w the equiv alent of the sum o f personal al lowances and the basic r ate
limit f or the y ear, the emplo yee wil | be entitled t o relief on £55 e xemptincome f or each
qualifying w eek

¥ exceeds the equiv alent of the sum o f personal al lowances and the basic r ate limit f or the
year as above, but f alls below the limit a t which ta x become s payable at the 45% r ate
limit f or the y ear, the emplo yee is entitled t o relief on £28 e xemptincome f or each
qualifying w eek.

¥ exceeds the equiv alent of the additional ta x rate limit f or the y ear, the emplo yee is
entitled t o relief on £25 e xemptincome f or each qualifying w eek.

For those who joined the emplo  yer's scheme priort o 6 April 2011 the w eekly limitis £55 a
w eek regardless of earnings and bene fits.

Similar rule s apply f or NIC purpose s.
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Further de tails

The emplo yer has t o estima te the emplo yee's ta x position e ach year as the amoun tof
exemptincome the y can receive may change thr oughout their period o f emplo yment.

If the ESC exceeds the amoun tofexemptincome per w eek the e xcess wil | be a bene fit in
kind and sub ject t o Class 1A NICs. How ever, with v ouchers, although an y excess is also a
benefit in kind it is sub jectt o Class 1 NICs via the pa yroll. As the ta x and NIC issues are
comple x man y emplo yers limit their emplo yees' entitlemen tto a maximum o fthe e xempt
limit .

The exemp't limit applie s to the ful | face value, rather than the ¢ ost, of providing a childcar e
voucher, which w ould normal ly include an adminis tration f ee.

An emplo yee is only en titled t o one e xempt amoun t even if car e is provided f or mor e than
one child but it doe s not matter that another person ma y also be en titledt o an e xempt
amoun tin r espect o f the s ame child.

Determining basic e arnings

To iden tify the r ate of tax an individual emplo yee pays in any one ta x year, an emplo yer
needs t o carry out a 'basic e arnings assessment' for any emplo yees. Employers who o ffer
or provide emplo yer childcar e are required, at the beginning o fther elevanttax year, to
estima te the 'emplo ymen tincome amoun t' tha t the emplo yee is likely t o receive during
thatyear.

This is basically the ¢ ontractual salary and bene fits package (no t discretionary bonuse s or
overtime) le ss the personal al lowance if appr opriate.

Employers must keep a record of the basic e arnings assessment. These records do no't
needto be sentto HMRC but must be a vailable f or inspection b y HMRC if required.

The emplo yer must re-estima te the 'emplo ymen tincome amoun t' for each tax year.

Closure of ESC b new entr ants

HMRC has confirmed tha t emplo yees must have joined an ESC scheme and had the
necessary change s made t o their s alary on or be fore 4 October 2018. Applyingt o the
scheme be fore the de adline is no t sufficient as an applican t needs t o have had the
necessary change s made t o their s alary by the de adline in or der t o bene fit fr om the
income ta x and NICs exemp tion.

Employers who ¢ ontinue t o offer ESC b new en trants after 4 October need t o deduct
income ta x and NICs on any vouchers giv en and pay emplo yer NICs after this da te.

Gaps in payment

An emplo yee can ask t o stop receiving childcar e vouchers t empor arily whils t staying in the
emplo yer's scheme; f or example , if an emplo yee only w orks during school t erm time and
doesn't need the v ouchers during the school holida ys. Basically, as long as the gap in
providing the v ouchers doe sn't e xceed 12 mon ths the emplo yee can still be classed as an
existing member o fthe emplo yer's scheme .
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This also applie s to emplo yees who ar e on ma ternity le ave, sick leave and those who wish
to tak e a career break, provided tha t the t otal length o f absence doe s not exceed 12
mon ths.

Further inf ormation

HMRC has provided man y que stions and ans wers on their w ebsite to help bo th emplo yees
and emplo yers and the se can be vie wed at https://www .gov.uk/go vernmen t/publica tions/
emplo yer-support ed-childcar e

Tax-Free Childcare scheme

The governmen t has in troduced Tax-Free Childcare (TFC) a tax incentiv e for childcar e.

The reliefis 20% o f the c osts of childcar e up t o total childcar e costs of £10,000 per child
per y ear. The scheme wil | ther efore be w orth a ma ximum o f £2,000 per child (£4 ,000 for a
disabled child). Al | children under 12 (upt o 17 f or childr en with dis abilitie s) are eligible .

To qualify f or Tax-Free Childcare all parents in the household mus t gener ally mee ta
minimum inc ome le vel, based on w orking 16 hours aw eek (on a verage £131 aw eek) and
each earn le ss than £100 ,000 a y ear and no t already be r eceiving support thr ough Tax
Credits or Univ ersal Credit .

How doe sthisr elateto ESC?

ESCclosed t o new en trants on 4 October 2018. ESC continue s to be available f or current
members if the y wisht o remain in it or the y can swit ch to the ne w scheme but par ents
cannot be in bo th the ESC scheme and the TF C scheme at the s ame time .

Employees need t 0 advise their emplo yer in writing (f or example , by email) within 90 da ys
if the y start r eceiving TFC, so their emplo yer can stop giving them v ouchers and dir ectly
contracted childcar e with inc ome ta x and NICs reliefs. Employees are not ablet o returnt o
an emplo yer's ESC scheme once the y have left.

How w e can help

If you w ould lik e to discuss childcare in further de tail, ple ase do not he sitate to contact us .

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Employment Bene fits

Today the r emuner ation o f man y directors and emplo yees
comprise s a package o f salary and bene fits.

Essentially tw o tests must be applied in de termining the ta x implica tions o f any bene fit .

¥ |[s the bene fit ta xable?

¥ If the bene fit is ta xable, what is its ta xable v alue?
In this f actsheet, we give guidanc e on some o f the main bene fitin kind rule s and outline
some common type s of bene fits.

Itis notintendedt o be an e xhaustiv e guide and an y decisions should be support ed by
professional advic e appropriate to your personal cir cumstances.

Setting the sc ene

All earnings o f an o ffice or emplo ymen t are taxable. Where they are not in cash it bec ome s
necessary to put a v alue on them.

As a gener al rule unle ss the bene fit can be ¢ onverted into cash ther e is no ta xable bene fit .
Where it is convertible in to cash the ta xable amoun t is the r esale value.

To prevent avoidance, additional legisla tion char ges certain o ther bene fitst o tax. The
detailed rule s are comple x. We can advise on s tructuring r emuner ation package s, including
benefits, in a ta x efficient w ay.

Reporting

Employers are required to notify HMR C of bene fits pr ovided t o directors and mos t
emplo yees by comple ting f orms P11D annual ly.

Penaltie s can apply wher e the f orms ar e submit ted late or ar e incorrect.

The full amoun t of any bene fit mus t be r eport ed on this f orm.

National Insurance

In gener al, emplo yees' national insur ance (NIC) is not due on bene fits e xcept vouchers,
stocks and shares, the dischar ge of an emplo yee's personal liability and bene fits pr ovided
by w ay of 'readily convertible' as sets.

Most bene fits ar e subject t o Class 1A NIC payable by the emplo yer. As this amoun ts to
13.8% o f the ta xable v alue of the bene fit, you alw ays need t o consider the ta x efficiency
of providing bene fits.

Please consult us f or advice.
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Non-ta xable bene fits

Certain bene fits ar e not ta xable. The most importan tone s are:

retiremen t bene fits which ar e paid by an emplo yer into a registered pension scheme
me als provided in a s taff canteen

drink s and ligh t refreshments at w ork

parking pr ovided at or ne ar an emplo yee's place of w ork

w orkplac e nursery plac es provided f or the childr en of emplo yees

in-house sports f acilitie s

paymen ts for additional household ¢ osts incurred by an emplo yee who w orks at home

remo val and r elocation e xpense s up to a ma ximum o f £8,000 per mo ve

K K K K K K K K K

the pr ovision o f a mobile phone or v ouchers t o mak e available a mobile phone (limit edto
one phone per emplo yee only)

¥ annual social functions f or emplo yees provided the t otal costof all eventsin ata x yearis
less than £150 per he ad

¥ trivial bene fits up t 0 £50 or £300 per annum in close ¢ ompan y situations.

Trivial bene fits
A statut ory e xemp tion applie s for trivial bene fits in kind. The e xemp tion se ts out a number
of conditions tha t must be me t for a bene fit t o be e xemp t which ar e that the:

¥ cost of providing the bene fit doe s not e xceed £50

¥ benefitis no t cash or a cash v oucher

¥ benefitis no t provided under s alary sacrifice arrangemen ts or an y other c ontractual
obligation

¥ benefitis no t provided in r ecognition o f partic ular servic es performed b y the emplo yee in
the course o fthe emplo yment orin an ticipation o f such servic es.

In addition wher e qualifying trivial bene fits ar e provided t o directors and o ther o ffice
holders o f close companie s they wil | be sub ject t o an annual cap o f £300. In a case wher e
the bene fit is pr ovided t 0 a member o fthe emplo yee's family or household whoisno tan
emplo yee of the emplo yer, this bene fit wil | count towards the £300 e xemp't

amoun t. Where the dir ector's or o ther o ffice holder's f amily or household member is also

an emplo yee of the c ompany, they wil | be subject t o a £300 cap in their o wn righ t.

Please contact us f or advic e on ho w the e xemp tion oper ates.

Taxable bene fits

The following bene fits ar e taxable on al | emplo yees:

¥ any living ac commoda tion pr ovided, unle ss job related
¥ vouchers

¥ creditt okens.
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In addition, special rule s apply t o tax other bene fits r eceived by directors and al | but the
low est paid emplo yees. Common type s of bene fits pr ovided ar e detailed belo w.

¥ Emplo yer pr ovided cars - this is pr obably the mos t common bene fit and the ta xable
amoun t wil | gener ally be based on ar ange of 16% - 37% o fthe manuf acturer's list price
(including ac cessories) of the car . The taxable bene fit depends upon the carbon dio  xide
emissions of the car .

There are reductions f or unavailability o f the car and wher e the emplo yee mak es a
contribution t owards the cost of the car .

Please talk to us for further de tails on the applica tion o f the rule s.

¥ Private fuel - aseparate charge applie s wher e priv ate fuel is pr ovided f or an emplo yer
provided car, unle ss the emplo yee reimburse s the emplo yer for all private mile age
(including tr avel betw een home and w ork). The char ges are determined b y reference to
the per centage applyingt o the company car. A set figur e of £24 ,100 f or 2019/20
(£23,400 for 2018/19) is multiplied by this per centage t o determine the ta xable bene fit .

¥ Van - the scale bene fit char ge for the unr estricted use o f an emplo yer provided v an is
£3,430 for 2019/20 (£3 ,350 for 2018/19). Wher e the r estrict ed priv ate use condition is
met no bene fit arise s. Where an emplo yer also pr ovide s fuel f or unr estrict ed priv ate use
an additional fuel char ge of £655 applie s. Please do getintouch ify ouw ould like to
ensure that emplo yee van use mee ts the r estrict ed priv ate use condition.

¥ Cheaporin terestfr eeloans - no bene fit wil | be ta xed wher e the loan doe s not e xceed
£10,000.

¥ Medical insur ance - the c ost of providing medical insur ance is a ta xable bene fit .

¥ Use of compan y assets - an annual bene fit is ta xed wher e emplo yees have the priv ate
use of compan y assets. The annual bene fit amoun ts to 20% o f the as set's mark et value
when firs t made a vailable t o any emplo yee. Insignifican t priv ate use of certain as sets is
not ta xable .

¥ Phone s - private home phone bil Is, including r ental char ges, which ar e paid f or by the
emplo yer wil | be ta xed as a bene fit .

Salary sacrifice

The governmen t has in troduced ne w rule s which limit the inc ome ta x and emplo yer NICs
advantage s wher e:
¥ benefits in kind ar e offered thr ough s alary sacrifice; or

¥ wher e the emplo yee can choose be tw een cash al lowances and bene fits in kind.

The taxable v alue of bene fits in kind wher e cash has been f orgone wil | be fix ed at the
higher o f the ta xable v alue or the v alue of the cash f orgone.

These rule s wil | not affect emplo yer-provided pension s aving, emplo yer-provided pensions
advice, childcare vouchers, workplac e nurserie s, Cycle to Work scheme s or Ultra-Low
Emission Vehicles.
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This change t ook e ffect fr om 6 April 2017. Those alr eady in s alary sacrifice contracts at tha t
date become sub ject t o the ne w rule s in respect o f those ¢ ontracts at the e arlier o f:
¥ an end, change , modifica tion or r enewal of the c ontract

¥ 6 April 2018 , except for cars, accommoda tion and school f ees when the las tdate is 6
April 2021.

Employers may wish t o review their car policy in ligh tof the se rules.

How w e can help

The taxation o f emplo ymen t bene fits is a c omple x area. Ensuring that y ou comply with al |
the adminis trativ e obliga tions and plan in adv ance to minimise ta x liabilitie s is essential. We
can help y ou with the f ollowing:
We w ould w elcome the opportunity t 0 assist y ou with an y planning and ¢ omplianc e
matters so ple ase do contact us.

¥ reviewing e xisting emplo yees' remuner ation package s for ta x and NIC efficiency

¥ planning f lexible and ta x efficient remuner ation package s for key emplo yees withiny our

organisation

¥ advising on s ystems f or reimbursing e xpense s and checking pr ocedures

¥ help on applying f or be spoke scale rates

¥ providing advic e and as sistance with the ¢ omple tion o f y our PAYE returns

¥ negotiating with HMR C if disagreemen ts arise and in r eaching se ttlemen ts.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Enterprise Investment Scheme

The purpose o f the Enterprise In vestmen t Scheme (EIS) is to help
certain type s of smal | higher -risk unquo ted tr ading companie s to
raise capital. It doe s so by providing inc ome ta x and CGT reliefs for
investors in qualifying shar es in the se companie s.

There are really tw o separate scheme s within the EIS :
¥ ascheme giving inc ome ta x relief on the in vestmen t and a CGT exemp tion on gains
made when the shar es are disposed o f; and/or

¥ ascheme aimed a t providing a CGT deferral.

An individual ma y be able t o tak e advantage o f either or bo th o f the se scheme s as long as
they mee t the r elevant conditions which ar e consider ed belo w.

EIS eliefs available

Income ta xrelie f

¥ Investors may be giv en income ta x relief at 30% on their in vestments ofupto
£1,000,000 ay ear (£2 mil lion ay ear for kno wledge -intensive companie s from 6 April
2018).

¥ The income ta x relief is withdr awn if the shar es are disposed o f within thr ee years.

Higibility f or income ta x relief is restrict ed to companie s with whichy ou are not
‘connect ed'. This is consider ed in 'How t o qualify f or income ta x relief belo w.

GGT exemp tion
¥ Gains on the dispos al of EIS shares are exempt unle ss the inc ome ta x relief is withdr awn.

¥ The CGT exemption ma y be restrict ed if an in vestor doe s not get ful | income ta x relief on
the subscrip tion f or EIS shares.

¥ Losses on the dispos al of EIS shares are allowable. The amoun t of the capital los s is
restricted by the amoun t of the EIS income ta x relief still attributable t o the shar es
disposed o f.

¥ A capital los s arising on the dispos al of EIS shares can be set againstincome.

CGT deferral
¥ Gains arising on dispos als of any assets can be de ferred against subscrip tions f or shares
in any EIS ompany.
¥ Shares do not have to have income ta x relief attributable t o them in or der to qualify f or
deferral relief.
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¥ The gain wil | become char geable in the ta x year when the subscrip tion shar es are
disposed o f.

¥ There is no upper limit on the amoun tof deferral relief available t o an individual although
ther e is a limit on in vestmen t in a single c ompany or gr oup o f companie s.

Qualifying Companie s

Companie s must mee t certain c onditions f or any of the r eliefs to be available f or the
investor.

¥ The company must be unquo ted when the shar es are issued and ther e must be no
arrangemen tin e xistence at thattime f oritt o cease to be unquo ted.

¥ All the shar es comprised in the is sue must be is sued to raise mone y for the purpose o fa
qualifying busine ss activity .

¥ The mone y raised by the shar e issue must be whol ly emplo yed within a specified period
by the c ompany.

¥ The investmen t mus t gener ally be made within se ven years of the c ompan y's first
commer cial sale.

¥ The company or gr oup mus t gener ally have few er than 250 ful |time emplo yees.
¥ The size of the c ompan y is limit ed to £15 mil lion (gr oss assets).

¥ The amount of capital r aised in any 12 mon th period is limit ed to £5 mil lion (E10 mil lion
for kno wledge -intensive companie s from 6 April 2018)

¥ The company mustnotbe regarded as an 'en terprise in dif ficulty' under E C guidance.

¥ The company need only ha ve a permanen t e stablishmen tin the UK r ather than carrying
on a qualifying tr ade whol ly or mainly in the UK .

Qualifying busine  ss activitie s
A trade wil | not qualify if e xcluded activitie s amountto a substantial part o fthe tr ade. The
main e xcluded activitie s are:

¥ dealing in land, in c ommoditie s or futur es or in shar es, securitie s or other financial
instrumen ts

financial activitie s

dealing in goods o ther than in an or dinary tr ade of retail or whole sale distribution

leasing or le tting as sets on hir e

K K K K

receiving r oyaltie s or licence fees, other than, in ¢ ertain case s, such paymen ts arising fr om
film pr oduction, or fr om r esearch and de velopmen t

providing legal or ac countancy servic es
property de velopmen t

farming or mark et gardening

holding , managing , or occupying w ood lands

operating or managing ho tels, guest house s or hostels

K K K K K K

operating or managing nursing home s or residential care home s
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¥ ship building

¥ coal and steel production.

Time period in which the mone yisin vested

The time limit f or the emplo ymentof mone yinvested isto tw o years from the is sue of the
shares or, if later, tw 0 years from the c ommenc emen t of the qualifying activity

Change stotherule sforqualifyingc ompanie s

Over the y ears, governmen ts mak e amendmen tsto what are regarded as qualifying
companie s for EIS The thrust of the change s is to ensure w ell-tar geted support f or
investmen tinto small and gr owing ¢ ompanie s, with a partic ular focus on inno vative
companie s. For example the ¢ onditions f or kno wledge -intensive companie s vary from
some o f those men tioned abo ve.

How t o qualify f or income ta x relief

Higibility f or income ta x relief is restrict ed t o companie s with whichy ou are not'connect ed'
at any time during a period beginning tw o years before the is sue of the shar es and ending
three years after that date, or thr ee y ears from the c ommenc ement of the tr ade if la ter.

You can be c onnect ed with a c ompany in tw o broad w ays:

¥ by virtue o fthe siz e of your stake in the c ompan y; or

¥ by virtue o faw orking r elationship be tw eeny ou and the c ompany.

In both cases the position o fyour 'associates' is also tak en into account.

Size of stak e

You wil | be connect ed with the ¢ ompan y at any time wheny ou control dir ectly or indir ectly
possess, or are entitled t o acquire, mor e than 30% o fthe or dinary shar e capital o f the
company.

Working r elationship

You wil | be connect ed with the ¢ ompany if y ou have been an emplo yee or a paid dir ector
of the company.

There is an e xception t o this rule if y ou become a paid dir ector of the c ompany after you
w ere issued with the shar es.

You mus t ne ver previously ha ve been c onnect ed with the ¢ ompan y and mus t not become
connect ed with it in an y other w ay. Also, you mus t ne ver have been in volved in carrying on
the whole or an y part o f the tr ade or busine ss carried on b y the c ompany.

How t o qualify f or CGT deferral relief

You can de fer a char geable gain which ac crues to you on the dispos al by you of any asset.
In addition, y ou can de fer revived gains arisingt o you in respect o f earlier EIS, Venture
Capital Trust (VCT) or GGT reinvestmen t relief investmen ts.
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There are some r estrictions on in vestmen ts against which gains can be de ferred. These are
designed, br oadly, to prevent relief being ob tained in cir cumstances wher e ther e is a
disposal and acquisition o f shares in the s ame compan y.

Receiving value from a company

The EIS is sulject t 0 a number o f rule s which ar e designed t o ensure thatinvestors are not
able t o obtain the ful | benefit o f EIS reliefs if the y receive value fr om the ¢ ompan y during a
specified period. If r elief has alr eady been giv en, it ma y be withdr awn.

Example s of the cir cumstances in which y ou w ould be tr eated as receiving v alue fr om the
company are wher e the company:
¥ buys any of its shar es or securitie s which belongt o you

¥ makes apaymentto you for giving up therigh ttopaymentofadebt (otherthanan
ordinary tr ade deb t)

repays adebtowed to youthatw as incurred be fore you subscribed f or the shar es
provide s you with ¢ ertain bene fits or f acilitie s
waives any liability o fyours or an as sociate's to the c ompany

undertak es to discharge, any such liability t o a thir d party

K OK K K K

lends y ou mone y which has no t been r epaid be fore the shar es are issued.

Receipts of 'insignifican t' v alue wil | not cause the withdr awal of relief.

How w e can help

Itis not possible to cover all the de tailed rule s of the scheme s in a factsheet of this kind. If
you are interested in using the EIS ple ase contact us.

We can also help t o guide y ou thr ough the implemen tation o f a scheme which is suitable
for your circumstances.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Fixed Rate Expenses

We consider an op tional s ystem o f fix ed rate expense s which is
available f or some busine sses.

The rules allow the use o f a 'simplified' fix ed rate deduction ins tead of actual ¢ osts paid or
incurred. It is op tional, but using fix ed rates may reduce the need f or some o f the de tailed
record keeping and calc ulations nec essary t o support ta x deductible e xpense s. The amoun t
of the o verall tax allow able deductions ¢ ould be gr eater or smal ler compar ed to an actual
cost comparison depending on the busine ss circumstances.

Am | eligible?

The use of fix ed rates is available t 0 anyone who is self -emplo yed. Partnerships can also
use them as long as al | the members o fthe partnership ar e individuals .

What do the fix ed rates apply to?

Principally the y apply t o the f ollowing:

¥ busine ss mile age
¥ deductions f or busine ss use of home

¥ adjustmen ts for priv ate use of busine ss premise s

We consider the rule s for calculating the fix ed rates and when the se are available.

Busine ss mile age

Rather than claiming the actual deductions f  or pur chasing, main taining and running a mo tor
vehicle or mo torcycle, busine sses can calculate allow able e xpenditur e using a fix ed rate
based on mile age. The rates are:

Cars and v ans

Up to 10,000 mile s 45p per mile
Over 10,000 mile s 25p per mile
Motorcycles 24p per mile

It is importan tto note thatonce the fix ed rate is used f or a partic ular v ehicle, the same

me thod mus t continue t o be used f or as long as the v ehicle remains in the busine ss. It wil |
ther efore be importan tto keep a de tailed mile age log/diary . Additional busine ss costs tha t
are journe y specific , such as parking f ees and conge stion char ges wil | still need t o be
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recorded and claimed. If capital al lowances have been claimed the fix ed rate cannot be
used. Additional ly, wher e for example a v an has been claimed as an al lowable paymen t
under the cash basis , then the fix ed rate cannot be used.

Busine ss use o f home

Itis very common f or self-emplo yed individuals t o w ork at le ast some o f the time fr om
home . Some tax relief is available if part o fa home is used solely f or the purpose o fthe
busine ss for a specified time . It is importan t however to ensure that part o f the home is
not e xclusively used f or busine ss purpose s unle ss absolut ely nec essary as this r estricts the
capital gains ta x main r esidence exemp tion on the e ventual sale of the home . Instead of
recording actual ¢ osts on running a home (e .g. utilitie s, telephone and in ternet charges)
and claiming a busine ss proportion, a fix ed rate deduction can be claimed. If y ou decidet o
adopt the fix ed rate then the f ollowing r ates apply:

Number o fhoursw ork ed per mon th Allow able amoun t

25 ormor e £10
51 ormor e £18
101 or mor e £26

Hours w orked is the number o f hours spen t whol ly and e xclusively on w ork done b y
yourself or an emplo yee in'y our home whol ly and e xclusively f or the purpose s of the
busine ss. You can revert t o actual c osts in ano ther y ear after choosing t o use the fix ed rate
for oney ear.

Private use o f busine ss premise s

If you use premise s both as a home and as busine ss premise s (for example , a pub), the
total e xpense s of the pr operty needt o be ad justed for priv ate use. A fix ed scale can be
used to adjust f or the priv ate use which wil |increase taxable pr ofits. Only premise s which
are used mainly f or the purpose s of carrying on a tr ade wil | qualify .

The fix ed scale is as belo w and is f or each mon th (or part mon th) f alling within the period:

Number o frelevant oc cupan ts Flatrate per mon th

1 £350
2 £500
3 ormor e £650

The 'number o frelevant occupants'is based on ho w man y people (including childr en) use
the busine ss premise s each mon th (or part o fa mon th) as a priv ate home .
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HMRC have advised tha t the f lat rate include s all household goods and servic es, food and
non-alc oholic drink s and utilitie s but no t mort gage in terest, rent, council ta x or r ates. This
appears to mak e the r ates above expensiv e add back s, as a further ad justmen t is ther efore
required for the se other e xpense s.

How can w e help

We w ould be happ y to review whe ther claiming fix ed rate expense s would be bene ficial in
your busine ss circumstances so please do contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Hanchising

Franchising is a f lourishing indus try boas ting ne arly 1,000 brands in a
multitude o f dif ferent sectors. The busine ss community no w tak es
franchising v ery seriously and the indus try consistently sho ws 90%
of franchisee s reporting pr ofitability . The advantage s of owning y our
own busine ss are obvious but sot oo are the risk s. The franchisee is
taking le ss of a risk than s tarting his or her o wn busine ss and le ss
than 4% o f franchises fail for commer cial reasons. This is because
they are oper ating under an e stablished and pr oven busine ss model
and supplying or pr oducing at ested brand name .

Franchising is e ssential ly the permis sion giv en by one person, the fr anchisor, to ano ther
person, the fr anchisee, to use the fr anchisor's name , trademark s and busine ss system in
return f or an initial pa ymen t and further r egular paymen ts.

Each business outle t is owned and managed b y the fr anchisee. How ever, the fr anchisor
retains control over the w ay in which pr oducts and servic es are mark eted and sold, and
controls the quality and s tandar ds of the busine ss.

The advantages and disadvantages

Advantage s

These include:

¥ itis your own busine ss

¥ someone else has alr eady had the brigh tideaandtesteditt oo

¥ there wil | often be a f amiliar br and name which should ha ve existing c ustomer lo yalty
¥ there may be a national adv ertising campaign

¥ some fr anchisors o ffer training in sel ling and o ther busine ss skills

¥ some fr anchisors may be able t o help sec ure funding f or your investmen t as w ell as
discounted bul k buy supplie s.

Disadv antage s

The potential dis advantage s include the f ollowing:

¥ ijtis notalw ays easy to evaluate the quality o fa fr anchise e specially if it is r elatively ne w
¥ extensive enquirie s may be required to ensure a franchise is strong
¥ part o fyour annual pr ofits wil | have to be paid t o the fr anchisor by w ay of fee

¥ the righ ts of the fr anchisor, for example t o inspect y our premise s and records and dicta te
certain me thods o f oper ation, ma y seem r estrictiv e
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¥ should the fr anchisor f ail to main tain the br and name or mee t other commitmen ts ther e
may be v ery lit tle y ou can do about it .

The costs

The franchisor receives an initial f ee fr om the fr anchisee t oge ther with on-going
managemen t servic e fees. These wil | be based on a per centage o f annual turno ver or
mark -ups on supplie s and can v ary enormously fr om busine ss to busine ss. In return, the
franchisor has an obliga tion t o support the fr anchise ne tw ork with tr aining, product
developmen t, advertising , promo tional activitie s and a specialist range of managemen t
services.

Financing c osts

Raising mone y to financ e the pur chase of a fr anchise is just lik e raising mone y to startany
busine ss. All of the ma jor bank s have specialist fr anchise departmen ts. You may needt o
watch out f or hidden c osts of financing. The se could arise if the fr anchisor ob tains a
commis sion on in troducing y ou to a busine ss providing financ e or a le asing compan y for
example . Of course the se only r epresent true c osts if y ou could ha ve obtained the financ e
cheaper else wher e.

Choosing a franchise

Factors t o consider
There are many factors you may need t o tak e into account when choosing a fr anchise.
Consider the f ollowing:
¥ your own strengths and w eaknesses - mak e sure the y are compa tible with the fr anchise
¥ thoroughly in vestigate the busine ss you are planning t o buy
¥ research the local c ompe tition and mak e sure ther e is room f or y our busine ss
¥ give legal contracts careful consider ation

¥ last but no tleast, talk to us about the financial pr ojections f or the busine ss - cash flow,
w orking capital needs and pr ofit pr ojections wil | form the ¢ ore of y our busine ss plan.

Finding a fr anchise

The British Franchise Association (BFA) is likely t o be a sensible s tarting poin t. They are at
85f Park Drive, Milton Park, Abingdon, O X14 4RY (01235 820470).

The official online partner o fthe BFA is which franchise.com which lis ts the la test BFA

approved fr anchises.

A directory o fall franchises available in the UK is a vailable at theukfr anchisedir ectory.net/

Having narr ow ed down y our choic e, you wil | then need t o think about ¢ ontacting a shortlis t
of probably fiv e or six fr anchise companie s asking them f or further de tails. This should
include pr ojections o f the lik ely le vel of busine ss as well as a draft contract.

If the fr anchise is a good one ther e are likely to be a number o f applican ts. You wil I need t o
sell yourself as the ide al applicantto the fr anchisor which wil |include pr oviding r eferences
as well as putting f orw ard a strong case as t o your suitability as a fr anchisee.
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The contract

The contract wil | form the basis o f all franchise agreemen ts. It should ensur e thatyou run
your busine ss along the line s set out b y the fr anchisor. The following ar eas should be
covered:

the name and na ture of the busine ss

the geogr aphical t errit ory wher e the fr anchisee can use the name

¥

¥

¥ how long the fr anchise wil | run

¥ the f ees (both initial and on-going) tha t wil | be char ged
¥

what happens if the fr anchisee w ants to sell or either the fr anchisee or fr anchisor w antto
end the agr eemen t

w

the t erms o f the r elationship , specifical ly tha t the fr anchisor wil | provide tr aining,
advertising e tc and tha t the fr anchisee wil | abide by the rule s laid down by the
franchisor.

How w e can help

The franchising indus try claims t o be able t o help y ou start a ne w busine ss with a much
greater than a verage chance of surviv al. Statistics seem t o back this up and sugge stthata
franchised busine ss has a much be tter chance of surviving the firs t thr ee 'danger'y ears
than o ther ne w busine sses.

How ever you don't ge t some thing f or nothing and w e can help y ou to look critical ly at the
costs of entering in to a franchise. We can also help with the al | importan t busine ss plan,
including cash f low, working capital needs and pr ofit pr ojections . We can also pr ovide
independen t advic e on the f orecasts given by the fr anchisor and help y ou de termine ho w
realistic the y are. Contact us t o find out mor e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Haud and How to Spot It - Ten
Sep Guide

Major corpor ate frauds and collapses hit the he adlines from timet o
time and man y of the se w ere high pr ofile and the amoun ts involved
quit e spectac ular.

With the ¢ urrent pressures we are still facing fr om a slo w ec onom y, challenge s associated
with dif ficultie s in renewing financ e, the chal lenge o f achie ving tar gets, even simply pa ying
suppliers bil Is and it bec ome s easy to see tha t the risk o f fraud for all sizes of busine sses
has increased significan tly.

The issues associated with w ell publicised fr auds may seem f ar remo ved from y our

busine ss but the simple truth is tha t fraud can affect busine sses of all sizes. Whether y ou
emplo y a smal | team or a significan t w orkforce, this f actshee t considers ho w y ou can
increase your aw areness of the f actors that indica te fraud. It also se ts out the de fences that
you can implemen tto minimise the risk withiny  our busine ss.

It couldn't happen her e

It is easy to think tha t fraud is some thing tha t 'couldn't or w ouldn't happen her e'. However
while lar ge busine sses have the r esources to implemen t wha t the y hope ar e effective
systems of internal control to prevent fr aud, smal ler and medium-siz ed busine sses often
have torely on a smal | team of people who the vy trust. No doubtyou can think o fa handful
of key emplo yees who y ou couldn't imagine being without! On so man y occasions

emplo yers have said "do y ou kno w he/she (the fr audster) w as my mos't trus ted

emplo yee".

A key dif ficulty f aced by smal ler busine sses is the lack o f options t 0 segregate dutie s.

Individuals ha ve to fulfil a number o froles and this can le ad to increased opportunity and
scope t o commit fr aud, and f or some , the t emp tation can be t oo great.

Areas wher e fraud can occur

While the pr ecise nature of any fraud wil | be specific t o the na ture of the busine ss and the
opportunitie s afforded t o a po tential fr audster, ther e are a number o f common ar eas wher e
fraud can occur.

Emplo yee s abusing their position

Most fr aud impacts on the pr ofit and los s account, wher e either e xpense s are overstated or
income unders tated. Frauds here could range fr om a f ew pounds o f fidd led e xpense s,

wher e no one check s supporting doc umen tation or r eviews whe ther the claim made is
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reasonable, to mor e significan t frauds. These could in volve the se tting up o f fictitious
suppliers and the pr oduction o f bogus in voices, or an emplo yee who appr oves purchases
working in ¢ ollusion with a supplier .

Positions c ould also be abused wher e a busine ss reque sts tenders. Here ther e isarisk o f
'kickback s' wher e the individuals in volved in the t ender pr ocess accept bribe s or

sw eeteners fr om po tential suppliers . This could r esult in ine fficient contracts being signed
perhaps f or dubious quality goods

The individual amoun ts involved in the se type s of fraud may not be lar ge, so they go
unnoticed for some time . However as time pr ogresses the amoun ts involved can bec ome
significan t. Many fraudsters gain in c onfidenc e and the figur es involved escalate as the y
become 'gr eedy'. Of c ourse lar ge scale fr auds are mor e likely t o be disc overed and gr eed
often plays a part in the iden tifica tion and cap ture of fr audsters.

Neverthele ss the time tak ento detect fraud is vital. It ma y mak e all the dif ference to
cashflow as fr aud drains a busine ss of resources that it needst o grow.

Suppliers taking adv  antage

Where a busine ss has few or w eak checking pr ocedures and controls, a supplier ma y
recognise this f act and tak e advantage . For example f ewer items ma y actual ly be deliv ered
than those included on the deliv  ery no te. Invoices may include higher quan titie s or prices
than those deliv ered and agr eed.

This highligh ts the importanc e of checking bo th deliv ery no tes and invoices and following
up any discrepancie s promp tly.

Otherrisk ar eas

Theft of confiden tial in forma tion such as clien t or c ustomer lis ts or in tellectual pr operty
such as an indus trial pr ocess could cause a busine ss untold pr oblems if the se are stolen by
disgruntled emplo yees. There have even been e xample s of the se being c opied on to a
smart phone!

Information c ould also be vulner able t o attack fr om outside . Advances in technological
developmen ts me an that busine sses need t o consider IT related risks. Nowadays it is o ften
belie ved tha t the c omput er is alw ays right, so few er manual check s are comple ted

gener ally within the or ganisation as a r esult.

Certain type s of organisation ar e at greater risk o f fraud, for example those tha t are cash
based can be mor e vulner able due t o the dif ficultie s in implemen ting e ffective controls
over cash. Similarly busine sses that de al in attractive consumer goods ar e at increased risk .

Examples

J F Bogus & Sons

You migh t think tha t this c ould ne ver happent o you but if y our trus ted bookk eeper
presents you with an in voice and a cheque t o sign, just how har d do y ou look a t the
invoice? The amount migh t be r elatively smal | and is o f course support ed by an in voice. You
have to sign the cheque in a hurry asy ouw on't be int omorr ow and it's 5.15pm. Y our
bookk eeper wil | fill the pa yee line in be fore the cheque is sen tout .
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Ultimately, your y ear end figur es just don't look quit e right and subsequen t investigations
identify mis sing invoices and eventually, that the bookk eeper has been making the se
cheque s payable t o himself .

Sporting lif e!

Stock controls were putt o the t est in the sports wear and equipmen t busine ss that show ed
up too man y discrepancie s betw een comput erised stock and tha t actual ly counted at the
year end. The dif ferences could no t be e xplained and e ventually surv eillance w as used to
monit or the w arehouse.

Revealing f ootage sho wed the cle aners adding v arious bats, balls and kit t o the bin bags
full of rubbish r emo ved each evening!

Businesses that are growing r apidly may also be mor e susceptible t o fraud. When bo th
compan y resources and dir ectors personal ly are stretched t o capacity, itis e ven mor e
difficult t o main tain an o vervie w. Indicators of fraud may go unno ticed.

Does anyone kno w wher e Sid is?

Imagine the surprise a dir ector of a local manuf acturing c ompan y had when he handed out
the payslips to his w orkforce and tw o w ere left over! His financial ¢ ontroller, who had
never mis sed handing the se out pr eviously, had been tak enill and could not come in to
work. Subsequent investigations r evealed tha t for some time , this much trus ted staff
member had cr eated fictitious emplo yees and had been pa ying the w ages into his own
bank account.

Ten step guide t o preventing and de tecting fr aud

Given the wide r ange of fraud that could be c ommit ted, wha t steps canyou take to
minimise the risk o f fraud being perpe trated within y our or ganisation? Consider our t op ten
tips f or de tecting and pr eventing fr aud.

¥ Begin by recruiting the righ t peoplet o w ork in y our or ganisation. M ake sure thatyou
check out r eferences properly and ensur e thatany tempor ary staff are also v etted,
partic ularly if the y are tow ork in k ey areas.

¥ Ensure that you have a clear policy tha t fraud wil | not be t olerated within the
organisation and ensur e that this is c ommunica ted to all staff.

¥ Consider which ar eas of y our or ganisation c ould be a t risk , then plan and implemen t
appropriate defences. Target the ar eas wher e most of your revenue come s from and
wher e most of your costs lie. Develop some simple s ystems of internal control to
defend the se areas. Effectiv e controls include:

- segregating dutie s

- supervision and r eview

- arithme tical check s

- accounting c omparisons

- authoris ation and appr oval
- physical controls and counts
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¥ Wherever possible don't ha ve only one person who isr esponsible f or controlling an
entire area of the busine ss. This in partic ular include s the ac counting function but wil |
also include o ther k ey areas. For example or dering goods , stock control and de spatch in
a busine ss wher e stocks include attractive consumer goods .

¥ Alw ays retain a degr ee of control over the k ey accounting functions o fyour busine ss.
Don't pr e-sign blank cheque s other than in e xceptional cir cumstances and ensur e that
the corresponding in voices are presented with the cheque s.

¥ Be on the look out f or unusual r eque sts from staff involved in the ac counting function.

¥ Watch out f or emplo yees who ar e overly pr otectiv e of their r ole - the y may have
some thing t o hide . Similarly w atch out f or disaffected emplo yees, who migh t be
bearing a grudge or those whose cir cumstances change f or the w orse or ine xplicably
for the be tter!

¥ Watch out f or notable change s in cashflow when an emplo yee is away from the o ffice,
on holida 'y for example . Similarly be a ware of emplo yees who ne ver tak e their holida vy.
These could bo th be indica tors of fraud, some thing w e see when w e look back
retrospectiv ely.

¥ Prepare budge ts and mon thly managemen t accounts and compar e the se against y our
actual results so tha t you are aware of variances. Taking pr omp t in vestigativ e action
wher e variances arise could mak e all the dif ference by closing the windo w o f
opportunity a fforded to fraudsters.

¥ Where a fraudster is caugh t, mak e sure that appr opriate action is tak en and le arn from
the e xperienc e.

Winning the ba ttle against fraud

While the mos t de vious o f fr audsters migh t go unno ticed for some time , many fraudsters
are ordinary individuals who see an opportunity . The frauds that the y commit ar e quite
simple in na ture.

The implemen tation o f some simple check s within a busine ss can mak e it much mor e
difficult f or a fr audster to tak e advantage . The results could be s tartling - pr eventing a fr aud
of £100 e ach w eek equa tes to around £5 ,000 le aving a busine ss over a y ear. Operating at a
20% mar gin w ould me an gener ating £25 ,000 o f turno ver to compens ate for this .

How w e can help

If you w ould lik e to discuss any of the is sues raised in this f actsheet ple ase do contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Grants

Ensuring adequate financ e is a fact of lif e if y ou run a busine ss.
Whether y ou are looking t 0 expand, undertak e a specific pr oject or
simply fund y our day to day purchases, finance is essential.

Obtaining financ e is not alw ays easy, especially if y ours is a smal | busine ss and partic ularly
if it is a r ecent start-up. Borrowing ma y be dif ficult due t o lack o f security.

A grant may be the ans wer.

What is a grant?

A grantis a sum o f mone y awarded, by the go vernmen t or o ther or ganisation, f or a
specific pr oject or purpose . Normal ly it wil | cover only some o fthe c osts (typical ly be tw een
15% and 50%); the busine ss will need t o fund the balanc e. Their availability is limit ed and
compe tition f or the funds can be quit e intense. One of the main f eatures of a grantis that
the mone y gener ally become s repayable if the t erms and c onditions o f the gr ant are not
met.

This sounds quit e simple in principle . How ever, in practice, it can be some what daun ting
because of the huge number o f dif ferent scheme s in oper ation and the f act that scheme s
are constantly changing. Go vernmen t grants are distribut ed thr ough a v ariety o f minis trie s,
departmen ts and agencie s both on a na tional and local basis . They are usually for proposed
projects only, so ensure you have not already start ed the pr oject o therwise y ou may not be
entitled t o the gr ant.

The following w ebsites may help with initial r esearch into grant availability :

https://www .gov.uk/busine ss-financ e-support -finder

The European Union is also a pr ovider o f funds , mainly thr ough the Eur opean Commis sion
which adminis ters a large number o f scheme s.

http://ec .europa.eu/c ontracts grants/gr ants_en. htm

Grants can also be r eceived thr ough Local Enterprise Partnerships (LEPS), local authoritie s
and charitable or ganisations.

Is my business eligible?

Many of the a vailable scheme s are opent o all without r estriction. E ligibility f or others wil |
gener ally depend upon a number o f factors:

¥ geographical location o f the busine ss - for example some scheme s are targeted in ar eas
of social depriv ation or high unemplo ymen t

¥ size of busine ss - for e xample some scheme s are restrict ed to small or medium siz ed
busine sses - such as those busine sses with f ewer than 250 emplo yees
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¥ industry or sect or in which the busine ss operates - for example some scheme saimto
tackle partic ular problems or is sues affecting an indus try sect or - the se are gener ally
defined b y the Eur opean Commis sion

¥ purpose o f the gr ant - gr ants are often aw arded f or specific purpose s - for example
purchasing a ne w machine or incr easing emplo ymen t. Grant bodie s often seek specific
targets which ar e often in line with their o wn ob jectiv es.

Applying f or a grant

Before applying

Initial r esearch is essential so tha t y ou know wha t's on o ffer.
It is also nec essary to ensure that you:

¥ have funds a vailable t o 'match' any grant that may be awarded (wher e this is a c ondition
of the gr ant)

¥ need the mone vy for a specific 'pr oject’ or purpose
¥ have a busine ss plan

¥ do not start w ork on the pr oject be fore the a ward is confirmed.

Making the applica tion

Itis a good ide a, if possible, to mak e personal ¢ ontact with an individual in  volved in
adminis tering y our chosen scheme . This will give you a feel for whe ther it is w orth while
proceeding be fore you spend t oo much time on a de tailed applica tion. You may also be
able to get some help and advic e on making the applica tion.

Itis also a good ide a wher e you can t o apply as soon as pos sible after launch o f the
scheme . Many grant scheme s run for a limit ed period o f time; ther e wil | be mor e mone y
available at an e arly stage and the adminis trators wil | be keen t o receive applications and
mak e aw ards.

The application itself should f ocus on the pr oject f or which y ou are claiming a gr ant. It
should include an e xplanation o f the po tential bene fits o f the pr oject as w ell as a de tailed
plan with ¢ ostings. You should ensur e that y our applica tion ma tches the ob jectiv es of the
scheme . You wil | almost certainly need t o submit a busine ss plan as part o f the applica tion.
It is importan tto show tha t the pr oject is dependen t on gr ant funds t o proceed and tha t
you have matching funds a vailable.

Hearing back

This can tak e anything fr om a f ew w eeks to a year or mor e. Your applica tion wil | gener ally
be assessed by looking a t a variety o f factors including y our appr oach, your e xpertise , your
innovation and y our need f or the gr ant.

Why you might be turned do wn

There are various reasons wh y your applica tion ma y be turned do wn. The common one s
include:

¥ your indus try sect or or field is no trelevantto the body making the a ward
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¥ your plan o f action w as not de tailed enough or w as unfocused and lacking in clarity
¥ you have not made it cle ar thatthe gr antis vital t o the suc cess of the pr oject

¥ matched funds ar e not available.

Finally, if y our applica tion is unsuc cessful, ask f or feedback. This wil | help y ou to be mor e
effective when applying f or funds in the futur e.

How w e can help

We can help y ou to find an appr opriate source of grant funds and also as sist withy our
busine ss plan and de tailed applica tion. Contact us t o find out mor e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Homew orking Costs for the Self-
Employed

Working fr om home ma y be an a ttractive option f or some . Here we
consider the ta x implica tions o f home w orking arr angemen ts for the
self-emplo yed.

Your status is important

The tax rule s differ consider ably depending on whe thery ou are self-emplo yed, as a sole
trader or partner , or whe ther y ou are an emplo yee, even if tha tis as an emplo yee of y our
own compan y. One w ay or the o ther though, ify ou w ant to maximise the ta x position, it is
essential t o keep good r ecords. If not, HMRC may seek t o rectify the ta x position se veral
years down the line . This can lead to une xpect ed bil Is including se veral years' w orth o f ta x,
interest and penaltie s.

This factsheet f ocuses on the position o f the self -emplo yed.

Wholly and e xclusively

The self-emplo yed pay tax on the pr ofits tha t the busine ss makes or their shar e of those
profits. So, the critical is sue is to ensure that costs incurred can be se t against tha t pr ofit .
For day to day overhe ads, those c osts gener ally have to be inc urred 'whol ly and
exclusively' f or the purpose s of the tr ade to be ta x deductible . What doe s this really me an
in practice? Well, HMRC has issued a lot of guidanc e on the ma tter which is summarised
below.

Use of the home

If the self -emplo yed carry on some o ftheir busine ss from home , then some ta x relief may
be available. HMRC accepts that even if the busine ss is carried on else wher e, a deduction
for part o f the household e xpense s is still acceptable pr ovided tha t ther e are time s when
part o f the home is used solely f or busine ss purpose s. To quote:

'If ther e is only minor use , for example writing up the busine  ss records at home , you may
accept a reasonable e stima te without de tailed enquiry .’

So that ther e is no confusion, whol ly and e xclusively doe s not me an that busine ss
expenditur e has to be separ ately bil led or tha t part o f the home mus t be permanen tly
used for busine ss purpose s. How ever, it doe s mean that when part o f the home is being
used for the busine ss then tha tis the sole use f orthat partatthattime .
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HMRC accepts that costs can be apportioned but on wha t basis? Well, if a smal | amoun t is
being claimed then HMR C will usually not be t oo interested. In fact, HMRC seems to accept
that an e stimate of a few pounds a w eek is acceptable . However, if mor e is to be claimed
then HMR C suggests tha t the f ollowing f actors are consider ed:

¥ the proportionint erms of area of the home tha tis used f or busine ss purpose s

¥ how much is c onsumed wher e ther e is a me tered or me asurable supply such as
electricity , gas or w ater and

¥ how long itis used f or busine ss purposes.

What sort o f costs can | claim for?

Generally, HMRC will accept a reasonable pr oportion o f costs such as council ta x, mort gage
interest, insurance, water rates, gener al repairs and r ent, as well as cleaning, heat and ligh t
and me tered w ater.

Other al low able costs may include the ¢ ost of busine ss calls on the home t elephone and a
proportion o fthe line r ental, in addition t o expenditur e on internet connections t o the
extent that the c onnection is used f or busine ss purpose s.

So how doe s this w ork in practice?

As already men tioned, if ther e is a smallamoun tofw ork done a t home , a nominal w eekly
figur e is usually fine but f or substantial claims a mor e scientific me thod ma y be needed.

Example

Andrew w orks from home and has no o ther busine ss premise s. He uses a spare room
from 9amt o 1pm and then fr om 2pm un til 6pm. The r est of the time itis used b y the
family. The room r epresents about 10% o fthe t otal area of the house .

The costs including cle aning, insurance, council ta x and mort gage in terest are about
£8,000. 10% = £800 and 8/24 o fthe use b y time is f or busine ss, so the claim ¢ ould be

£267.

Hectricity ¢ osts total £1,500, so 10% is £150 o f which 8/24 = £50.

In addition, a r easonable pr oportion o f other c osts such as t elephone and br oadband
costs w ould be ac ceptable .

The key to Andrew's claim wil | be that he k eeps the r ecords to prove the figur es and
proportions used.

Equipment c osts

For self -emplo yed busine sses, the depr eciation o f assets is covered by a setoftax reliefs
known as capital al lowances. For equipmen t at home , such as a laptop, desk, chair, etc,
capital al lowances may be available on the busine ss proportion (based on e stimated
busine ss usage) o f those as sets. So, if Andr ew use s his laptop solely f or busine ss, the
whole c ost wil | be within the capital al lowances rules.
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What about tr avel costs?

Another c onsequenc e of w orking fr om home is the po tential impact on tr avel costs. The
cost of travelling from home t o the plac e of busine ss or oper ations is gener ally disallow ed,
as it represents the personal choic e of wher e to live. The fact that the individual ma y
sometime s work at home is irr elevant.

Where an individual ¢ onducts o ffice w ork f or their tr ade doe s not by itself de termine their
place of busine ss, so although man y may be able t o claim ta x relief for the c osts of
working fr om home , far fewer wil | be able t o claim tr avel costs of going t o and fr om their
home o ffice.

Of course, this principle pr esupposes that ther e is a busine ss or oper ational 'base'
elsewher e from which the tr ade is run. Normal ly, the cost of tr avel be tw een the busine ss
base and o ther plac es wher e w ork is carried on wil | be an al lowable e xpense, while the
cost of tr avel betw een the ta xpayer's home and the busine ss base wil | not be al lowable.

How ever, wher e ther e are no separ ate busine ss premise s aw ay from the home , travel
costs to visit clien ts should be ful ly allowable. The crux o f the ma tter is wher e the busine ss
is really run fr om.

And final ly

Capital gains ta x contains a ta x exemp tion f or the s ale of an individual's priv ate home ,
known as principal priv ate residence relief (PPR). Where part o f the dw elling is used
exclusively for busine ss purpose s, PPR elief wil | not apply t o the busine ss proportion o f the
gain. How ever, HMRC makes clear in their guidanc e that 'oc casional and v ery minor'
busine ss use is ignor ed.

Be reasonable

As you can see, all things ar e possible but the k ey is to be cle ar about the rule s, keep good
records and be sensible about ho w mucht o claim.

How w e can help

If you w ould lik e any help about ob taining ta x relief on the ¢ osts of home working or o ther
expense s, please contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Homew orking and Tax Relief for
Employees

Working fr om home ma y be an a ttractive option f or some
emplo yees. Here w e consider the ta x implica tions o f home w orking
arrangemen ts.

Your status is important

The tax rule s differ consider ably depending on whe thery ou are self-emplo yed, as a sole
trader or partner , or whe ther y ou are an emplo yee, even if tha tis as an emplo yee of y our
own compan y. One w ay or the o ther though, ify ou w ant to maximise the ta x position, it is
essential t o keep good r ecords. If not, HMRC may seek t o rectify the ta x position se veral
years down the line . This can lead to une xpect ed bills, including se veral years' w orth o f ta x,
interest and penaltie s.

This factsheet considers the position f or emplo yees.

General rules

Generally, any costs paid on behalf o f, or reimbursed t o, an emplo yee by their emplo yer

wil | be ta xable . The emplo yee wil | then ha ve to claim the personal ta x relief themselv es
and prove that the y incurred those c osts 'whol ly, exclusively and nec essarily' in carrying out
their job . The word 'necessarily' cr eates a much tigh ter test than tha t for the self -emplo yed.

In addition, the w ay in which the servic es are provided can some time s mak e a substantial
difference to that tax cost. For example , if the emplo yer provide s some thing f or the

emplo yee, the rule s are often much mor e gener ous than if the emplo yee bough t it
themselv es and attempted to claim the ta x relief. A bit o f advic e and f orw ard planning can
often prove to be fruit ful.

An exemption

The rules for emplo yees in relation t o 'use o f home as o ffice' contains a specific e xemp tion
from a ta x charge. They allow pa ymen ts made b y emplo yers to emplo yees for additional
household e xpense s to be ta x fr ee, wher e the emplo yee incurs those c osts in carrying out
the dutie s of the emplo ymen t under home w orking arr angemen ts. 'Home w orking
arrangemen ts' me ans arrangemen ts be tw een the emplo yee and the emplo yer under
which the emplo yee regularly perf orms some or al | of the dutie s of the emplo yment at
home .

The arrangemen ts do no t need t o be in writing but it is advis able t o do this , as the
exemp tion doe s not apply wher e an emplo yee w orks at home in formal ly.
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Where the se rule s are me t, the additional ¢ osts of he ating and ligh ting the w ork area and
the me tered cost of increased w ater usage can be me t. There migh t also be incr eased
charges for internet access, home c ontents insurance or busine ss telephone cal Is and
wher e w orking a t home le ads to a liability f or busine ss rates. HMRC accepts that the
additional c ost incurred can also be included.

How ever, unlik e the self -emplo yed, HMRC does not accept that a pr oportion o f household
fixed costs such as mort gage interest, rent, council ta x or w ater rates are allowable.

HMRC accepts that a £4 per w eek paymen t fr om the emplo yer is acceptable withoutt o0
much f ormality if the abo ve tests are met. However, to justify a higher pa ymen t, the
me ssage is: prove it!

Tax relief

The above rule s only al low ta x free paymen ts to be made in specific cir cumstances.

How ever, if paymen ts are made outside o fthe se rules or, in fact, no paymen ts are made a t
all, the emplo yee can claim personal ta x relief themselv es if the y can prove thatthey
incurred those ¢ osts or r eceived those pa ymen ts 'whol ly, exclusively and nec essarily' f or
the purpose s of their job . In reality this is e xtremely dif ficult D some w ould say impos sible b
as HMRC requires the f ollowing t ests to be me t:

¥ the emplo yee perf orms the subs tantiv e dutie s of their job fr om home (i.e . the central
dutie s of the job)

¥ those dutie s cannot be perf ormed without the use o f appr opriate facilitie s

¥ no such f acilitie s are available t o the emplo yee on the emplo yer's premise s or are too far
aw ay

¥ and at no time either be fore or after the emplo ymen t contract is drawn up is the
emplo yee able t o choose be tw een w orking a t the emplo yer's premise s or else wher e.

So the mor al for emplo yees is to go f or tax free paymen ts, not tax relief!

Equipment c osts

Capital allow ances wil | be available t o the c ompan y for the c osts of providing equipmen tto
emplo yees who w ork at home . Provided tha t the priv ate use of those as sets by the

emplo yee is insignifican t, then ther e wil | be no ta xable bene fit on the emplo yee. Again,
this could apply t o things such as a lap top, desk or chair, provided tha t the emplo yer has a
writ ten policy making it cle ar that the pr ovision o f the equipmen tis for w ork-related
purposes.

Travel costs

The rules are so 'simple' tha t HMRC explains them in a ¢ onvenient 77 page bookle t, IR490!
How ever, the main poin tto note is that although an emplo yee's home ma y be tr eated as a
workplace for tax purpose s, this is no t enough, on its 0 wn, t o allow the emplo yeeto get
tax relief for the e xpense s of tr avelling t o ano ther permanen t w orkplace.
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Employees are able t o claim ta x relief on the ful | travelling cost incurred in the perf ormance
of their dutie s. However, no relief is available f or the c osts of or dinary c ommuting or
private travel.

The rule s are comple x but or dinary commuting is de fined as tr avel be tw een the

emplo yee's home and a plac e which is a 'permanen tw orkplace'. A 'permanen t w orkplace'
include s places wher e ther e is a period o f continuous w ork lasting mor e than 24 mon ths or
the period o f attendance is all or mos t of the period o f emplo yment.

HMRC's guidance states that, for mos t people , the plac e wher e they live is a matter of
personal choic e, so the e xpense o f travelling from home t o any permanen tw orkplace is a
consequenc e of tha t personal choic e. As a result such tr avelling e xpense s wil | not qualify
unless the loca tion o f the emplo yee's home is itself dicta ted by the r equiremen ts of the
job.

Ewven if tha t condition is me t, the cost of tr avel be tw een the emplo yee's home and ano ther

permanen t w orkplac e is only deductible during those time s when the home is a plac e of
work.

Of course, emplo yees who w ork at home ar e entitled t o a deduction f or the e xpense s of
travelling t o a tempor ary w orkplac e - tha t is an ything which is no ta permanen tw orkplace.
Itis as clear as that!

Example

Jane's duties often involve her w orking la te into the e venings and she has no ac cess to
her emplo yer's premise s (her permanen tw orkplace) at nigh t, so she tak es work home

with her . As it is a ma tter of personal choic e wher e the w ork is done (ther e is no

objectiv e requirementthatitis done a t her home), an y travel to or fr om her home

cannot be s aid to be in the perf ormanc e of her dutie s and no r elief is available f or any
costs.

How ever, Jane's husband is an ar ea sales manager who liv es in Leicester. He manage s his
compan y's sales team in the Mid lands and the ¢ ompan y's ne arest office is in Ne w castle .
He is ther efore obliged t o carry out al | his adminis trative w ork at home , wher e he has

set aside a r oom as an o ffice. He is entitled t o relief for the e xpense s of tr avelling t o the
compan y's office in Ne w castle, as well as for journe ys within the Mid lands as the se
should al | qualify as t empor ary w orkplaces.

Be reasonable

As you can see, all things ar e possible but the k ey is to be cle ar about the rule s, keep good
records and be sensible about ho w much t o claim.

How w e can help

If you w ould lik e any help about ob taining ta x relief on the c osts of home working , please

FQQm Q@rﬂgwdj&sers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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IR35 Personal Service
Companie s

The 'IR35' rule s are designed t o prevent the a voidance of tax and
national insur ance contributions (NICs) thr ough the use o f personal
service companie s and partnerships .

The rules do not stop individuals sel ling their servic es through either their o wn personal
companie s or a partnership . However, they do seekt o remo ve any possible ta x adv antage s
from doing so .

Summary o f approach

Remo val o fta x adv antage s

The tax adv antage s mainly arise b y extr acting the ne t ta xable pr ofits o f the c ompany by
way of dividend. This a voids any national insur ance contributions (NICs) which w ould
gener ally have been due if tha t profit had been e xtracted by way of remuner ation or
bonus.

The intention o f the rule sistotax mostofthe inc ome o fthe company asifitw ere salary
of the person doing the w  ork.

To whom doe s it apply?

The rules apply if , had the individual sold his/her servic es directly r ather than thr ough a
company (or partnership), he/she w ould have been clas sed (by HMRC) as emplo yed rather
than self -emplo yed.

For example , an individual oper ating thr ough a personal servic e compan y but with only one
customer f or whom he/she e ffectively w orks full-time is lik ely t o be caugh t by the rule s.
On the o ther hand, an individual pr oviding similar servic es to many customers is f ar less
likely t o be affected.

Planning ¢ onsequenc es
The main poin ts to consider if y ou are caught by the legisla tion ar e:
¥ the br oad effect of the legisla tion wil | be to charge the inc ome o f the c ompany to NICs
and income ta x, at personal ta x rates rather than ¢ orpor ate tax rates

¥ there may be lit tle dif ference to your netincome whe thery ou oper ate as a company or
as an individual

¥ tothe e xtent you have a choice in the ma tter, do you w ant to continue t o oper ate
through a compan y?
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¥ if the clien t requires you to continue as a limit ed company, can you nego tiate with the
client for increased fees?

¥ if you continue as a limit ed company you need t o look a t the futur e company income and
expense s to ensure that you wil | not suffer mor e taxation thany ou needt o.

The last poin t is consider ed in mor e detail belo w.

Emplo ymen tv self -emplo ymen t

One of the ma jor issues under the rule s is to establish whe ther partic ular relationships or
contracts are caught. This is because the dividing line be tw een emplo ymen t and self -
emplo ymen t has alw ays been a fine one .

All of the f actors wil | be consider ed, but o verall it is the in tention and r eality o f the
relationship tha t matters.

The table belo w se ts out the f actors which ar e relevant t o the decision.

HMRC wil | consider the f ollowingt o decide whe therac ontractis caugh t
under the rule s

Mutuality o f obliga tion the customer wil | offer w ork and the

worker accept it as an ongoing

unders tanding?

Control the customer has c ontrol over task s
undertak en/hours w orked etc?

Equipmen t the customer pr ovide s all of the nec essary
equipmen t?

Substitution the individual can do the job himself or
send a substitut e?

Financial risk the compan y (or partnership) be ars
financial risk?

Basis of paymen t the compan y (or partnership) is paid a
fixed sum f or a partic ular job?

Benefits the individual is en titled t o sick pay, holiday
pay, expense s etc?

Intention the customer and the w orker have agreed
ther e is no in tention o f an emplo ymen t
relationship?
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Personal f actors the individual w orks for a number o f
different customers and the ¢ ompany (or
partnership) ob tains new w ork in a
busine ss-like w ay?

Exceptionst otherule s

If a compan y has emplo yees who ha ve 5% or le ss of the shar es in their emplo yer
compan vy, the rule s wil I not be applied t o the inc ome tha t those emplo yees generate for
the compan y.

Note however that in e stablishing whe ther the 5%t estis met, any shares held by
‘associates' must be included.

How the rule s oper ate
The compan y oper ates PAYE & NICs on actual paymen ts of salary t o the individual during

the y ear in the normal w ay.

If, at the end o fthe ta x year - ie 5 April, the individual's s alary fr om the ¢ ompany, including
benefits in kind, amoun ts to less than the c ompan y's income fr om al | of the c ontracts to
which the rule s apply, then the dif ference (netofallowable e xpense s) is deemedt o have
been paid t o the individual as s alary on 5 April and P AYE/NICs ar due.

Allow able e xpense s:

normal emplo ymen t expense s (eg tr avel)
certain capital al lowances

emplo yer pension c¢ ontributions

emplo yers' NICs - both actual ly paid and due on an y deemed s alary

K K K K K

5% of the gr oss income t o cover all other e xpense s.

Where salary is deemed in thisw ay:

¥ appropriate deductions ar e allowed in arriving a t corpor ation ta x profits and

¥ no further ta x/NICs are due if the individual subsequen tly withdr aws the mone vy from the
company in a HMR C approved manner (see belo w).

Points to consider from the w orking of the rule s

Income and e xpense s
The income included in the ¢ omputa tion o f the deemed pa ymenton 5 April include s the
actual receipts for the ta x year.

The expense s are those inc urred by the c ompan y be tw een the se tw o dates.

In order t o perf orm the calc ulations, you need t o have accurate information f or the
compan y's income and e xpense s for this period. Y ou may need t o keep separ ate records of
the compan y expense s which wil | qualify as 'emplo yee expenses'.
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Timing o f corpor ationta x deductionf or deemed pa ymen t

A deduction is giv en for the deemed pa ymen t against profits char geable t o corpor ation ta x
as if an e xpense w as incurred on 5 April. This me ans that relief is given sooner wher e the
accounting da te is 5 April.

Pension ¢ on tributions

Paymen ts made b y your compan y into a personal pension plan wil | reduce the deemed
paymen t. This can be attractive as the emplo yer's NICs will be saved in additiont o PAYE
and emplo yee's NICs.

Other points t o consider

Extracting funds fr omthe ¢ ompan y

For income e arned fr om contracts which ar e likely t o be caugh t by the rule s, the choic es
available t o extract funds f or living e xpense s include:

¥ paying a s alary
¥ borrowing fr om the ¢ ompan y and r epaying the loan out o f salary as 5 April appr oaches

¥ paying in terim dividends .

The advantage o f paying a s alary is tha t the ta x paymen ts are spread thr oughout the y ear
and notleftas alarge lump sumt o pay on 19 April (22 f or cleared electr onic paymen t).
The disadvantage is f airly ob vious!

Borrowing fr om the ¢ ompan y on a t empor ary basis ma y me an that no ta x is paid when the
loan is tak en out , but it wil | resultin ta x and NICs on the no tional in terest on the loan.
There may also be a needt o mak e a paymen tto HMRC equal to 32.5% o f the loan under
the 'loans t o participa tors' rule s.

The paymen t of dividends ma y be the mos t attractive route. If a deemed pa ymentis
treated as made in ata x year, but the c ompan y has alr eady paid the s ame amoun tto you
or ano ther shar eholder during the y ear as a dividend, y ou wil | be allowed to mak e a claim
for the ta x on the dividend t o be relieved to avoid double ta xation.

The compan y must submit a claim iden tifying the dividends which ar e to be relieved.

Example o f pa ymen to f dividend

Mr Arthur o wns 100% o f the shar e capital o f Arthur L td. All the inc ome o f the c ompany is
caught by the IR35 rule s. Accounts are prepared to 5 April 2019. Anin terim dividend o f
£20,000 is paid on 30 Sep tember 2018. The deemed pa ymen ton 5 April 2019 is £80 ,000.

There is no immedia te tax cost of the dividends being paid out eithert o the company orto
the shar eholder .

The compan y wil | pay tax and NICs on the deemed pa ymentof £80,000 in the normalw ay
ie on 19 April 2019.

The compan y can mak e a claim f or the £20 ,000 dividend no tto be tr eated as a dividend
for tax purpose s in Mr Arthur's hands .
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Getting r eady f or 5 April

There is a tigh t de adline f or the calc ulation o f the deemed pa yment and pa ying HMRC. The
key dates are:

¥ the deemed pa ymentis tr eated as if an actual pa ymen t had been made b y the c ompany
on 5 April

¥ tax and NICs have to be paid t o HMRC by 19 April

¥ final RTI submissions showing de tails o f the deemed pa yment hasto be submit ted to
HMRC by 19 April.

¥ Where a provisional pa ymen t of ta x and Na tional Insur ance contributions has been made
because it has no t been pos sible to accurately calculate the deemed pa yment and
deductions b y 19 April, then an y adjustmen ts should be r eport ed via an Earlier Y ear
Update (EYU) submitted electr onically to HMRC before the f ollowing 31 January .
How ever, interest on o verdue ta x is chargeable fr om 19 April if ta x and NICs are
underpaid on the basis o f provisional figur es.

It is ther efore in y our interests to have accurate information on the ¢ ompan y's income and
expense s on a ta x year basis and, in partic ular, separate records of the amoun tof the
compan y expense s which wil | qualify as ‘emplo yee expenses'.

Partnerships

Where individuals sel | their servic es through a partnership , the rule s are applied t o any
income arising which w ould have been ta xed as emplo ymen t income if the partnership
had not existed.

In other w ords, wher e a partnership r eceives paymen t under an 'emplo yment contract"

¥ income o f the partnership fr om al | such contracts in the y ear (netof allowable e xpense s
as described abo ve) are deemed t 0 have been paid t o the individuals on 5 April as s alary
from a deemed emplo ymen t with P AYE/NICs due accordingly and

¥ any amoun ttaxed in thisw ay as if it w ere emplo ymen tincome is no t then ta xed as part
of the partnership pr ofits.

Partnerships e xcluded fr omtherule s
Many partnerships ar e not caught by the rule s even if one or mor e of the partners
performs w ork for a clien t which ma y have the qualitie s of an emplo ymen t contract.
The rules wil | only apply t o partnerships wher e:
¥ an individual, (either alone or with one or mor e relatives), is entitled t 0 60% or mor e of
the pr ofits or
¥ all or mos t of the partnership's inc ome come s from 'emplo ymen t contracts' with a single
customer or
¥ any of the partners' pr ofit shar e is based on the amoun tofincome fr om 'emplo ymen t
contracts'.
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Penalties

Where a personal servic e compan y or partnership f ails to deduct and ac count f or PAYE/NICs
due under the rule s, the normal penalty pr ovisions apply .

If the c ompan y or partnership f ails to pay, it wil | be pos sible for the ta x and NICs due t o be
collected fr om the individual as happens in ¢ ertain cir cumstances under e xisting PAYE and
NIC legislation.

Intermediarie s - travel and subsistence

Tax relief is not available on tr avel and subsis tence expense s for w orkers engaged thr ough
an emplo ymen t intermediary , such as a recruitmen t agency or a personal servic e company.

No reliefis allowed for home t o w ork tr avel and subsis tence wher e a w orker:

¥ personal ly provide s services to another person
¥ is emplo yed thr ough an emplo ymen t intermediary

¥ is under (the righ t of) the supervision, dir ection or c ontrol of any person, in the manner in
which the y undertak e their w ork.

An emplo ymen tintermediary is de fined as a person, o ther than the w orker or the clien t,
who carrie s on a busine ss (whe ther or no t with a vie w t o profit and whe ther orno tin
conjunction with an y other busine ss) of supplying labour .

Where a personal servic e compan vy is also within the sc ope o f the IR35 legisla tion this rule
only applie s to those c ontracts wher e a deemed emplo ymen t paymentis made , or w ould
be made if al | the individual's r emuner ation w as not being tak en as emplo ymen tincome.
In the se circumstances the supervision, dir ection or ¢ ontrol test wil | not be used.

Managed Service Companie s (MSCs)

MSCs had attemp ted to avoid the IR35 rule s. The type s of MSCs vary but ar e often referred
to as 'composit e companie s' or 'managed PSCs'. HMRC had encountered incr easing dif ficulty
in applying the IR35 rule s to MSCs because of the lar ge number o fw orkers involved and
the labour -intensive nature of the w ork. Even when the IR35 rule s had been suc cessfully
applied, an MSC often e scaped paymen t of outs tanding ta x and NIC as the y have no assets
and could be w ound up.

The governmen t has in troduced legisla tion which applie sto MSCs. The rules:
¥ ensure that those w orking in MSCs pay PAYE and NIC & the s ame le vel as other
emplo yees

¥ alter the tr avel and subsistence rule s for w orkers of MSCs to ensur e the y are consistent
with those f or other emplo yees

¥ allow the r ecovery o f outs tanding P AYE and NIC from 'specified persons', primarily the
MSC directors, if the amoun ts cannot be r ecovered from the c ompany.

MSCs ar required to account for PAYE on all paymen ts received by individuals .
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Off-payroll working in the public sect or

Rules have been in troduced which a ffect the oper ation o f IR35 in relation t 0 engagemen ts
in the public sect or.

Under the se rule s the decision t o apply IR35 is made b y the public sect or body, agency or
third party r ather than b y the individual w orker's own servic e compan y.

Where IR35 applie s the public sect or engager or agency is tr eated as an emplo yer for the
purpose s of tax and Class 1 NICs (including emplo yer NICs) and the amoun t paid t o the
worker's intermediary wil | be deemedt o be apaymentofemplo ymentincometothat
worker.

The 5% al lowance used by the w orker's intermediary f or certain busine ss expense s is not
available f or contracts with the public sect or.

HMRC has provided a digital t ool t o help iden tify whe ther engagemen ts fall within the se
rules.

Off-payroll working rule s to be e xtended t o the priv ate sector

The governmen t has announc ed that the change s to IR35 that came in to effect in April
2017 f or the public sect or wil | be e xtended t o the priv ate sector from April 2020.
Responsibility f or oper ating the o ff-payroll rule s wil | be tr ansferred fr om the individual t o
the or ganisation, agency or thir d party engaging the w orker. Only medium and lar ge
organisations wil | be sub ject t o this change .

How w e can help

We can advise as t o the be st course of action in y our own partic ular circumstances. If IR35
does apply t o you w e can help with the nec essary record keeping and calc ulations so
please do contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Incorporation



Incorporation

The issue of whe ther t o run y our busine ss as a compan y or a sole
trader or partnership is an importan tone . In this f actsheet, we
summarise the po tential ta x savings available fr om oper ating as a
company.

Is tr ading as a limit ed compan y the be st op tion?

In our vie w it is gener ally bene ficial, in ta x terms, to trade as a limit ed company as ther e
are annual ta x savings.

Isitbe ttertotak e adividend r atherthan anincr easeins alary?

In our vie w ther e is gener ally a bene fit f or a dir ector-shareholder t o tak e a dividend r ather
than further s alary.

Tax savings

The example s below giv e an indica tion o f the 2019/20 ta x savings tha t may be achie vable
for a husband and wif e who ar e currently in partnership .

Profits : £30,000 £50,000 £100 ,000
Tax and NI £ £ £
payable:

As partners 2,458 8,258 22,758
As company 2,420 7,328 19,866
Potential saving 38 930 2,892

The extent of the s avings is dependen t on the pr ecise circumstances of the c ouple's ta x
position and ma y be mor e or le ss than the abo ve figur es. The example s are comput ed on
the basis tha t the c ouple:

¥ share profits equal ly

¥ have no o ther sour ces of income

¥ both tak e a salary of £8,632 fr om the ¢ ompan y with the balanc e (after corpor ation ta x)
paid out as a dividend.

When migh tacompan y be c onsider ed?

A company can be used as a v ehicle for:
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¥ a profitable tr ade
¥ buy-to-let propertie s.

Summary of relevant tax and national insurance (NI) rates 2019/
20

Rate of corpor ationta X

Profits ar e taxed at 19%.

Taxation o f dividends

The cash dividend r eceived is the gr oss amoun t po tentially subject t o tax. The rates of ta x
on dividend inc ome ar e 7.5% f or basic rate taxpayers, 32.5% f or higher r ate taxpayers and
38.1% f or additional r ate taxpayers.

A Dividend T ax Allow ance taxes the firs t £2,000 of dividends r eceived in a ta x y ear at 0%.

National Insur ance

The rate of emplo yees' national insur ance contributions (NICs) is 12%. In addition, a 2%
charge applie s to all earnings o ver the NIC upper e arnings limit (E50 ,000 f or 2019/20). The
rate of NICs for the self -emplo yed is 9%, and 2% on pr ofits abo ve £50,000 f or 2019/20.

All NI contributions can be a voided by incorpor ating , taking a smal | salary up t o the
threshold at which NI is pa yable and then taking the balanc e of post-tax profits as
dividends .

Pension pr ovision

As an emplo yee/dir ector of the c ompan vy, it should be pos sible for the c ompany to mak e
pension c ontributions (sub jectto limits) t o a registered fund irr espective of the s alary le vel,
provided it is jus tifiable under the ‘whol Iy and e xclusively' rule . Pension contributions ar e
deemed t o be a priv ate expense f or sole tr aders or partners .

Other tax issues

In addition w e consider o ther r elevant factors including po tential dis advantages. Itis all too
easy to focus exclusively on the po tential annual ta x savings available by oper ating as a
compan y. How ever, other ta x issues may be significan t and should no t be under estima ted.

Capital gains

Incorpor ating y our e xisting busine ss wil l involve transferring at le ast some o f your assets
(mos t significan tly goodwil 1) from y our sole tr ade or partnership in to your ne w company.
The transfer of goodwil | may create a significan t capital gain although ther eis a
mechanism f or de ferring the gain un til any later sale of the c ompany if the busine ss is
transferred in e xchange f or shares in the c ompan y.

Relie f f or goodwil |

Generally wher e goodwil | is sold t o the c ompany for cash or deb t on or a fter 3 December
2014, individuals ar e prevented fr om claiming En trepreneurs' Relief (ER), and capital gains
tax (CGT) arises on the gain. The e xceptions t o this rule ar e thata claimt o ER is alow ed:
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¥ for partners in a firm who do no  t hold or ac quire any stake in the suc cessor compan y

¥ wher e the individual claiming r elief holds le ss than 5% o f the shar es and the v oting
pow er of the ac quiring compan y

¥ wher e an individual holds 5% or mor e of the shar es or voting po wer if the tr ansfer of the
busine ss to the company is part o f arrangemen ts for the company to be soldt o a new,
independen t owner .

Property ta xes

Depending on wher e the pr operty is situa ted ther e wil | be Stamp Duty Land T ax (SDLT),
Land and Buildings T ransaction Tax (LBTT) or Land Transaction Tax (LTT) charges to consider
when as sets are transferred to a compan y. Goodwil | and deb tors do notgive riseto a
charge, but land and buildings ma y do so.

Income ta x

The precise effects of ceasing busine ss in an uninc orpor ated form, including 'o verlap relief'
need t o be consider ed.

Capital al lowances

Once again the position needst o be carefully consider ed.

Other advantages

There may be o ther non-ta x adv antage s of incorpor ation and the se are summarised belo w.

Limit ed liability

A compan y normal ly provide s limit ed liability . If a shareholder's shar es are ful ly paid he
cannot normal ly be required to invest any mor e in the c ompan y. How ever, banks often
requir e personal guar antees from the dir ectors for borr owings . The advantage o f limit ed
liability wil | gener ally apply in r espect of liabilitie s to other cr edit ors.

Legal ¢ ontinuity

A compan y wil | enjoy legal c ontinuity as itis a legal en tity in its 0 wn righ t, separate from
its owners (the shar eholders). It can o wn pr operty, sue and be sued.

Transfer o f o wnership

Effective ownership o f the busine ss may be mor e readily tr ansferred, in comparisont o a
busine ss which is no t tr ading as a limit ed company.

Borr owing

Normal ly a bank is able t o tak e extra security b y me ans of a 'f loating char ge' over the
assets of the c ompan y and this wil | increase the e xtent to which monie s may be borr ow ed
against the as sets of the busine ss.

Credibility
The existence of corpor ate status is some time s deemed t 0 add t o the cr edibility or
commer cial respectability o f the busine ss.
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Pension scheme s

The compan y could e stablish an appr oved pension scheme which ma y provide gr eater
bene fits than self -emplo yed scheme s.

Staffinc entiv es

Employees may, with adequa te safeguards, be offered an opportunity t o acquire an interest
in the busine ss, reflecting their position inthe ¢ ompany.

Disadvantages

No analysis o f the position w ould be c omple te without highligh ting po tential
disadvantage s.

Adminis tration

The annual complianc e requiremen ts for a compan y in t erms o f adminis tration and
accounting t end t o result in c osts being higher f or a company than f or a sole tr ader or
partnership . Annual ac counts need t o be prepared in a f ormat dicta ted by the Companie s
Act and, in c ertain cir cumstances, the ac counts need t o be audit ed by a registered audit or.

Details o f the dir ectors and shar eholders ar e filed on the public r egister held b y the
Registrar of Companie s.

Priv acy

The annual ac counts have to be made a vailable on public r ecord - although the se can be
modified t o minimise the in formation disclosed.

PAYE/bene fits

If you do no t have any emplo yees at present, you do no t have to be concerned with P ay
As You Earn (PAYE) and returns o f bene fits f orms (P11Ds). As a c ompany, you wil | need t o
comple te PAYE records for salary paymen ts and submit de tails of salary payments on a
timely basis under P AYE Real Time Information (R TI). You wil | also need t o keep records of
expense s reimbursed t o you by the c ompan y. Forms P11D ma y have to be comple ted.

Dividends

If you wil | require regular paymen ts from y our company, we wil | need t o set up a system
for you to correctly pay dividends .

Trans actions with the busine Ss owner

A busine ss owner ma y introduce funds t o and withdr aw funds fr om an uninc orpor ated
busine ss without ta x implica tions. When a compan y is involved ther e may be ta x
implica tions on the se transactions.

Director's r esponsibilitie s

A company director may be at risk o f criminal or civil penalty pr oceedings e .g. for the la te
filing o f accounts or f or breaking the insolv ency rule s.
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How w e can help

There may be a number o f good r easons for considering use o fa company as parto fatax
planning s trategy. How ever as y ou can see ther e are many factors to consider. We w ould
w elcome the opportunity t o talk to you abouty our o wn specific cir cumstances. Please do

not he sitate to contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be

accepted by the authors or the firm.

www .mabe allen.co.uk
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Individual Savings Accounts

Successive governmen ts, concerned atthe r elatively low le vel of
savings in the UK ec onom y have over the y ears introduced v arious
me ans by which individuals can s ave thr ough a ta x-free
environmen t.

What is an ISA?

ISAs are tax-exempt savings accounts available t o individuals aged 18 or o ver who ar e
resident and or dinarily r esident in the UK . ISAs are only a vailable t o individual in vestors and
cannot be held join tly.

ISAs are guaranteed to run f or ten years although ther e is no minimum period f or which
the ac counts must be held.

Investment limits

The overall annual s avings limit is £20 ,000.

Investment choic es

Investors are allowed to invest in a cash ISA, an investmen t ISA, an Inno vative Finance ISA,
or a combina tion o f the thr ee subjectto not exceeding the o verall annual in vestmen t limit .

Investors are able t o transfer their in vestmen ts from a stocks and shares ISA to a cash ISA
(orvic e versa).

ISAs are allowed to invest in cash (including bank and building socie ty accounts and
designated National Savings), stocks and shares (including unit and in vestmen t trus ts and
governmen t securitie s with a tle ast fiv e years to run) and lif e assurance.

A wide r ange o f securitie s including c ertain r etail bonds with le ss than fiv e years before
maturity , Core Capital Deferred Shares issued by building socie ties, listed bonds is sued by
Co-oper ativ e Societies and Community Bene fit Socie ties and SME securitie s that are

admit ted to trading on a r ecognised s tock exchange ar e eligible t o be held in an ISA , Junior
ISA or Child Trust Fund (CTF).

The Innovativ e Finance ISA can be used f or loans arr anged via a peer -to-peer (P2P)
platform. Peer-to-peer lending is a smal | but r apidly growing alt ernative source of financ e
for individuals and busine sses. The Innovative Finance ISA may also invest in deb t securitie s
offered via cr ow dfunding pla tforms.

Withdr aw and r eplac e monie s

ISA savers may be able t o withdr aw and r eplace mone y from their cash ISA without it
counting t ow ards their annual ISA subscrip tion limit f or thatyear wher e the y hold a
'Hexible ISA'.
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Additional ISA allowance for spouses on death

An additional ISA al lowance is available f or spouse s or civil partners when an ISA's aver
dies. The additional ISA al lowance is equal t o the v alue of a dec eased person's ac counts at
the time o ftheir de ath and is in addition t o the normal ISA subscrip tion limit . There are
time limits within which the additional al lowance has to be used. In c ertain cir cumstances
an individual can tr ansfer to their o wn ISA non-cash as sets such as stocks and shares
previously held b y their spouse .

In most cases, it is en visaged tha t the additional al lowance wil | be used t o subscribe t 0 an
ISA offered by the s ame financial ins titution tha t provided the dec eased person's ISA. As
the rule s allow the tr ansfer of stocks and shares directly in to the ne w ISA, in many cases
the e ffect wil | be tha t the in vestmen ts are left intact and the spouse bec ome s the ne w
owner o f the dec eased person's ISA.

The tax adv antaged tr eatmen t of ISAs continue s whils t an individual's e state is in
adminis tration.

Tax advantages

The income fr om ISA investmen ts is exemp t from inc ome ta x.

Any capital gains made on in vestmen ts held in an ISA ar e exemp t fr om capital gains ta Xx.

Uses of an ISA

Many people use an ISA in the firs tinstance, to save for a rainy day. Since they w ere first
introduced people ha ve used them t o save for retirement, to complemen t their pension
plans or t o save for futur e repaymen t of their mort gage to give justa few e xample s. We
have known y oung people , wary of commitmen tto long-t erm s aving start an ISA and
when mor e certain o f the futur e use itas a lump sumt o start ano ther financial plan.

Help to Buy ISA

The Help to Buy ISA, which pr ovide s a tax-fr ee savings account for first time buy ers wishing
to save for a home .

The scheme wil | provide a go vernmen t bonus t o each person who has s aved intoa Helpto
Buy ISA at the poin t the y use their s avings t o purchase their firs t home . For every £200 a
first time buy er saves, the go vernmen t wil | provide a £50 bonus upt 0 a ma ximum bonus
of £3,000 on £12 ,000 of savings.

Help to Buy ISAs are subject t o eligibility rule s and limits :
¥ An individual is only eligible f or one ac count thr oughout the lif etime o f the scheme and it
is only available t o first time buy ers.
¥ Interest received on the ac count wil | be ta x-free.

¥ Savings ar e limit ed to a mon thly ma ximum o f £200 with an opportunityt o deposit an
additional £1 ,000 when the ac count is firs t opened.

¥ The governmen t wil | provide a 25% bonus on the t otal amoun t saved including in terest,
capped at a ma ximum o f £3,000 which is ta x-free.
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¥ The bonus wil | be paid when the firs t home is pur chased.

¥ The bonus can only be putt owards a first home loca ted in the UK with a pur chase value
of £450 ,000 or le ss in London and £250 ,000 or le ssin the r est of the UK.

¥ The governmen t bonus can be claimed a tany time , subject t o0 a minimum bonus amoun t
of £400.

¥ The accounts are limit ed to one per person r ather than one per home so those buying
together can bo th receive a bonus .

The governmen t has confirmed tha t Help t o Buy ISA accounts wil | be available un til 30
November 2019 , when this type o faccount wil | be withdr awn f or new savers. Those
individuals tha t already have an account can k eep saving un til 30 No vember 2029 , when
accounts wil | close t o additional ¢ ontributions . An individual mus t claim their bonusb y 1
December 2030.

Lifetime ISA

A Lifetime ISA is a vailable f or adults under the age o f 40. Individuals ar e able t o contribut e
up to £4,000 pery ear and receive a 25% bonus on the ¢ ontributions fr om the go vernmen t.
Funds, including the go vernmen t bonus, can be used t o buy a firs t home a t any time fr om
12 mon ths after opening the ac count, and can be withdr awn fr om age 60 ¢ omple tely ta x-
free.

Further de tails o f the Lif etime ISA ar e as follows::

¥ Any savings an individual puts in to the ac count be fore their 50th birthda y wil | receive an
added 25% bonus fr om the go vernmen t.

¥ There is no ma ximum mon thly c ontribution and upt o £4,000 a y ear can be saved into a
Lifetime ISA .

¥ The detailed rule s are based on those f or the Help t o Buy ISA, in that the withdr awal must
be for the pur chase of a property f or the firs t-time buy erto live in as their only r esidence
and not buy -to-let. There are dif ferences, how ever. In partic ular, the bonuse s within the
Lifetime ISA can be used t o fund the initial deposit on the home wher easthe Helpt o
Buy bonus can only fund the ¢ omple tion o f the pur chase.

®

The savings and bonus can be usedt owards a deposit on a firs thome w orthupt o
£450,000 acr oss the country.

¥ Accounts are limit ed to one per person r ather than one per home , so tw o first-time
buyers can bo th receive a bonus when buyingt ogether.

¥ Anindividual tha t has a Help t o Buy ISA may tr ansfer those s avings into a Lifetime ISA , or
continue s aving in to both. How ever, only the bonus fr om one ac count can be usedt o
buy a house .

¥ Where the funds ar e withdr awn at any time be fore the ac count holder is aged 60 the y
wil | lose the go vernmen t bonus (and an y interest or gr owth on this) and wil | also have
to pay a 25% char ge.

¥ After the ac count holder's 60th birthda y the y wil | be able t o tak e all the s avings ta x-free.
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Junior Individual Savings Account (Junior ISA)

Junior ISAs are available f or UK resident childr en under the age o f 18 who dono thave a
CTF acount. Junior ISAs are tax adv antaged and ha ve many features in common with ISAs .
They can be cash or s tocks and shares based products. The annual subscrip tion limit f or
Junior ISA and Child Trust Fund accounts is £4 ,368 for 2019/20 (E4 ,260 for 2018/19).

A transfer of savings from a CTF to a Junior ISA is permit ted at the r eque st of the r egistered
contact f or the CTE

How w e can help

Please contact us if y ou w ould lik e any further in formation on ISAs.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Inheritance Tax Avoidance - Pre-
Owned As sets

Inheritanc e tax (IHT) w as introduced appr oximately 30 y ears ago
and broadly charges to tax certain lif etime gif ts of capital and
estates on de ath.

With IHT came the ¢ oncept of 'po tentially exemp t tr ansfers' (PETS): mak e a lif etime gif t of
capital t o an individual and, so long asy ou live for seven years from making the gif t, there
can be no pos sible IHT charge on it wha tever the v alue of the gif t. The rules create
uncertain ty un til the se ven year period has elapsed but , at the s ame time , opportunity t o
pass significan t capital v alue do wn the gener ations without an IHT char ge. Of course this is
to over simplify the position and po tentially ignor e a whole hos t of other f actors, both ta x
and non-ta x, that may be relevant.

How ever man y people ar e simply no tin a position t o mak e significan t lif etime gif ts of
capital. There are a number o freasons for this, the mos t ob vious being tha t their capital is
tied up in as sets such as the f amily home and busine ss interests and/or it pr oduces income
they needt o live on.

Gifting the f amily home?

But wha tis t o stop a gif t of the f amily home being made t o0, say, your (adult) childr en
whils t you continue t o live in it? The ans wer is simple: no thing! Ho wever such a course of
action is una ttractive not to say foolhardy for a number o f reasons the mos t significan t
being:

¥ security o ftenure may become a pr oblem
¥ loss of main r esidence exemp tion f or capital gains ta x purpose s

¥ it doe sn't actual ly w ork for IHT purpose s.

The reason such a gif t doe sn't w ork f or IHT is because the 'gif t with r eservation' (G WR)
rules deem the pr operty t o continue t o form part o fyour e state because y ou continue t o
deriv e benefit fr om it b y virtue o fliving ther e. This is a comple x area so do ge tin t ouch if
you w ould lik e some advic e.

Getting ar ound the rule s

To get around the G WR rules a variety o f comple x scheme s were de veloped, the mos t
common being the 'home loan' or 'double trus  t' scheme , which al low ed continued
occupation o f the f amily home whils tremoving it fr om the IHT e state. For an individual
with a f amily home w orth s ay £500 ,000 the pr ospect o f an ultima te IHT saving o f
£200,000 (being £500 ,000 x 40%) w as an attractive one.
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HMRC's response
Over time the scheme s were tested in the ¢ ourts and block ed for the futur e.

How ever HMRC wanted to find a mor e gener al blocking mechanism. Their appr oach has
been some what unorthodo x with the G WR rules remaining as the y are. Instead a new
income ta x charge is le vied on the pr evious owner o f an asset if the y continue t o be able
toenjoy use ofit. The rules are referred to as the Pre-Owned As sets (POA) rule s. They are
aimed primarily a tland and buildings but also apply t o chattels and certain in terests in
trusts.

Swope

In broad outline , the rule s apply wher e an individual suc cessfully remo ves an asset from
their e state for IHT purpose s (ie the G WR rules do not apply) but is ablet o continue t o use
the as set or bene fit fr om it .

Example 1

Ed gave his home t o his son Oliv er in 2004 b y w ay of an outrigh t gif t and Ed continue s to
live in the pr operty .

This is not caugh t by the PO A rule s because the house is s till part o f Ed's IHT estate by
virtue o f the G WR rules.

Example 2

As example 1 but E d's 'gif t' in 2004 w as made using a v alid ‘home loan' scheme

This is caught by the PO A rule s because the house is no t part o f Ed's estate for IHT.

Even if Ed did no t liv e in the pr operty ful I-time because s ay it is a holida y home , the rule s
would still apply.

If Ed had sold the en tire property t o his son f or ful | mark et value, the POA rule s would
not apply, nor w ould the G WR rules.

The rule s also catch situations wher e an individual has ¢ ontribut ed t ow ards the pur chase
of property fr om which the y later bene fit unle ss the period be tw een the original gif tand
the oc cupation o f the pr operty b y the original o wner e xceeds seven years.

Example 3

In 2003 Hugh made a gif t of cash to his daugh ter Caroline . Carline la ter used the casht o
buy a pr operty which Hugh then mo ved into in 2009. The PO A rule s apply.

The rule s would still apply e ven if Caroline had used the initial casht o buy a port folio o f
shares which she la ter sold using the pr oceeds to buy a pr operty f or Hugh t o live in.

If Hugh's oc cupation o f the pr operty had ¢ ommenc ed in 2011 , the POA rule s would no t
apply because ther e is a gap o f mor e than se ven years betw een the gif t and oc cupation.
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There are a number o f exclusions fr om the rule s, one of the mos t importan t being tha t

transactions wil | not be caugh t wher e a property is tr ansferred to a spouse or f ormer

spouse under a ¢ ourt or der. Cash gifts made a fter 6 April 1998 ar e also caugh t within the
rules.

Start date - retrospection?

Despite the f act tha t the r egime is only e ffective from 6 April 2005 , it can apply t o
arrangemen ts that may have been putin plac e at any time sinc e March 1986. This aspect
of the rule s has come in f or some harsh criticism. A tthe v ery le ast it me ans that pre-
existing scheme s need t o be reviewed to see if the char ge wil | apply.

Calalating the char ge

The charge is based on a no tional mark et rent for the pr operty . Assuming a r ental yield o f,
say, 5%, the inc ome ta x charge for a higher r ate taxpayer on a £1 mil lion property wil | be
£20,000 each year.

The rental yield or v alue is e stablished as suming a t enant's repairing le ase.

Propertie s need t 0 be v alued onc e every fiv e years. In situations wher e events happened
prior t 0 6 April 2005 , the firs t y ear of charge w as 2005/06 and the firs tvaluation da te w as
6 April 2005. In the se cases a new v aluation should ha ve been made on 6 April 2010 and 6
April 2015.

The charge is reduced by any actual r ent paid b y the oc cupier b so that ther e is no char ge
wher e a ful | mark et rent is paid.

The charge wil | not apply wher e the deemed inc ome in r elation t o all property a ffected by
the rule s is less than £5 ,000.

The rule s are mor e comple x wher e part in terests in pr opertie s are involved.

Avoiding the char ge
There are a number o f options f or avoiding the char ge wher e it w ould o therwise apply .
¥ Consider disman tling the scheme or arr angemen t. How ever this ma y not alw ays be
possible and e ven wher e it is the ¢ osts of doing so ma y be pr ohibitiv ely high.
¥ Ensure a full mark et rent is paid f or occupation o f the pr operty - no talw ays an attractive
option.
¥ Hectto treat the pr operty as part o fthe IHT e state D this election canno t be r evoked once
the firs t filing da te for a POA charge has pas sed.
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The election

The effect o f the election using the e xample abo ve is that the annual £20 ,000 income ta x
charge wil | be avoided but ins tead the £1 mil lion property is e ffectively tr eated as part o f
the IHT estate and could giv e rise t o an IHT liability o f £400 ,000 f or the donee one da .
Whether or no t the election should be made wil | depend on personal cir cumstances but the
following wil | act as a guide .

Reasons for making the election

Where the as set qualifie s for busine ss or agric ultur al property r eliefs for IHT.

Where the v alue of the as set is within the IHT nil r ate band e ven when added t o other
assets in the e state.

Where the as set's owner is y oung and he althy.

Reasons not t o make the election

The life expectancy o f the donor is short due t o age or il Iness and the inc ome ta x charge
for a relativ ely short period o ftime wil | be substantially le ss than the IHT char ge.

The amoun t of the PO A charge is belo w the £5 ,000 de minimis .
The donor doe s not w ant to pass the IHT burden t o the donee .

The election mus t be made b y 31 January in the y ear following tha tin which the char ge
would firs t apply . In other w ords if it w ould apply f or 2015/16 the election should ha ve
been made b y 31 January 2017. HMR C will however allow a la te election a t their discr etion.

What now?

The rule s undoub tedly mak e effectiv e tax planning with the f amily home mor e dif ficult.
How ever the y do no t rule it out alt ogether and the ide as we men tion belo w ma y be
appropriate depending ony our circumstances.

Sharing arrangements

Where a share of your family home is giv en to a family member (s ay an adult child) who
lives with y ou, both IHT and the PO A charge can be a voided. The e xpense s of the pr operty
should be shar ed. This course o f action is only suitable wher e the sharing is lik ely to be
long t erm and ther e are not other f amily members who w ould be c ompr omised b y the
making o f the gif t.

Equity r elease schemes

Equity r elease scheme s wher eby you sell all or part o fyour home t o a commer cial
compan y or bank ha ve been popular inr ecentyears. Such a transaction is no t caught by
the POA ruless.

If the s ale is to a family member , a sale of the whole pr operty is outside the PO A rule s but
the sale of only a part is caugh tif the s ale w as on or after 7 M arch 2005. Ther e is no
apparent logic in this da te.
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The cash you receive under such a scheme wil | be part o fyour IHT estate buty ou may be
able to giv e this away later.

Wills

Wills are not affected by the r egime and so it is mor e importan tthan e verto ensure you
have a ta x-efficient Wil l.

Summary

This is a comple x area and pr ofessional advic e is necessary be fore embarking on an y
course o f action. The PO A rule s are limit ed in their applica tion but ha ving said that the y
have the po tential t o affect tr ansactions undertak en as long ago as M arch 1986.

How w e can help

Please do contact us if y ou have any que stions or w ould lik e some IHT planning advic e.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Inheritance Tax - a Summary

Inheritanc e tax (IHT) is le vied on a person's e state when the y die,
and certain gif ts made during an individual's lif etime .

Gifts be tw een UK-domiciled spouse s during their lif etime or on de ath are exempt from IHT.
In this f actshee t spouse include s married c ouple s and registered civil partners . Most gif ts
made mor e than se ven y ears before death wil | escape tax. Therefore, if y ou plan in
advance, gifts can be made ta x-free and r esult in a subs tantial ta x saving.

We giv e guidanc e below on some o f the main opportunitie s for minimising the impacto f
the ta x.

Itis however importan t for you to seek specific pr ofessional advic e appropriate to your
personal cir cumstances.

Summary of IHT

Soope o ftheta x

When a person die s IHT become s due on their e state. IHT can also fall due on some lif etime
gifts but mos t are ignor ed providing the donor surviv es for seven years after the gif t.

The rate of tax on de ath is 40% and 20% on lif etime tr ansfers wher e chargeable. For
2019/20 the firs t £325 ,000 char geable to IHT is at 0% and this is kno wn as the nil r ate
band.

Residenc e nil r ate band

An additional nil r ate band is in troduced for de aths on or a fter 6 April 2017 wher e an
interest in a qualifying r esidence passes to direct de scendants. The amount of reliefis
being phased in o ver four years and is £150 ,000 f or 2019/20 risingt o £175,000 f or 2020/
21. For man y married ¢ ouple s and registered civil partnerships (her eafter referred to as
spouses in this f actsheet) the r elief is e ffectiv ely doubled as e ach individual has a main nil
rate band and e ach wil | also po tentially bene fit fr om the r esidence nil rate band.

The residence nil rate band can only be used inr espect of one r esidential pr operty which
does not have to be the main f amily home but mus tat some poin t have been ar esidence
of the dec eased. Restrictions apply wher e estates (before reliefs) are in e xcess of £2

mil lion.

Where a person died be fore 6 April 2017 , their e state wil | not qualify f or the r elief. A
surviving spouse ma Yy be en titled t 0 an incr ease in the r esidence nil rate band if the spouse
who died e arlier has no t used, or w as not entitled t o use, their ful | residence nil r ate band.
The calculations in volved are potentially comple x but the incr ease wil | often resultin a
doubling o f the r esidence nil rate band f or the surviving spouse .
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Downsizing

The residence nil rate band ma y also be a vailable when a person do wnsizes or ceases to
own a home on or a fter 8 July 2015 wher e assets of an equiv alent value, up to the v alue of
the r esidence nil rate band, ar e passed on de ath t o direct de scendants.

Charitable giving

Areduced rate of IHT applies wher e 10% or mor e of a deceased's net e state (after
deducting IHT e xemp tions, reliefs and the nil r ate band) is le ft t o charity . In those case s the
40% r ate wil | be reduced to 36%.

IHT on lif etime gif ts

Lifetime gif ts fall into one o f thr ee categorie s:

¥ atransfertoacompany oratrust (e xcept a dis abled trus t) is immedia tely char geable

¥ exempt gif ts which wil | be ignor ed both when the y are made and also on the subsequen t
death o f the donor , eg gif ts to charity

¥ any other tr ansfers wil | be po tentially exemp't tr ansfers (PETs) and IHT is only due if the
donor die s within se ven years of making the gif t. An alternative way of looking a t this is
that the y are potentially chargeable until seven years has passed. The primary e xample
of a PET is a gift t o another individual.

IHT on de ath

The main IHT charge is likely t o arise on de ath. IHT is charged on the v alue of the e state
treated as bene ficially owned b y the dec eased. This may include c ertain type s of interest in
trust property . Furthermor e:

¥ PEIs made within se ven years become char geable

¥ there may be an additional liability because o  f chargeable tr ansfers (usual ly lif etime gif ts
to trus ts) made within the pr evious seven years.

Egate planning

Much estate planning in volves making lif etime tr ansfers to utilise e xemp tions and r eliefs or
to bene fit fr om a lo wer rate of tax on lif etime tr ansfers.

How ever, careful consider ation needs t o be giv en to other f actors. For example a gif tthat
saves IHT may unnec essarily create a capital gains ta x (CGT) liability . Furthermor e the
prospect o f saving IHT should no t be al low ed to jeopar dise the financial sec urity o f those
involved.

Gifts t o individuals during their lif etime

As the se gifts are PETs rather than char geable tr ansfers when made , no tax at all is due if
the donor surviv es for seven years. Even wher e a de ath oc curs within se ven years IHT may
be saved as a result of the lif etime gif ts because the char ge is based on the v alue at the
date of the gif t and doe s not include an y growth on v alue to date of de ath.
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Nil rate band and se veny ear cumula tion

Chargeable tr ansfers (such as lif etime gif ts to trusts) covered by the nil r ate band can be
made without inc urring any IHT liability. Once seven y ears have elapsed be tw een
chargeable tr ansfers an e arlier tr ansfer is no longer tak en into account in de termining IHT
on subsequen t tr ansfers. Therefore every seven years a ful | nil rate band wil | be available
to mak e lifetime char geable tr ansfers.

Transferable nil r ate band

It is pos sible for spouse s and civil partners t o transfer the nil r ate band unused on the firs t
death t o the surviving spouse f or use on the de ath o f the surviving spouse/partner . On that
second de ath, their e state wil | be able t o use their o wn nil r ate band and in addition the
same pr oportion o fa second nil r ate band tha t corresponds t o the pr oportion unused on

the firs t de ath. This allows the pos sibility o f doubling the nil r ate band a vailable on the
second de ath. This arrangemen t can apply wher e the sec ond de ath happens a fter 9
October 2007 irr espectiv e of the da te of the firs t de ath.

Annual e xemp tion

An amoun t of £3,000 per annum ma Yy be giv en by an individual without an IHT char ge. An
unused annual e xemp tion ma y be carried f orw ard, one y ear only, for use in the ta x year
that immedia tely follows.

Gifts be tw een spouse s

Gifts be tw een spouse s are gener ally exemp t, if bo th ar e either UK or non UK domiciled. It
may be de sirable t o use the spouse e xemptiont o transfer assets to ensure that both
spouses can mak e ful l use of lif etime e xemp tions, the nil r ate band and PETs. Special rules
apply wher e only one spouse has a UK domicile

Smal | gif ts

Gifts to individuals no t e xceeding £250 int otal per ta x year per r ecipient are exempt. The
exemp tion canno t be used t o cover part o f a lar ger gif t.

Normal e xpenditur e outo finc ome

Gifts which ar e made out o fincome which ar e typical and habitual and do no tresultin a
fall in the s tandar d of living o f the donor ar e exempt. Paymen ts under deed o f covenant
and the pa ymen t of annual pr emiums on lif e insurance policie s would usual ly fall within
this e xemp tion.

Family main tenanc e

A gift for family main tenance doe s not giv e rise t 0 an IHT charge. This would include the
transfer of property made on div orce under a ¢ ourt or der, gifts for the educa tion o f childr en
or main tenance of a dependen trelative.

Wedding pr esents

Gifts in consider ation o f marriage ar e exemptupto £5,000 if made b y a parent with lo wer
limits f or other donors .
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Gifts t o charitie s

Gifts to registered charitie s are exempt provided tha t the gif t become s the pr operty o f the
charity or is held f or charitable purpose s.

Busine ss property r elie f (BPR)

When 'busine ss property' is tr ansferred ther e is a per centage r eduction in the v alue of the
transfer. Often this pr ovide s full relief. In cases wher e full relief is available ther e is little
incentive, from a ta x point of view, to transfer such assets in lif etime . Additional ly no CGT
wil | be payable wher e the as set is included in the e state on de ath. Professional advic e
should be sough tto determine whe ther y ou have qualifying busine ss property .

Agric ultur al pr operty r elie f (APR)

APR is similar to BPR in that it r educes the v alue of the tr ansfer but it ma y not giv e full
relief on the v alue. It is available on the tr ansfer of agric ultur al property so long as v arious
conditions ar e me't.

Use of trus ts

Trusts can provide an e ffective me ans of tr ansferring as sets out o f an e state whils t stil |
allowing f lexibility in the ultima te de stination and/or permit ting the donort o retain some
control over the as sets. Provided tha t the donor doe s not obtain any bene fit or en joymen t
from the trus t, the pr operty is r emoved fr om the e state.

We can advise y ou on whe ther a trus tis suitable f or y our circumstances and the type s of
trust arrangemen ts available.

Life assurance

Life assurance arrangemen ts can be used as a me ans of remo ving v alue from an e state
and also as a me thod o f funding IHT liabilitie s.

A policy can also be arr anged t o cover IHT due on de ath. It is partic ularly use ful in pr oviding
funds t o mee t an IHT liability wher e the as sets are not easily realised, eg f amily c ompany
shares.

Comple xity -isy our Wil lupt odate?

Individuals no w ha ve three nil r ate bands t o consider. The standar d nil rate band has been
available f or man y years. In 2007 the ability t o utilise the unused nilr ate band of a
deceased spouse w as introduced which ma y enable surviving spouse s to have a nil rate
band ofup t o £650 ,000.

From 6 April 2020 some surviving spouse s wil | also have an additional £350 ,000 in r espect
of the r esidence nil rate band t o arriv e at a t otal nil r ate band o f £1 mil lion. How ever this
wil | only be achie ved by careful planning and, in some case s, it may be be tter for the firs t
deceased spouse t 0 gif t some as sets to the ne xt gener ation and use up some or al | of the
available nil r ate bands.

For man y individuals , the r esidence nil rate band wil | be importan t but individuals wil | need
to revisit their wil Is to ensure that the r elief wil | be available and e fficien tly utilised.
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How w e can help

Whilst some gener al tips can be made about IHT planning it is alw  ays necessary t o tailor
the strategy t o fit y our situa tion.

Any plan mus t tak e account of y our circumstances and aspirations. The need t o ensur e your
financial sec urity (and y our family's) canno t be ignor ed. If y ou propose t 0 mak e gifts the
interaction o f IHT with o ther ta xes needs t 0 be consider ed carefully.

How ever ther e can be scope f or substantial savings which ma y be mis sed unle ss
professional advic e is sought as t o the appr opriate course of action. W e w ould w elcome
the opportunity t o assist you in f ormula ting a s trategy suitable f or your own r equiremen ts.
Please do not he sitate to contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Insolv ency



Insolv ency

Facing financial dif ficultie s can cause a great de al of stress as well as
taking its t oll on he alth and r elationships . There are a number o f
options available, but it is importan tto tackle the pr oblem as e arly
as possible.

Here w e outline the op tions a vailable and their implica tions f or bo th personal and
corpor ate insolv ency.

Personal Insolvency - B ankruptcy

This is a formal legal pr ocess by which individuals de al with deb ts the y are unable t o pay.
The bankrup tcy process ensures that the as sets of the individual ar e divided amongs t those
to whom mone yis owed (creditors). Itisaw ay to mak e a fr esh start fr ee from the
onerous debts, but the pr ocess does have an effect ony our credit r ating f or six y ears after
the or der is made .

It is possible t o declar e yourself bankrup t, but creditors can also apply t 0 mak e an individual
who o wes them mone y bankrup ttoo.

Once declar ed bankrup t the Of ficial Receiver (or an insolv ency pr actitioner) is appoin tedto
take control of the individual's as sets and the y are referred to as the 'trus tee in

bankrup tcy'. Itis a legal r equirementto co-oper ate with them in the or derly dispos al of
your assets. All assets are essentially tr ansferred to the trus tee, buty ou wil | be allowed to
keep it ems which ar e necessary for w ork along with e veryday household it ems such as
furnitur e and clo thing. The e ffect o f bankrup tcy is to freeze your bank ac counts. It is
possible t o open a ne w ac count after the da te of the bankrup tcy, buty ou musttell the
bank or building socie ty tha tyou are bankrup t.

If you own y our home this can be soldt o pay your creditors although ther e are protections
if you have a partner or childr en living with y ou. A trus tee can also sel | your mo tor v ehicle
but can 'e xemp t' this if deemed nec essary for w ork or f amily cir cumstances.

Whatif I'm self -emplo yed?

If you are self-emplo yed y our busine ss wil | be closed with an y busine ss assets being
claimed b y the trus tee. You can commenc e trading again but ther e are a number o f strict
requiremen ts which y ou wil | need t o follow.

Whatwil |l havetopay?

The trustee wil | realise your assets for the bene fit o f your creditors but, if you can afford it,
the trus tee may require you to mak e paymen ts towards your deb ts from y our income f or
up to thr ee years. There is a process for e stablishing an appr opriate level of contribution
based on y our income and e xpenditur e.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




When doe s bankrup tcy end?

Discharge fr om bankrup tcy usually occurs after 12 mon ths but can be e xtended if y ou don't
co-oper ate with y our trus tee.

Are ther e other op tions?

Yes, ther e are which is wh y it is importan tto seek pr ofessional advic e on the mos t
appropriate course of action as e arly as pos sible. There are alternatives to bankrup tcy
which ma y be pr eferable:

An Individual V  olun tary Arr angemen t (IV A)

An agreemen tto settle al | or part o f your deb ts which can include r egular paymen ts or
lump sum ¢ ontributions . This is a formal agr eemen t adminis tered by an insolv ency
practitioner which can be quit e oner ous but e ssentially prevents credit ors fr om taking
action agains t you and a voids bankrup tcy. How ever, failure to comply with thet erms o f the
arrangemen t can ultima tely still result in bankrup tcy.

Debt managemen tplan

An arrangemen t via a deb t managemen t compan y which wil | collect contributions fr om
you and dis tribut e them be tw een y our creditors. This type o f arrangemen tis only a vailable
for unsecured borr owings .

Debtrelie f or der

Available wher e debts are less than £20 ,000, wher e you have negligible spar e income or
assets which can be r ealised. This route has similar r estrictions t o bankrup tcy.

Corporate Insolvency

A company is deemedt o be insolv ent when it is unable t o pay its deb ts as the y fall due or
has liabilitie s which e xceed its as sets. There are a number o flegal pr ocedures for de aling
with a ¢ ompan y's insolv ency but the main a venue for this is t o liquida te the c ompany.
Creditors can tak e action t o recover the amoun ts owed to them thr ough the ¢ ourts which
can result in an applica tion t o wind up the ¢ ompany if those deb ts remain unpaid. The
directors of the c ompan y can also apply t o wind up the ¢ ompan y themselv es.

If a company isto be w ound up, or liquida ted, it wil | cease trading and ultima tely be s truck
off from the C ompanie s House register and wil | cease to exist. An insolv ency pr actitioner is
appointed to act as the liquida tor which in volves realising the c ompan y's assets, settling
any outs tanding legal ma tters, before distributing an y available funds t o the cr edit ors.

What ar e my responsibilitie s as a dir ector?

The liquidator is appoin ted by a court t o wind up the ¢ ompan y. The liquida tor has the
responsibility o finvestigating wh y the c ompan y became insolv ent and wil | ask you to
provide the c ompan y's records and o ther in formation about the cir cumstances whichledt o
the compan y being liquida ted. You wil | be released from y our obliga tions as a dir ector on
the appoin tmen t of the liquida tor but ha ve an ongoing legal obliga tiont o co-oper ate with
the liquida tor.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




What happenst o me a fteraninsolv entliquida tion?

You wil | be able t o act as a dir ector of ano ther compan y unle ss specifical ly pr ohibit ed fr om
doing so . The liquida tor wil | consider whe ther the insolv ency resulted from conduct b y the
directors which is deemed t o be un fit and ¢ ontribut ed to the f ailure of the busine ss. If that
is the case a disqualifica tion or der can be sough t which pr events you from acting as a
director of a company for up t 0 15y ears in the mos t serious case s.

Can | be liable personal ly f or the c ompan y's deb ts?

There are provisions in UK insolv ency legisla tion f or 'wr ongful tr ading' which me ans that
you could po tentially be personal ly liable f or some o f the c ompan y's deb ts. This occurs if
you allow ed the c ompan y to continue tr ading past the poin t at which itw as apparent that
an insolv ent liquida tion c ould no t be a voided and t ook no action t o minimise the los ses
faced by creditors.

Are ther e other op tions?

Yes, ther e are which is wh vy itis importan tto seek pr ofessional advic e on the mos t
appropriate course o f action as e arly as pos sible. The following op tions ar e available:

Compan y Volun tary Arr angemen t (CVA)

A binding agr eemen t supervised b y an insolv ency pr actitioner which pr ovides for the
paymentofall, or part o fthe c ompany's debts over a period o ftime . This requires the
agreementofatleast 75% o f the cr editors. It doe s, how ever, me an thatthe c ompany is
able t o continue tr ading during the CV A and afterw ards but a f ailure to comply with the
terms o f the arr angemen t can ultima tely result in the ¢ ompan y being liquida ted.

Adminis tration

This process essentially passes control of the c ompan y to an insolv ency pr actitioner , the
Adminis trator, which has the e ffect of preventing the cr editors from taking legal actiont o
recover their deb ts. The Adminis trator's role is t o iden tify po tential courses of actiont o
mak e the c ompan y profitable again ort o realise mor e funds than simply liquida ting the
company. It may be pos sible t o sell the busine ss as a going c oncern for e xample .

How w e can help

Whether f acing bankrup tcy on a personal le vel orinr espect of a company in whichy ou are
a director it is vital tha t professional advic e is obtained a t the e arlie st opportunity sow e
can advise y ou of the op tions available . Please contact us f or mor e informa tion.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Insuring Your Business

When starting a ne w busine ss, you wil | no doub t recognise the need
for insurance. It can provide compens ation and pe ace of mind
should things go wr ong but can also r epresent a significan t cost.

In this f actshee t w e consider the dif ferenttype s of insurance you need t o consider.

Compulsory insur ance

Emplo yers' liability insurance is compulsory t o cover your emplo yees. By law y ou must
have at le ast £5 mil lion o f cover and this mus t come fr om an authorised insur er, although a
minimum o f£10 mil lion is no w pr ovided b y mos t policie s. You must display the c ertifica te
of insurance in the w orkplace. If your busine ss is not a limit ed compan y, and you are the
only emplo yee ory ou only emplo y close family members , you do no t need ¢ ompulsory
emplo yers' liability insur ance. Limited companie s with only one emplo yee, wher e that
emplo yee also o wns 50% or mor e of the c ompan y's shares, have also been e xempt fr om
compulsory emplo yers' liability insur ance.

Motor v ehicle s liability insurance is also compulsory and mus t cover thir d party insur ance:
this is the legal minimum.

Optional insurance

Other categorie s of insurance are optional and a decision ast o whe ther or no t you need
cover under an y giv en he ading wil | depend on the na ture of your busine ss and an
assessment of the risk s.

Public liability

Although s trictly this is no t compulsory y ou wil | almost certainly f eel thatyou need c over
under this he ading. It c overs claims f or damage s to thir d partie s.

Property

You can think about limiting ¢ over t o specific risk s such as fire and f lood or pr oviding mor e
gener al cover. Consider the le vel of cover you w ould need f or the pr emise s (if y ou own the
building), equipmen tand stock. If you rent y our premise s then y ou should check tha t the
landlord has the appr opriate cover.

Theft

If your busine ss does notinvolve expensiv e items o f equipmen ttheny ou migh t decide t o
pass on this one , at le ast initial ly. If you do decide t o provide cover for the ft then an insur er
wil | require a reasonable minimum le vel of security.
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Professional indemnity

This is only lik ely t o be nec essary if y ou giv e advice which ¢ ould mak e you liable . It protects
against any loss suffered by your customers as a r esult o f negligen t advic e. In some
professions it is compulsory B e xample s being the la w, accountancy and financial servic es.
How ever itis common in o ther sect ors such as comput er consultancy and publishing.

Busine ss interrup tion

This covers compens ation f or lost pr ofits and e xtra costs if y our busine ss is disrupted, due
to say afire. Itis also referred to as '‘consequen tial los s' insurance.

Key man

A small busine ss is often dependen t on k ey members o f staff. What w ould happen if the y
became seriously il | or died? Doy ou need t o consider insur ance cover to pay out in such a
situation?

Specialised insur ance

A whole hos t of dif ferent policie s cover a range of specialist situa tions P for e xample
engineering insur ance and comput er policie s.

Working fr om home

If you are planning t o start y our ne w busine ss from home then don'tas sume tha tyour
normal household insur ance wil | be enough. It wil |1 not usually cover busine ss risks. It is
possible t o obtain special ‘'w orking fr om home' policie s.

Shopping around

It may be stating the ob vious but it is importan tto shop aroundt o get the be st de al. You
should ob tain se veral quotes and alw ays be w ary of cheap deals. A personal
recommenda tion ma y be the be st w ay to decide .

Level of cover

Again it ma y be stating the ob vious butt oo much c over and y our cash f low wil | suffer, too
little and the ¢ onsequenc es can be catastrophic.

Consider the le vel of cover you need. With buildings and equipmen t mak e sure you are
covered for the ful | replacement cost.

If ther e is to be an e xcess on any policy mak e sure thatitis setat a sensible le vel.

How w e can help

Please talk to us if y ou w ould lik e any further help on insuring y our busine ss.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Internet and Email Access Policy

In order t o protect the firm, its emplo yees, customers and suppliers ,
all members o f staff should be giv en a copy of the firm's policy
regarding acceptable use o fIT resources D particularly in ternet, email
access, and data protection policie s. It may also be nec essary to
have a separate Bring Your Own De vice (BYOD) policy covering the
use of personal de vices and to wha t extent (if an y) the se are

permit ted to connect t o corpor ate information systems.

Any such policie s should f orm part o fthe c ontract of emplo yment-to the e xtentthatany
breaches of the policy ¢ ould result in disciplinary action, and in some case s even dismis sal.

Having an ac ceptable use policy no t only helps pr otect the or ganisation's e xposur e to rogue
softw are, legal action, and los s of corpor ate/personal da ta but can also help in disput es
with emplo yees.

Email

Employees need t o be w ary of the c ontent of all emails the y may send. One email sen t
without though t as to the po tential r epercussions can have unintended c onsequenc es for
both the emplo yee and or ganisation.

Illegal ma terial

Due to the unc ensored nature of the ma terial on the in ternet, there are a large number o f
w ebsites which c ontain o ffensive, obscene and il legal (in the UK) ma terial. Employees
should no t access such sites.

Viruse s and phishing

Innocent looking w ebsites and emails ha ve been usedt o tempt users t o download ma terial
which has been f ound t o contain a virus , or to disclose company, or personal ¢ onfiden tial
data the y w ould no t normal ly impart .

Personal phone s, personal he adsets and use o fsocial ne tw ork s

Firms may wish t o include r eferences to the use o f personal phone s, personal he adsets and
social netw orking. The use o f the se or restrictions on the use o fthe se wil | very much
depend on the w orking en vironmen t.

Model policy statement

To minimise the se kinds o f po tential pr oblems , emplo yers should c onsider se tting out a
policy statemen t for all emplo yees embr acing internet and email ac cess.

A sugge sted policy s tatemen t is shown belo w which y ou may find use ful as a starting
point.
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Policy and scope

The compan y/firm (dele te as appropriate) see s the internet and the use o femail as an
importan t busine ss tool.

Staff are encouraged t o enhanc e their pr oductivity b y using such t ools - but only in
accordance with the guideline s set out in this doc ument.

The internet is lar gely unr egulated and unc ensored and w e have a duty o f care to protect
the sec urity o f the c ompan y's/firm's in ternal in formation, our ¢ ustomers, our suppliers and
our emplo yees from male volent, obscene and il legal ma terial.

Monit oring - Op tional par agraphs 1

With this in mind, the ¢ ompan y/firm r eserves the righ t to monit or emails and in ternet sites
visited on an emplo yee basis. How ever, this wil | only be perf ormed wher e thereis a
suspicion o f beha viour which br eaches the compan y's 'email and in ternet access' policy.

Staff under surv eillance wil | be in formed, b y managemen t, that the y are being monit ored.

Covert monit oring wil | only be perf ormed in e xceptional cir cumstances and only when
sanctioned b y a senior o fficer(s) o f the c ompan y/firm.

Monit oring - Op tional par agraphs 2
With this in mind, the ¢ ompan y/firm r eserves the righ tt o monit or email and in ternet
traffic. How ever, individual users wil | not be iden tified in the monit oring pr ocess.

It wil | be assumed tha t all staff unders tand and agr ee to the policie s unless a director
(partner) is no tified o therwise . Any exceptions ar e to be appended t o the emplo yee's
contract of emplo ymen t and signed b y a dir ector (partner) and the emplo  yee.

All the c ompan y's/firm's r esources, including c omput ers, access to the in ternet and email
are provided solely f or busine ss purpose s.

The purpose o f this policy ist o ensure that you understand t o what extentyou may use
the comput er(s) o wned b y the c ompan y/firm f or priv ate use and the w ay in which ac cess
to the in ternet should be used within the ¢ ompan y/firm, t o comply with legal and busine ss
requiremen ts.

This policy applie s to all emplo yees of the c ompan y/firm and f ailure to comply ma y lead to
disciplinary action in line with the Disciplinary Pr  ocedure. In addition, if y our conduct is
unlawful or il legal y ou may be personal ly liable .

Gener al principle s

A comput er and in ternet access is provided t o you, to support the ¢ ompan y's/firm's
activitie s.

Private use of comput ers and the in ternet is permit ted subject t o the r estrictions ¢ ontained
in this policy . Any priv ate use is e xpect ed to be in the emplo yee's own time and mus tnot
interfere with the person's job r esponsibilitie s. Private use must not disrup t IT systems or
harm the ¢ ompan y/firm's r eputa tion.
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You should e xercise caution in an y use o f the in ternet and should ne ver rely on in formation
received or do wnloaded without appr opriate confirma tion o f the sour ce.

Access tothe in terne t and email

All/The f ollowing users ha ve access to the in ternet and email fr om al l/the f ollowing PCs...

Personal use

The internet may not be ac cessed for personal use during normal hours 0 f emplo ymen t.
Occasional use f or personal r easons is allow ed outside w orking hours , how ever the
restrictions se t out in 'Br owsing/do wnloading ma terial' (belo w) mus t be ad hered to.

Personal emails ma y not be sen t/r eceived unle ss in an emer gency and with prior authority
from a manager .

[Optional par agraph on P ersonal use o f mobile phone s, personal he adsets and social

netw orking]

Emails and email a ttachmen ts
Emails must conform t o the s ame rule s as issuing correspondenc e on the c ompan y's/firm's
headed paper .

Optional sen tence - Emails mus t be authorised b y either a dir ector/partner (or manager).

Emails must not contain controversial statemen ts/opinions about or ganisations or
individuals . In partic ular, racial or se xual references, disparaging or po tentially libel lous/
defamatory remark s and anything tha t migh t be c onstrued as har assment should be
avoided.

Emails must not contain o ffensive material.
Emails containing a virus mus t not kno wingly be sen t.

Emails coming fr om an unkno wn sour ce must not be opened but disclosedt o0 managemen t
(see Disclosure).

Emails sent externally, must contain the c ompan y's/firm's disclaimer (see s ample belo w)
Emails (sent and r eceived) mus t be stored in the appr opriate client file s and use the s ame

naming ¢ onventions which ar e used t o store letters and o ther c orrespondence.

Browsing/do wnloading ma terial
Only ma terial fr om bona fide busine ss, commer cial or go vernmen tal w ebsites should be

browsed/do wnloaded.

No other ma terial should be br owsed/do wnloaded. This specifical ly include s game s,
screensavers, music/video and il legal, obscene or o ffensive material.

Laptops/portable s and portable mediade  vices
a) Travelling with lap tops/portable s
¥ Laptops are liable t o be inspect ed by authoritie s particularly if tr avelling by air/se a/r all,

both within and outside the UK . Where an emplo yee has a compan y's/firm's lap top they
must ensur e that it doe s not kno wingly ¢ ontain il legal ma terial.
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¥ Laptops containing c orpor ate data should be encryp ted.

b) Using lap tops/portable s onremo te connections

¥ Compan y's/firm's lap tops may be used f or email/in ternet use without being ¢ onnected to
the corpor ate server. Appropriate security so ftw are to allow such ac cess and to control
viruse s, should be ins talled.

¢) Using portable mediade  vices

¥ Portable media de vices include USB drive, CDs DVDs etc

¥ Where the se contain confiden tial corpor ate or personal da ta, the da ta contained on the se
devices should be encryp ted.

Disclosur e

Employees have a duty t o report the f ollowing t 0 managemen t:

¥ suspect emails/email a ttachmen ts/w ebsites

¥ obscenelil legal ma terial found on a PC

¥ persistent use o f the in ternet for personal r easons

¥ persistent downloading o fillegal/obsc ene/o ffensive material

¥ loss of corpor ate data or los s of machine s and de vices containing c orpor ate data

Disciplinary
A breach of any of the policie s is a disciplinary ma tter.

lllegal activitie s wil | also be r eport ed to the r elevant authoritie s.

Inappropriate use

Comput ers are a valuable r esource to our busine ss but if used inappr opriately may result in
severe consequenc es to both y ou and the ¢ ompan y/firm. The ¢ ompan y/firm is partic ularly
at risk wheny ou have access to the in ternet. The nature of the in ternet mak es it

impos sible to define al | inappr opriate use. However you are expected to ensure that your
use of comput ers and the in ternet mee ts the gener al requiremen ts of professionalism.

Specifically, during an y use o f the c omput er or in ternet you must not:

¥ copy, upload, do wnload or o therwise tr ansmit c ommer cial softw are or any copyrigh ted
materials belonging t o the c ompan y/firm or o ther thir d partie s

¥ use any softw are that has no t been e xplicitly appr oved for use by the c ompan y/firm

¥ copy or do wnload an y softw are or electr onic file s without using virus pr otection me asures
approved by the c ompan y/firm

¥ visitin ternet sites or download an y file s that contain indec ent, obscene, pornogr aphic,
hateful or o ther ob jectionable ma terials

¥ make or postindec ent, obscene, pornogr aphic, hateful or o therwise ob jectionable
remark s, proposals or ma terials on the in ternet
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¥ reveal or publicise ¢ onfiden tial or pr oprie tary in formation (including personal da ta) about
the compan y/firm, our emplo yees, clients and busine ss contacts.

The following activitie s are expressly forbidden:

¥ the deliber ate introduction o fany form o f comput er virus

¥ seeking t 0 gain access via the in ternet to restrict ed areas of the c ompan y's/firm's
comput er system or ano ther or ganisation's or person's ¢ omput er systems or da ta
without authoris ation or o ther hacking activitie s

¥ downloading ¢ orpor ate information on to portable media de vices (such as USB drive or
CD) unless managemen t has e xpressly approved this activity

¥ uploading personal/priv ate information (f or e xample music , films or pho tographs) fr om
portable media de vices (such as USB drive or CD) onto a local or ne tw ork driv e, unle ss
managemen t has e xpressly appr oved this activity .

Monitoring

At any time and without no tice, we main tain the righ t and ability t o examine an y systems
and inspect and r eview any and al | data recorded in those s ystems. Any information stored
on a comput er, whe ther the in formation is c ontained on a har d driv e, comput er disk or in
any other manner ma y be sub ject t o scrutiny by the c ompan y/firm. This e xamina tion helps
ensure complianc e with in ternal policie s and the la w. It supports the perf ormanc e of
internal in vestigations and as sists the managemen tofinformation systems.

In order t o ensure complianc e with this policy , the compan y/firm ma y emplo y monit oring
softw are to check on the use o fthe in ternet and block ac cess to specific w ebsites to
ensure that ther e are no serious br eaches of the policy . We specifical ly reserve the righ t for
authorised personnel t o0 access, retrie ve, read and dele te any information tha tis created by,
received or sent as a result of using the in ternet, to assure complianc e with al | our policie s.
Such monit oring wil | be used f or legitima te purpose s only.

Sample eM ail disclaimer

This email and al | attachmen ts it ma y contain ar e confiden tial and in tended solely f or the
use of the individual t o whom itis addr essed. Any vie ws or opinions pr esented are solely
those o f the author and do no t necessarily represent those o f [the c ompan y/firm]. If y ou
are not the in tended r ecipient, be advised tha t y ou have received this email in err or and
that any use, dissemination, prin ting, forw arding or ¢ opying o f this email is s trictly
prohibit ed.

Please contact the sender ify ou have received this email in err or.

Companie s Act 2006 emails and w ebsites

Change s to Compan y law me an that, every compan y must include their c ompany
registration number , place of registration and r egistered office address on corpor ate forms
and doc umen tation (this include s emails and w ebsites).
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In partic ular, all external emails mus tinclude this in formation - whe ther as part o fthe
corpor ate signature or as part o f the c orpor ate header/f ooter.

How w e can help

We wil | be mor e than happ y to provide y ou with as sistance in f ormula ting an ac ceptable
use policy, or if an y additional in formation is r equired.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk




DERF

50 Osmaston Road, Derby DE1 2HU
Tel: 01332 345265 Email: derby@mabe allen.co.uk

ILKESON

29 St M ary Street, llkeston, Derbyshire DE7 8AB
Tel: 0115932 3995 Email: ilkeston@mabe allen.co.uk

RIPLEY

3 Derby Road, Ripley, Derbyshire DE5 3EA
Tel: 01773 743325 Email: ripley@mabe allen.co.uk



Land Transaction Tax



Land Transaction Tax

Land Transaction Tax (LTT) is payable by the pur chaser of property in
Wales.

Who pays the ta x?

LTT is payable by the pur chaser of residential or non-r esidential pr operty in a land
transaction oc curring in W ales. Stamp Duty Land T ax (SDLT) is payable on land tr ansactions
in England and Northern Ir eland and Land and Buildings T ransaction Tax (LBTT) on land
transactions in Scotland.

What is a land tr ansaction?

A transaction wil | trigger liability t o LTT if it in volves the ac quisition o f an in terest in land.
This wil l include a simple ¢ onveyance of land, such as buying a house , creating a le ase or
assigning a le ase.

LTT is operated by the W elsh Revenue A uthority (WRA), and individuals who ar e liable t o
the ta x must comple te and submit an L TT return (see la ter).

When is the ta x payable?

Individuals mus t send an L TT return and pa y the ta x due t o the WRA within 30 da ys of the
day after comple tion (or o ther e ffective date of the tr ansaction). P enaltie s and interest
may be char ged if y ou fail to file y our LTT return or pa y the nec essary ta x within the 30
days after the da y of comple tion.

In some cir cumstances, buyers are notrequired to send a LTT return or pa y LTT. These
include ins tances wher e:
¥ no mone y has e xchanged hands

¥ apropertyisle fttoyouandyou are notrequired to mak e a paymen t for the tr ansfer of
the pr operty

¥ property o wnership is tr ansferred to you as a result of a div orce or the dis solution o f a
civil partnership

¥ freehold pr operty has been pur chased for le ss than £40 ,000

¥ anew or as signed le ase of seven years or mor e is purchased, and the pr emium is le ss
than £40 ,000 and the annual r entis le ss than £1 ,000

¥ anew or as signed le ase of le ss than se ven years is purchased, and the amoun tyou pay is
less than the r esidential or non-r esidential LTT zero rate thr eshold.
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What if m y property s traddles the England-Wales border?

For cross-bor der cases, a home buy er wil | only be r equired to pay SDLT on the English part
of the tr ansaction and L TT to the WRA f or the W elsh part o f the tr ansaction.

LTT rates

These are shown in the table belo w:

Residen tial (£) Band % Ra te Non-r esiden tial (£) Band % Ra te
Up to 180,000 0 Up to 150,000 0
180,000 - 250 ,000 35 150,000 - 250 ,000 1
250,000 - 400 ,000 5 250,000 - 1,000,000 |5
400,000 - 750 ,000 7.5 Over 1,000,000 6

750,000 - 1,500,000 (10

Over 1,500,000 12

Firg-time buy ers

Unlike SDLT and LBTT, LTT does not provide any relief f or firs t-time homebuy ers in Wales.
How ever, LTT is payable fr om a higher thr eshold than SDLT and LBTT, and the W elsh
governmen t anticipates that around 80% o f firs t-time homebuy ers wil | pay no ta x.

How w e can help

If you are planning t o enter into an arrangemen t to purchase land, w e can advise y ou of
the pr ecise impact o f LTT on the tr ansaction, so do ple ase contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Land and Buildings Transaction
Tax

Land and Buildings T ransaction Tax (LBTT) is payable by the
purchaser in a land tr ansaction which oc curs in Scotland. The se type s
of tr ansaction w ould include a simple ¢ onveyance of land such as
buying a house but also cr eating a le ase or assigning a le ase.

Who pays the ta x?

LBTT is payable by the pur chaser in a land tr ansaction oc curring in Scotland. Stamp Duty
Land Tax (SDLT) applie s to land tr ansactions in England and Northern Ir eland and Land
Transaction Tax (LTT) applie s in Wales.

What is a land tr ansaction?

A transaction wil | trigger liability if itin  volves the ac quisition o f an in terest in land. This wil |
include a simple ¢ onveyance of land such as buying a house , creating a le ase or assigning a
lease.

When is the ta x payable?

The tax has t o be paid when a ¢ ontract has been subs tantially perf ormed. In case s wher e
the pur chaser tak es possession of the pr operty on ¢ omple tion, tha t wil | be the da te.

How ever, if the pur chaser effectiv ely tak es possession be fore comple tion - kno wn as
‘resting on c ontract' - tha t wil | be regarded as triggering the ta  x.

Residential rates of LBTT

Residen tial pr operty Band % Ra te

£0 - £145 ,000 0
£145,001 - £250 ,000 2
£250,001 - £325 ,000 5
£325,001 - £750 ,000 10
£750,001 and o ver 12

The rates apply t o the portion o fthe t otal value which f alls within e ach band.
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Firg-time buy er relief

A LBTT relief applie s for firs t-time buy ers of propertie s up to £175,000. The relief raises the
zero tax thr eshold f or firs t-time buy ers from £145 ,000 to £175,000, and, according t o the
Soottish go vernmen t, 80% o f firs t-time buy ers in Scotland wil | pay no LBTT at all. First-time
buyers purchasing a pr operty abo ve £175 ,000 also bene fit fr om the r elief on the portion o f
the pric e belo w the thr eshold. So all first-time buy ers wil | benefit fr om areliefofupto
£600.

Higher rates for additional r esidential propertie s

Higher rates of LBTT are charged on pur chases of additional r esidential pr opertie s (above
£40,000), such as buy t o let propertie s and second home s.

The main tar get of the higher r ates is purchases of buy t o let propertie s or second home s.
How ever, ther e wil | be some pur chasers who wil | have to pay the additional char ge even
though the pr operty pur chased wil | not be abuyt oletor a second home . The 18 mon th
rules set out belo w wil | help t o remo ve some tr ansactions fr om the additional r ates (or
allow a r efund). Care wil | be needed if an individual alr eady owns, or partly o wns, a
property and tr ansacts to purchase another pr operty without ha ving disposed o f the firs t
property .

The higher r ates are 4% abo ve those sho wn in the table abo ve (3% priort o 25 January
2019). The higher r ates potentially apply if , at the end o fthe da y of the pur chase
transaction, the individual o wns tw o0 or mor e residential pr opertie s.

Some further de tail:
¥ purchasers wil | have 18 mon ths to claim ar efund o f the higher r ates if the y buy a ne w
main r esidence before disposing o f their pr evious main r esidence

¥ purchasers wil | also have 18 mon ths be tw een selling a main r esidence and r eplacing it
with ano ther main r esidence without ha ving t o pay the higher r ates

¥ asmall share in a pr operty which has been inherit ed within the 18 mon ths priort o a
transaction wil | not be c onsider ed as an additional pr operty when applying the higher
rates

¥ there wil | be no e xemption fr om the higher r ates for significan tinvestors

¥ LBTT includes an 18 mon th period r ather than 36 mon ths which applie s for Stamp Duty
Land Tax (SDLT).

Non-residential rates of LBTT

Non-r esiden tial Band % Ra te

£0 - £150 ,000 0

£150,001 - £250 ,000 1
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£250,001 and o ver 5

Different bands and r ates apply prior t o 25 January 2019.

The Soottish go vernmen t has LBTT calculators which w ork out the amoun tof LBTT payable.
The calculators can be f ound at www .revenue .scot/land-buildings -tr ansaction-ta x/ta x-

calculators.

How w e can help

If you are planning t o enter into an arrangemen t t o purchase land, w e can advise y ou of
the pr ecise impact o f LBTT on the tr ansaction so ple ase contact us .

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Legal Working in the UK

In line with the Immigr ation, As ylum and Na tionality A ct 2006 , itis a
criminal o ffence to emplo y anyone who doe s not have an
entitlemen tto work in the UK , or undertak e the type o fw ork y ou
are offering. Any emplo yer who doe s not comply withthela w may
face a fine o fup t o £20,000 per o ffence. Further, if emplo yers
knowingly use il legal migr ant labour it ¢ ould carry a ma ximum fiv e
year prison sen tence and/or an unlimit ed fine .

In addition, sinc e December 2016 , section 38 o f the Immigr ation A ct 2016 al lows

immigr ation o fficers to close a busine ss for up t 0 48 hours if ther e is a reasonable suspicion
that the y emplo y foreign w orkers illegally and the y have previously c ommit ted specific
offences of illegal w orking. The closur e notice migh t then be canc elled or an il legal w orking
complianc e order could be sough t, one result o f which ¢ ould be closur e of the pr emise s for
up to 12 mon ths.

Here w e provide an o vervie w o f the doc umen tation r equired t o ensur e that y our busine ss
does not fall foul of the la w.

The rules

The increasing trend of illegal immigr ants entering the UK has led t o arise in f orged
documen tation, as w ell as grounds f or certain emplo yers to tak e advantage o f che ap
labour.

To combart this , the Home Of fice review ed the la w in this ar ea and regulations w ere
introduced on 1 M ay 2004.

Documenta tion requirements

An emplo yer must ob tain and r etain a c ertified ¢ opy of any one or ¢ ombina tion o f the
original doc umen ts included in Lis t A or List B (Group 1 and 2). Those v alidated from List A
wil | requir e no further check s, however, documen ts provided fr om List B must be f ollowed
up when the doc ument or no tice expires.

List A
¥ an ID Card or British pas sport iden tifying the holder is a British citiz en; or

¥ an ID Card or European Economic Ar ea (EEA) national pas sport or na tional iden tity car d
identifying the holder as a na tional o f the EEA or Switz erland; or

¥ aregistration c ertifica te or doc umen t certifying permanen t residence issued by the Home
Office to a national o f an EEA country or Switz erland; or

¥ apermanen tresidence card issued by the Home Of fice or Bor der and Immigr ation A gency
to a family member o fa national o f a EEA country or Switz erland; or
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¥ acurrent Biome tric Immigr ation Doc ument (Biome tric Residence Permit) is sued by the
Home Of fice indicating their righ tto stay inde finit ely in the UK or has no time limit on
their stay; or

¥ acurrent passport endorsed t o show the holder is e xempt fr om immigr ation control, is
allowed to stay inde finit ely in the UK or has no time limit on theirs  tay.

Or a combina tion o fthe f ollowing:

An official doc umen t giving the person's permanen t national insur ance number and name ,
plus:

¥ acurrentimmigr ation status documentissued by the Home Of fice with an endorsemen t
indicating tha t the person named in it can s tay inde finit ely in the UK , or has no time limit
on their s tay; or

¥ afull UK birth certifica te or a birth ¢ ertifica te issued in the C hannel Islands , the Isle o f M an,
or Ireland; or

¥ afull adoption c ertifica te issued in the UK which include s the name(s) o fatleastone o f
the holder's adop tive parents; or

¥ an adop tion certifica te issued in the C hannel Islands , the Isle o f M an, or Ireland; or

¥ a certifica te of registration or na turalisation s tating tha t the holder is a British citiz en.

List B Group 1
¥ acurrent passport endorsed t o show tha t the holder is ablet o stay in the UK and is
allowed to do the w ork in que stion pr ovided it doe s notrequire the is sue of a w ork
permit; or
¥ acurrent Biome tric Immigr ation Doc umen tissued by the Home Of fice which indica tes
that the holder is ablet o stay in the UK and is al lowed to do the w ork in que stion; or

¥ acurrentresidence card (including an A ccession Residence Card or a Deriv ative Residence
Card) issued by the Home Of fice to a family member o fa national o f a EEA country or
Switz erland; or

¥ acurrent Immigr ation Status Documen tissued by the Home Of fice with an endorsemen t
indicating tha t the person named initcan s tay in the UK and this al lows themt o do the
type o f w ork y ou are offering when pr oduced in combina tion with an official doc umen t,
giving the person's permanen t national insur ance number and name is sued by a
Governmen t agency or pr evious emplo yer.

List B Group 2

¥ A Certifica te of Applica tion is sued by the Home Of fice to a family member o fa national o f
an EEA country or Switz erland stating tha t the holder is permit ted to tak e emplo ymen t
which is le ss than 6 mon ths old, when pr oduced in combina tion with a P ositiv e
Verification No tice from the Home Of fice Employer Checking Servic e; or

¥ An Application Registration Card issued by the Home Of fice stating tha t the holder is
permit ted to tak e emplo ymen t, when pr oduced in combina tion with a P ositiv e
Verifica tion No tice from the Home Of fice Employer Checking Servic e; or
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¥ A Positiv e Verification No tice issued by the Home Of fice Employer Checking Servic e to the
emplo yer or pr ospectiv e emplo yer, which indica tes that the named person ma vy stay in
the UK and is permit ted to do the w ork in que stion.

The points-based system

The Governmen t has in troduced a merit -based poin ts system f or assessing non-EEA
nationals wishing t o w ork in the UK . The system consists of fiv e tiers, each requiring
different poin ts. Points wil | be awarded t o reflect the migr ant's ability , experienc e, age and,
when appr opriate, the le vel of need within the sect or the migr ant wil | be w orking.

The fiv e poin ts-based system tiers ¢ onsist of:

¥ tier 1 - highly -valued skil led w orkers with e xceptional talen t, for whom no job o ffer or
sponsoring emplo yer is required (f or example , doctors, scientists and engineers);

¥ tier 2 - skilled individuals with a pr oven English language ability who ha ve a job o fferto
fill gaps in the UK labour f orce (for example , nurses, teachers and engineers);

¥ tier 3 (c urrently suspended) - low skil led w orkers fil ling specific t empor ary labour
shortage s (for example , construction w orkers for a partic ular project);

¥ tier4 - students;

¥ tier5 -youth mobility andt empor ary w orkers (f or e xample , musicians coming t o play in
a concert).

Sponsorship

Under tier 2 , the emplo yer sponsors the individual, who mak es a single applica tion at the
British Embas sy in his or her home ¢ ountry f or permis sion to come t o the UK and tak e up
the partic ular post. The individual's pas sport wil | be endorsed t o show tha t the holder is
allowed to stay in the UK (f or a limit ed period) and is al lowed to do the type o fw orkin
guestion.

UK based emplo yers wishing t o recruit a migr ant under tiers 2 or 5: T empor ary Workers wil |
have to apply f or a sponsor lic ence. To gain and r etain lic ences, emplo yers are required to
comply with a number o f dutie s, such as appoin ting individuals t o certain de fined positions
of responsibility , having e ffective HR systems in plac e, keeping pr oper r ecords and

informing the UK Vis as and Immigr ation (UKVI) if a f oreign national f ails to turn up f or w ork.

There is a charge of £1,476 (£536 f or charitie s and for emplo yers with no mor e than 50
emplo yees) for a licence to sponsor tier 2 migr ants. This fee buys a f our-year licence.

Once an emplo yer has ob tained its sponsorship lic ence, it can ac cess an online s ystem
operated by the UKVI thr ough which it can is sue its o wn c ertifica tes of sponsorship t o
potential migr ant w orkers. The UKVI determine s the number o f certifica tes to be al located
to a partic ular emplo yer. Each certifica te of sponsorship tak es the form o f a unique
reference number t o be provided b y the emplo yer to its po tential r ecruit, who wil | then be
able to apply f or entry cle arance into the UK at the British Embas sy in his or her home
country.
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The fee for each application f or a certifica te of sponsorship f or a tier 2w orker is £199.
Certifica tes are free for citizens of Croatia, M acedonia and T urkey.

Skilled migr ant w orkers who apply t o settle in the UK fr om April 2016 under the tier 2
gener al and sportsperson ca tegorie s of the poin ts-based system ar e required to earn at
least £35 ,000 (or the appr opriate amoun t for their job , if higher). Emplo yersthatdonot
hold a lic ence cannot recruit non-EEA w orkers.

From April 2017 ther e is an additional immigr ation skil Is charge of £1,000 per tier 2w orker
pery ear, or £364 f or smal | busine sses and charitie s.

Identity car ds

Identity car ds for foreign nationals ar e currently is sued t o some ca tegorie s of foreign
nationals fr om outside the EE A and Switz erland. Other immigr ation applican ts continuet o
receive a sticker (vigne tte) in their pas sport.

With e ffect from 1st January 2014 , EEA nationals fr om Bulgaria and R omania who wisht o
work in the UK no longer need an ac cession w orker card or r egistration c ertifica te.

Since July 2013, EEA nationals fr om Croatia w ere able t o mo ve and reside freely inan y EU
State. However, the UK is applying tr ansitional r estrictions and as such, Cr oatians wishingt o
work in the UK wil | need t o obtain an ac cession w orker authoris ation doc ument (permitt o
work). Be fore starting emplo ymen t, emplo yers wil | need t o mak e document check s to
confirm if the Cr oatian has unr estrict ed access to the UK labour mark et as they are exempt
from w ork accession or the y hold a v alid w ork authoris ation doc ument allowing themt o
carry out the type o fw ork in que stion.

If you are licensed t o sponsor skil led w orkers or studen ts fr om outside the EE A or

Switz erland under the poin ts-based system, y ou can use a migr ant's iden tity car d - which
provide s evidenc e of the holder's na tionality , identity and s tatus in the UK - t o check their
rightto w ork or s tudy her e.

Checking procedures

The following check s must also be carried outt o ensure that each document also relates
to the pr ospectiv e emplo yee in que stion:
ensure that any pho tograph and da te of birth is ¢ onsistent with the appe arance of the
individual
if mor e than one doc umentis produced, ensur e that the name s on each are iden tical.
Otherwise further e xplanation and pr oof wil | be nec essary (f or e xample , a marriage
certifica te)

check e xpiry da tes. Follow -up check s must be c onduct ed on the e xpiry da te. When a
Certifica te of Applica tion or an Applica tion Registration Card is presented as evidence

as rightto w ork, or the emplo yee has no ac ceptable doc umen ts because the y have an

outstanding applica tion t o the Home Of fice or appe al against an immigr ation decision,
the f ollow -up v erifica tion check is r equired six mon ths after the da te of the initial
check
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carry out ongoing check s on individuals who joined on ora fter 29 February 2008 and
who ha ve been gr anted only limit ed le ave to remain and w ork in the UK

tak e copie s of original doc umen ts only - sign and da te to certify

before emplo ying an individual who r equires a tier 2 vis a, be prepared to demons trate
that a recruitmen t search has been carried out ac cording t o the r equiremen ts under
tier 2 o f the poin ts-based system

wher e a recruitmen t agency is used t o recruit an o verseas national, ask the agency t o

prove that it has carried out al | the nec essary check s on the individual t o ensure that
he or she has the righ tto w ork in the UK .

To ensur e that ther e is no discrimina tion, it is r ecommended tha t all potential emplo yees
are asked to produce original doc umen ts indica ting the y have the righ tto w ork in the UK .

If you have any doub ts as to whe ther doc umen ts are genuine or suf ficientto prove an
emplo yee's entitlemen tto work in the UKy ou are encouraged t o access the Emplo yer
Checking Servic e, which is pr ovided thr ough the Home Of fice's Employers' Helpline: 0300
1234 699 , or online servic e www .gov.uk/emplo yee-immigr ation-emplo ymen t-status.

How w e can help

We wil | be mor e than happ y to provide y ou with as sistance or any additional in formation
required. Please do not he sitate to contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Limited Liability Partnerships

Most important f eatures of LLPs

The key adv antage o f a LLP compar ed with a tr aditional partnership is tha tthe memberso f
the LLP (it is v ery importan t that the y should no t be cal led partners but members) ar e able
to limit their personal liability if some  thing goe s wr ong with the busine ss, in much the

same w ay as shareholders in a c ompan y have alw ays been able t o do. Of course anyone
lending mone y to the LLP such as a bank ma vy still require personal guar antees from the
members , as they frequently do with dir ectors/shar eholders in a c ompany.

Where busine ss owners ha ve w anted to limit their personal liability in the pas t, they have
normal ly set up companie s and any profits made b y those c ompanie s are subjectto

corpor ation ta x. Dividends paid b y the c ompanie s can then be tak en as income o f the
shareholders . LLPs ae taxed quit e dif ferently in tha t the pr ofits ar e treated as the personal
income o f the members as if the y had run their busine ss as a partnership . The taxation o f
companie s and partnerships is v ery dif ferent but ta xation should no t be the main

consider ation in choosing a busine ss vehicle. How ever, some LLP members can be ta xed as
if the y are emplo yees in certain cir cumstances (see Tax tr eatmen t f or certain LLP
members). W e w ould be v ery ple ased to discuss the impact o fthis in an y partic ular case.

LLPs must produce and publish financial ac counts with a similar le vel of detail t o a similar
sized limit ed compan y. LLPs must submit ac counts and an annual r eturn t o the R egistrar of
Companie s each year. This publication r equiremen t is far mor e demanding than the position
for non-inc orpor ated partnerships and specific ac counting rule s may lead to dif ferent profits
from those o f a normal partnership . The filing de adline is nine mon ths after the period end.
Companie s House provide s a useful guide to the r equirements in respect o f LLP accounts.

Setting up LLPs or converting an e xisting partnership

A LLP is set up by alegal inc orpor ation pr ocess which in volves sending c ertain doc umen ts
to the Registrar of Companie s along with the r elevant fee. Although itis no tlegal ly
necessary, every LLP should have a thor ough and ¢ ompr ehensive members' agr eementin

place and needs t o have tak en legal or pr ofessional advic e about the is sues that should be
covered by this agr eemen t. In the absenc e of a members' agr eemen t the la w mak es a
number o f assumptions about the LLP which ma y not reflect wha t the individual members
intended should ther e be a disput e.

Existing partnerships can ¢ onvertto a LLP by exactly the s ame pr ocess of incorpor ation and
providing ther e are no change s in membership or in the w ay in which the partnership

oper ates, there may w ell be no impact on the partnership'sta  x position. A gain care and
advice needs t o be tak en be fore any decisions ar e made .

Itis not possible for a limit ed company to convertinto a LLP and ther e wil | be a significan t
legal and ta xation impact wher e a LLP takes over the busine ss of a company.
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Companie s House provide s a useful guide to the legisla tion and back ground t o Limit ed
Liability P artnerships .

Which businesses might w antto use a LLP?

The type s of busine ss that LLPs were original ly de signed f or w ere professional partnerships
such as lawy ers, surveyors and ac countants. In many of the se cases, though no t all, they
have not been able t o oper ate thr ough limit ed companie s because of restrictions fr om their
professional associations and the op tion o f using a LLP offers some adv antage s.

How ever other busine sses may also bene fit fr om using LLPs, partic ularly ne w start-ups
who migh t otherwise ha ve formed limit ed companie s.

What liability might members o fa LLP have if some thing goe s
wrong?

Because LLPs are relatively ne w compar ed to other f orms o f busine sses, ther e are no
decisions y et by the ¢ ourts wher e some thing has gone wr ong. This is ther efore a hard
question t o answer but it look s as if the f ollowing de scribes the position as mos t people
understand it a t present:

¥ if, for example , a member o fa LLP were to give bad advic e to a client and the clien t
suffered a los s as a result, the clien t may be able t o tak e the LLP to court and be
aw arded appr opriate compens ation

¥ in certain cir cumstances it could be pos sible tha t the member who actual Iy gave the
advice may also be r equired by a courtt o pay compens ation t o the clien t

¥ itis however probable tha t any other members who w ere not directly in volved in the
advice wil | not have any personal liability . In a normal partnership it is quit e possible that
they w ould have had a personal liability .

It wil | still be e ssential f or LLPs (and individual members) who migh  t find themselv es in this
position t o have suitable insur ance cover.

The other ar ea that needs t o be consider ed is t o do with wha t the la w cal Is unlawful or
insolvent tr ading. In jus t the s ame w ay as compan y directors can be pr osecuted for the se
offences, members o fa LLP can also be prosecuted (and can be disqualified fr om being a
member o fa LLP in the futur e).

A decisionto use a LLP?

Any decision t 0 convert an e xisting partnership ort o set up a ne w busine ssusing a LLP is a
comple x one, involving legal, ac counting and ta x issues.

Tax treatment f or certain LLP members

The LLP is a unique entity as it c ombine s limit ed liability f or its members with the ta  x
treatmen t of a tr aditional partnership . Individual members can be deemedt o be self -
emplo yed and ta xed on their r espectiv e profit shar es.
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How ever, deemed self -emplo yed status is not aut omatic for all members . For example ,
individuals who w ould normal ly be r egarded as emplo yees in high-s alaried pr ofessional
areas such as the legal and financial servic es sectors original ly bene fited fr om self -

emplo yed status for ta x purpose s which r esulted in a los s of emplo ymen t ta xes payable.
As aresult the ta x treatmen t of certain LLP members w as changed so tha t their ta xes are

paid under P AYE

The rule s apply when an individual is a member o fan LLP and thr ee conditions ar e me't.

The conditions ar e:

¥ There are arrangemen ts in plac e under which the individual ist o perf orm servic es for the
LLRin their capacity as a member , and it w ould be r easonable t o expect tha t the
amoun ts payable by the LLP in respect of their perf ormanc e of those servic es wil | be
whol ly, or substantial ly whol ly, disguised s alary. An amoun t is disguised s alary if it is
fixed or, if variable, itis v aried without r eference to the o verall profits o f the LLP.

¥ The mutual righ ts and dutie s of the members and the LLP and its membersdono tgive
the individual significan tinfluence over the a ffairs of the LLP.

¥ The individual's c ontribution t o the LLP is less than 25% o f the disguised s alary. The
individual's ¢ ontribution is de fined (br oadly) as the amoun t of capital which the y
contribut ed to the LLP.

How w e can help

We w ould be deligh ted to discuss the se issues with y ou and demons trate wha t the impact
on your busine ss would be . Please contact us f or further in formation.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Making Tax Digital f or Individuals

Over the c oming y ears, the go vernmen t wil | phase in its landmark
Making Tax Digital (M TD) initiative, which wil | see ta xpayers mo ve
to a ful ly digital ta x system.

In this f actsheet w e outline some o fthe k ey issues for individuals including the P ersonal
Tax Account and Simple As sessment.

Making Tax Digital

Making Tax Digital f or Busine ss (M TDfB) w as introduced in the 2015 Spring Budge t. The
governmen t's 'M aking Tax Easier' documen t w as published shortly a fter, and outlined plans
for the 'end o fthe ta x return’. It also se t out the go vernmen t's vision t 0 modernise the UK's
tax system, with digital ta x accounts setto replace tax returns f or ten mil lion individuals
and fiv e mil lion smal | busine sses.

Revised time scales

How ever, industry e xperts and those within the ac  countancy sect or e xpressed concerns
over the pr oposed pac e and the scale o f the in troduction o f M TDfB. As a result, the
governmen t amended the initial time  table f or the initia tive's implemen tation, t o allow
busine sses and individuals 'plen ty oftime t o adaptto the change s

The focus of MTD is currently VAT which is being implemen ted from April 2019. HMR C has
confirmed tha t busine sses wil | not be ask ed to keep digital r ecords, or to update HVIRC
quarterly, for other ta xes until at le ast 2020.

Making Tax Digital f or Individuals

Although M TD has been paused f or individuals un til at le ast 2020 , HMRC has introduced the
Personal Tax Account and Simple As sessment.

The Personal T ax A ccoun t

Personal Tax Accounts (PTAs) are digital ta x accounts for individuals tha t have been cr eated
by HMRC, and are pre-popula ted with in formation held b y it. PTAs are designed t o permit
individual ta xpayers to communica te with HMR C, allowing them t o update their financial
details and check their ta x affairs in real time .

Taxpayers may mak e use of a PTA to mak e tax paymen ts, provide bank de tails t o HMRC for
tax refund purpose s and provide de tails o f ta xable bene fits fr om emplo ymen t: for
example , the use o fa companyy car.

Individuals can r egister for a PTA by visiting www .gov.uk/personal-ta x-account. The

governmen t predicts tha t, over time , the requiremen t t o comple te and file a ta x return wil |
lessen for those with s traightforw ard tax affairs.
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Simple As sessmen t

Under Simple As sessment, HMRC has the power to assess an individual's liability t o income
tax or capital gains ta x, without the ta xpayer having t o fil | out and submit ata x return.

Simple Assessment may be used t o deal with the ta x liabilitie s of:

¥ State pensioners whose s tate pension is higher than their personalta  x allowance wher e
the ta x owed canno t be collected via their ta x code.

¥ Taxpayers with P AYE liabilities who ha ve underpaid ta x and canno t have it collected via
their ta x code.

Taxpayers are required to ensure that the in formation pr ovided b y HMRC is correct, and pay
their inc ome ta x liability online or by cheque be fore a specific de adline, as outlined within
the le tter the y receive. If the ta xpayer belie ves the in formation t o be inc orrect, customers
are given 60 da ys to contact HMR C.

Those that mis s the de adline are encouraged t o contact HMR C in order t o discuss their
circumstances. Individuals who f ail to do so ma y be sub ject t o penaltie s.

Developmen t'paused'

HMRC announced a reprioritis ation o f certain HMR C projects at a House o f Commons Public
Accounts Commit tee in April 2018 and a pause inthe e xtension o f MTD in certain ar eas.
These areas include further de velopmen ts to the P ersonal Tax Account and further r oll out
of Simple As sessment. So far only some pensioners and ta xpayers with underpaid P AYE
have been mo ved onto Simple As sessment. The expectation w as that mor e PAYE
taxpayers w ould be mo ved out o f self-assessment and in to Simple As sessment. This has
now being paused with no indica tion o f when it wil | be resumed.HMRC has confirmed tha t
it wil | continue t o encourage mor e individuals t o use their P ersonal Tax Accounts and wil |
focus on impr oving the e xisting servic e to taxpayers.

How w e can help

No matter your personal cir cumstances MTD will undoub tedly affect y ou in the longt erm.
Please contact us f or mor e information on M TD.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provide s only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.
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Making Tax Digital for VAT

Over the c oming y ears, the go vernmen t wil | phase in its landmark
Making Tax Digital (M TD) initiative, which wil | see ta xpayers mo ve
to a ful ly digital ta x system.

This factsheet outline s some o f the k ey issues for busine sses.

Making Tax Digital f or Business

Making Tax Digital f or Busine ss (M TDfB) w as introduced in the 2015 Spring Budge t. The
governmen t's 'M aking Tax Easier' documen t w as published shortly a fter, and outlined plans
for the 'end o fthe ta x return'. It also se t out the go vernmen t's vision t 0 modernise the UK's
tax system, with digital ta x accounts setto replace tax returns f or ten mil lion individuals
and fiv e mil lion smal | busine sses.

Revised time scales

How ever, industry e xperts and those within the ac  countancy sect or e xpressed concerns
over the pr oposed pac e and the scale o f the in troduction o f MTDfB, and, as a result, the
governmen t amended the time table f or the initia tive's implemen tation, t o allow

busine sses and individuals 'plen ty oftimet o adaptto the change s'.

MTDfB, starting with V' AT, took e ffect fr om 1 April 2019 , as summarised belo w.

Making Tax Digital for VAT

Fom 1 April 2019 , busine sses are manda ted to use the M TDfB system t 0 mee t their V AT
obligations. Under the ne w rule s, busine sses with a turno ver above the VAT
threshold (currently £85 ,000) must k eep digital r ecords for VAT purpose s and provide their
VAT return in formation t o HMRC using MTD functional c ompatible so ftw are.

The new rule s have effect from 1 April 2019 , wher e a taxpayer has a 'pr escribed
accounting period' which begins on tha tdate, and otherwise fr om the firs tday of a
taxpayer's firs t prescribed accounting period beginning a fter 1 April 2019. The e xceptiont o
this is a smal | minority o f VAT-registered busine sses with mor e comple x requiremen ts who
wil I not be manda ted to comply with M TD for VAT until 1 Oct ober 2019.

The six mon th de ferral applie s to busine sses who f all into one o f the f ollowing ca tegorie s:
trusts, 'not for profit' or ganisations tha t are not set up as a company, VAT divisions, VAT
groups, those public sect or entitie s required to provide additional in formation on their V AT
return (go vernmen t departmen ts, NHS Trusts), local authoritie s, public corpor ations, traders
based overseas, those r equired to mak e paymen ts on ac count and annual ac counting
scheme users . HMRC expects tha t the de ferral wil | apply t o around 3.5% o f manda ted
busine sses.
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VAT returns

Those busine sses that fall within the sc ope of M TDfV are required to submit their V- AT
returns using so ftw are compatible with the M TDfV regulations . Informa tion wil | be
extracted fr om the digital r ecords in order t o popula te the V AT return.

There are no change s to the s tatut ory VAT return or pa ymen t dates. In addition, busine sses
who choose t o submit VV AT returns mon thly or in a non-s tandar d fashion wil | be able t o
continuet o do so.

Using thir d party so ftw are and k eeping digital r ecords

Under M TDfV, busine sses must mak e use of functional ¢ ompatible so ftw are to mee t the
new r equiremen ts. VAT returns wil | be calculated and submit ted to HMRC via an Application
Programme In terface (API). Submis sion can be fr om so ftw are, bridging so ftw are or API
enabled spr eadsheets.

HMRC acknowledge s ther e are dif ferent w ays to do this . How ever, the tr ansfer of datato
HMRC, from the manda tory digital r ecords to the filing o fthe r eturn, mus t be en tirely
digital. HMR C has published VAT Notice 700/22: M aking Tax Digital f or VAT setting out
requiremen ts in mor e detail.

Under M TD, manual r ecord keeping wil | not be ac ceptable . Specified r ecords have to be
kept digital ly, using 'functional c ompatible so ftw are.' This me ans a 'softw are program or se t
of compa tible so ftw are programs which can ¢ onnectt o HMRC systems via an API' which
must be capable o f:

¥ keeping r ecords in digital f orm as specified b y the ne w rule s
¥ preserving digital r ecords in digital f orm f or up t 0 six y ears

¥ creating a VAT return fr om the digital r ecords held in ¢ ompa tible so ftw are and submit ting
this data t o HMRC digital ly

¥ providing HMR C with VAT data on a v oluntary basis

¥ receiving in formation fr om HMRC via the API pla tform.

Records to be k ept digital ly are specified in the V' AT Notice. They include 'de signatory data’;
the VAT account linking primary r ecords and VAT return; and in formation about supplie s
made and r eceived. Requiremen ts are mor e extensive under M TD for VAT, for e xample in
relation t o supplie s made , wher e it is nec essary t o record the dif ferent rates of VAT
applicable . For supplie s received, the amoun tofinputta x to be claimed is also needed.

MTD is not comple tely paper -free, and it doe s not me an busine sses are manda ted t o use
digital in voices and receipts. Some records wil | still be kept in har d copy, such as the C79
import V AT certifica te. How ever the actual r ecording o f supplie s made and r eceived mus t
be digital. Wher e invoices and receipts aren't held digital ly, they should be k eptin hard
copy as usual for VAT purposes.

Softw are issues

The digital r ecords required for MTD don't have to be held in one plac e or one pr ogram.
Businesses can keep digital r ecords in a range o f dif ferent compatible digital f ormats. The
use of spreadsheets is allow ed, in combina tion with add-on M TD softw are.
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If the in formation is pr escribed as part o f the 'digital journe y', the manda tory submis sion
process, it mus t tr ansferred via 'digital link .' The VAT Notice define s the se.

Digital link s

A digital link is a tr ansfer or e xchange o f digital da ta be tw een so ftw are programs, products
or applications. Where a set of softw are products is used, ther e must be digital link s

betw een them, and onc e datais entered into softw are, any further tr ansfer or modifica tion
must be via digital link

Manual data tr ansfer is not allowed under M TD. An example w ould be no ting de tails fr om
invoices in one ledger , then using tha t handwrit ten information t o update manual ly ano ther
part o f the functional ¢ ompa tible so ftw are. Copying by hand or manual tr ansposition o f
data be tw een tw o or mor e pieces of softw are and 'c ut and pas te', or ‘copy and pas te' wil |
not be ac ceptable in the longt erm. There are however some tr ansitional arr angemen ts
(see belo w).

The VAT Notice outline s acceptable digital link s, including:

¥ linked cells in spreadsheets

¥ emailing a spr eadsheet with digital r ecords to an agen t for the agen tto import da tainto
softw are to mak e a calculation, such as a partial e xemp tion calc ulation

¥ transferring digital r ecords onto portable de vices (pen driv e, memory s tick) and giving
these to an agen't

¥ XML, CS/ import and e xport , download and upload o ffile s

¥ automated data tr ansfer
¥ API transfer.

Transition: so ft landing penalty period

For VAT return periods beginning be tw een 1 April 2019 and 31 M arch 2020, penaltie s wil |
not be char ged if busine sses don't ha ve digital link s betw een so ftw are programs. This

me ans 'cut and pas te' wil | be acceptable while busine sses update their s ystems. How ever,
from 2020 , HMRC will penalise non-c omplianc e.

The transfer of VAT return da ta t o bridging so ftw are to mak e submis sion to HMRC must
alw ays be digital, and is e xcluded fr om the so ft landing pr ovisions.

Softw are pr oviders

HMRC is not providing so ftw are. HMRC lists recognised pr oducts on the go v.uk site. The list
can be found at https://www .gov.uk/guidanc effind-so ftw are-tha ts-compa tible -with-
making-ta x-digital-f or-vat

If you already use ac counting so ftw are and y our supplier is no t on this lis t, ask if and when
they wil | upgrade products t o be M TD-compa tible .

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk
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Exemp tions

Under M TDfV, only a smal | handful o f busine sses are exempt. Please contact us ify ou
belie ve your busine ss may be e xempt. Businesses wil | be able t o mak e aright of appe al
against a HMRC refusal of exemp tion.

How w e can help

No matter if y our busine ss is big or smal I, MTD will undoub tedly affect y ou. As your
accountants, we can help y ou to stay complian t with the M TDfV rules.

For mor e information, ple ase contact us.

For in forma tion o fusers : This material is published f or the in formation o f clients. It provides only an o verview o f the r egulations in
force at the da te of publica tion, and no action should be tak en without ¢ onsulting the de tailed legisla tion or seeking pr ofessional
advice. Therefore no r esponsibility f or loss occasioned by any person acting or r efraining fr om action as a r esult of the ma terial can be
accepted by the authors or the firm.

Mabe Allen LLP Chartered Accountants and Busine ss Advisers www .mabe allen.co.uk
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