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TAX TIPS - BUDGET 2011
TAX RELIEF ON CREDIT BALANCES AND DIRECTORS’ LOAN ACCOUNTS

With careful planning the credit balances on directors’ loan accounts can be rescheduled and tax relief can be
obtained on the directors’ personal mortgage.

TAX AMNESTY-TAXSAFE

A new HMRC amnesty for plumbers to declare any income which has not been declared. This can apply to any
business. The deadline for the amnesty is 31% May 2011 to reduce the penalties.

SCHOLARSHIP FUNDING

HMRC approves funding for student employees of family companies, including university and colleges, up to
£15,480 tax free and tax deductable to the business. Speak to us for further advice.

TAX RELIEF ON ASSET PURCHASES

Tax relief on asset purchases (WDA) will reduce to 18% from April 2012. The 100% relief for asset purchases
(AIA) is being reduced from £100,000 to £25,000, again from April 2012. There are hybrid rates applicable
depending on the business year end. Please consult us prior to the April 2012 change to get advice on the impact
on your business.

ENERGY SAVING TECHNOLOGIES - ASSET PURCHASES
..... which includes the Dyson super hand driers!

100% tax relief still applies to these. Please identify these to us when compiling your asset registers to ensure
100% tax relief is claimed.

APPROVED MILEAGE RATE

Employees using their own cars for business mileage can now claim at 45p for the first 10,000 miles and 25p per
mile after that. There is also a little used car allowance for passenger payments at 5Sp per passenger per mile
travelling with the employee.

Volunteers may also claim at these rates from their voluntary organisation.

CAR FUEL BENEFIT CHANGE

Increased to £18,800. A 40% tax payer will have to use approximately 440 gallons of private fuel pa or 8.5
gallons per week to make the change worth incurring. This is more than 250 private miles per week. Consider
paying for your own private fuel and claiming a mileage allowance for the business useage.

GIFT AID RECORDS FOR SMALL DONATIONS

Charities and community amateur sports clubs that receive small donations of £10 or less will qualify for Gift
Aid for those donations up to £5,000 pa per charity, without the need to obtain a gift aid declaration. -
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TAX CREDITS

The “income disregard” level has reduced from £25,000 to £10,000. Tax credit business owners need to be
discussing this with us before July 2011 to benefit from the change.

ENTREPRENEURS’ RELIEF

Savings of up to £1.8m are now possible with the relief increased to £10m. Please ensure your company
shareholdings qualify if you are considering a future sale of your business or shares in your business.

INHERITANCE TAX AND WILLS

A reduced rate of IHT will apply where 10% or more of an estate is left to charity. The 40% rate will be
reduced to 36%. We recommend all our clients ensure that they have an up to date will, it represents their
wishes and is tax efficient. Please contact us for further advice.

IR 35 IS HERE TO STAY

Before the Budget, there was much hopeful speculation that the new Government might abolish, or at least tone
down, the notorious ‘IR 35’ legislation, which empowers HMRC to tax some freelance contractors, working
through personal service companies, as if they were employees. Indeed, in their first policy statement last year,
the Coalition had promised to ‘review IR 35, as part of a wholesale review of all small business taxation, and
seek to replace it with simpler measures.’

The Chancellor did not mention IR 35 in his Budget speech, but the printed Budget Report revealed that the
Government had decided that abolishing the personal service company legislation would put too much revenue
at risk. The research, reasoning and rationale behind this decision were not disclosed. No changes at all to the
legislation are proposed. Instead the Government has promised to ‘achieve simplification’ by asking HMRC to
publish more guidance and set up a dedicated IR 35 Helpline.

However, the current problem is hardly that contractors and their accountants are unaware of HMRC’s view that
anyone earning money ought to be paying tax (and National Insurance contributions) as if he (or she) was an
employee. The point is that, so long as those working through a personal service company, or on a self-
employed basis, generally pay lower taxes and (especially) lower National Insurance contributions than
employees, HMRC must be predisposed to rule that just about anyone is an employee, or a quasi-employee
subject to the IR 35 legislation. The fact that there have been so many successful challenges to HMRC’s
employment status and IR 35 decisions shows how difficult it is for them to give truly impartial advice.

The Office of Tax Simplification, set up by the new Government, suggested in a report published earlier in
March that the way ahead would be to unify income tax and National Insurance contributions, so that roughly the
same amount would be paid whether an individual was employed, self-employed or working through a personal
service company. In the Budget, the Government rejected this suggestion outright, saying that it was unwilling
to extend National Insurance contributions to dividends, rents or any form of income other than earnings.
However, to simplify matters for employers, it will move towards aligning the definition of earnings subject to
income tax, on the one hand, and to National Insurance contributions on the other.

INHERITANCE TAX

The Chancellor did announce a new inheritance tax incentive to promote charitable giving — he said: ‘If you
leave 10 per cent or more of your estate to charity, then the Government will take 10 per cent off your
inheritance tax rate.” Two words of caution — the first is that the new relief will not be available until April
2012. The second is that the Budget documentation makes it clear that ‘10 per cent off your inheritance tax rate’
means a reduction from 40% to 36%, not to 30%.



On the other hand, the minimum 10 per cent donation to charity is 10 per cent of the estate after deducting the nil
rate band (£325,000), any exempt bequests (for instance, to a husband or wife) and any reliefs (for instance, for
business or agricultural property).

By way of example, take three estates, each worth £1 million. The first testator leaves his entire estate to his
children, the second gives £67,500 to charity (ten per cent of the estate after deducting the nil rate band) and the
third £200,000:

Total estate £ 1,000,000 £ 1,000,000 £ 1,000,000
Charitable gift £ 67,500 £ 200,000

£ 932,500 £ 800,000
Tax at 40% on £675,000 £ 270,000

(£1m less £325,000)

Tax at 36% on £607,500 £ 218,700
(£932,500 less £325,000)

Tax at 36% on £475,000 £ 171,000
(£800,000 less £325,000)

Remaining for children £ 730,000 £ 713,800 £ 629,000

If exactly one-tenth of the estate (after deducting the nil rate band) is given to charity, the tax reduction pays for
76% of the gift and 24% comes from the children’s share. As the charitable gift increases (as a proportion of the
estate), the amount covered by the tax reduction reduces: to 49.5% of the gift in the third example above.

THE END OF THE CHEQUE GUARANTEE CARD

Anyone accepting payment by cheque for retail sales or private transactions should note that the Banks are
withdrawing the Cheque Guarantee Card scheme at the end of June. This means that payments made on or after
1 July 2011 will not be guaranteed, even if the purchaser produces a Cheque Guarantee Card.

This is so even if the Cheque Guarantee Card produced by the purchaser has an expiry date later than 30 June
2011. In fact, most cards will have a later expiry date, because they will remain valid for use as a debit card
and/or as a means of withdrawing cash from machines. Businesses currently relying on the scheme will need to
consider what their policy on accepting cheques will be from July.

TAX ALLOWANCES FOR MACHINERY AND COMMERCIAL VEHICLES

Political ping-pong: one of the last acts of the outgoing Labour Government was to increase the ceiling on
expenditure qualifying for the Annual Investment Allowance (the 100% write-off for most purchases of
machinery and commercial vehicles) from £50,000 to £100,000 a year. Then one of the first announcements by
the new Coalition Government was that the ceiling will be reduced to £25,000 — but not until April 2012.
Accordingly, there is still a window of opportunity to make major purchases before the Annual Investment
Allowance is reduced by three-quarters. If you need to buy new machinery or vehicles, it is particularly
important to take advantage of this window because, from April 2012, expenditure in excess of the reduced
Annual Investment limit will qualify only for writing-down allowances at a maximum of 18% per annum.

Great care must be taken in timing the purchase, because for most traders the transitional rules mean that the
window will in fact close before April 2012. This is because the £100,000 allowance is tied to the tax year — the
year to 31 March for companies and the year to 5 April for other businesses. If the accounting date is other than
31 March, it will be necessary to apportion the Annual Investment Allowance between accounting years. For
example, suppose a company makes up its accounts to 31 December annually. The Annual Investment
Allowance ceilings will be:



Year to 31 December 2011

January to March: 3/12 x £100,000 (ceiling for the year to 31 March 2011) £ 25,000

April to December: 9/12 x £100,000 (ceiling for the year to 31 March 2012) £ 75,000
£ 100,000

Year to 31 December 2012

January to March: 3/12 x £100,000 (ceiling for the year to 31 March 2012) £ 25,000

April to December: 9/12 x £25,000 (ceiling for the year to 31 March 2013) £ 18,750
£ 43,750

However, of that £43,750, only £18,750 can be spent after 31 March 2012. Thus for this company, the
maximum expenditure qualifying for an Annual Investment Allowance is:

Year to 31 December 2011 £ 100,000
1 January to 31 March 2012 £ 43,750
1 April to 31 December 2012 £ 18,750 *

* or if less, £43,750 minus the amount spent between 1 January and 31 March

Similar computations have to be made in the case of an unincorporated business, unless the accounting date is
31 March or 5 April.

And as if that wasn’t enough, there are some very complicated rules for deciding when expenditure is incurred
for the purposes of Annual Investment Allowance claims — and as will be appreciated from the above, the exact
day expenditure is incurred may make an enormous difference.

Accordingly, we would strongly encourage any clients considering major investments in machinery or
commercial vehicles to contact us for individual advice on maximising their tax relief as soon as possible.

ALL VAT BUSINESS TO FILE ONLINE AND PAY ELECTRONICALLY FROM APRIL 2012

If your business has a VAT turnover of less than £100,000, and you registered for VAT before 1 April 2010, you
will be legally required to file your VAT return online and pay any VAT due electronically in 2012. This
requirement is likely to become statutory for returns submitted from April 2012 and means that virtually all VAT
registered businesses will meet the legal requirement to file online.

This newsletter deals with a number of topics which, it is hoped, will be of general interest to clients. However, in the
space available it is impossible to mention all the points which may be relevant in individual cases, so please contact us
for personal advice on your own affairs. Please speak to one of our advisers, Alan Bolton, Sandra Savage, Michele

Howe or Tony Albinson about any of the above matters.

Alan Bolton is a member of a professional group of businesses who seek business opportunities for one another.
You may like him to introduce you to any of our group who you feel you may be able to do business with or you may be

interested in visiting the business referral group to see how we can benefit you.



