
Welcome to the Autumn edition of “the bottomline” our taxation and accountancy newsletter. Thisedition covers Raising Finance and News in Brief.
RAISING FINANCE
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All businesses, at some time in thebusiness cycle, require externalfinancing.  There are many issues tobe considered as well as the cost ofthe finance, such as flexibility,appropriateness to your business andthe control conditions that thefinancier may place over yourbusiness.
Loan Finance and Grants
• Bank FinanceApproximately 60%/70% of smallbusinesses use bank finance toassist them through various stagesof their business development.This may take the form of anoverdraft or a loan and dependingon the amount loaned they mayrequire personal guarantees of thedirectors or proprietors.  Thebusiness may have a strong assetbase and the banks may want totake a legal charge over the assetsinstead to provide them withsecurity in case things go wrong.For businesses that have been inexistence for over two years withturnover of less than £1.5M (£3Mif you are a manufacturer), but donot have sufficient security for aconventional bank loan, the SmallFirms Loan Guarantee Scheme maybe an option for raising businessfinance.  This scheme is backed bythe Government and guaranteesloans of between £5,000 and£250,000.
• GrantsThere are countless publicly fundedschemes that offer finance to newand growing businesses butunfortunately large amounts putaside each year go unclaimed dueto the stringent criteria that have tobe met to obtain such finance.

Some grants are available forspecific projects or to meettraining, employment, recruitmentor capital investment projects.Some grants take the form of cashawards, others as a subsidised loanor which require repayment onlyon the success of the venture.
• FactoringFactoring is a flexible form of loan,which advances money to acompany as it issues new invoices.Control for collection of debtspasses to the factoring company.The factor often has recourse tothe borrower if any debts are notsettled within an agreed creditperiod, although some factors offera ‘without recourse’ service wherethe debts up to a certain level areinsured.Factoring is generally moreexpensive than an overdraft as thefactoring company areadministering the sales ledger inaddition to financing it and endinga factoring arrangement can oftenprove to be difficult to manage.
• Leasing and Hire PurchaseThis form of finance allows abusiness to acquire an asset,paying for it over a period of time.In respect of hire purchase thebusiness will actually takeownership of the assets whereas inrespect of leases, the ownershipremains with the leasing company.Tax treatment of assets acquiredunder hire purchase and thoseacquired under leases is different.In the former the asset is treated asa company asset and capitalallowances are available thereon.With most leases the capitalelement of the lease repayment isallowed as a deduction against the

business’ taxable profits subject tocertain restrictions.  In both casesthe interest is an allowablededuction against profits.
Equity Finance

There are several forms of equityfinance available to new businessesalthough all obviously result in theinitial owners losing an element ofcontrol in their business and howthey run it.
• Venture CapitalA company is suitable for venturecapital investment if it exhibits highgrowth prospects, has a product orservice with a competitive edge orunique selling point, and has astrong management team.Venture capital provides long-termcommitted share capital to helpunquoted companies grow andsucceed.  Generally venturecapitalists look to a return of theirinvestment in three to five yearsand during that time they look togenerate at least a 20% return perannum.
• Corporate VenturingIn its most basic form, this is purelya financial investment with a largercompany taking an equity stake ina smaller company.  The larger firmlooks to make a return on itsinvestment when the company issold or floats on a recognised stockexchange.  There are tax benefitsfor the investing company.
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• Business AngelsBusiness angels are wealthyindividuals who invest in start upand growth companies in returnfor equity in the company.  Theinvestment can involve both timeand money depending upon theinvestor.  Investments can bebetween £10,000 and £250,000although in practice mostinvestments are in the region of£25,000.  As well as finance,business angels can offer years ofexperience in the business world.Although some prefer to becomea sleeping partner, others will getactively involved in your businessfrom writing a marketing plan to

taking the company through to astock market flotation.Business angels tend to invest inlocal companies and also favourspecific industries.  They invest ingrowing companies and willgenerally require growth potentialof at least 20%.  They will requirean equity stake in the businessand will want to know how theywill get their money back.  Thereare various tax schemes availableto business angels which make aninvestment more attractive.
• IncubatorsA fairly new concept in the UK,incubators provide a whole range

of resources to assist new andgrowing businesses which includebusiness planning, businessdevelopment, human resources,recruitment, financial andadministrative support as well asservices relating to property.  Itcan be a way of getting aserviced office, at a fraction of thecost and also consultancy adviceon all areas of business withoutincurring significant fees.  Theremay also be intangible benefitssuch as introductions to contactsto help grow your business.
If you require assistance in raisingfinance for your business pleasecontact us for more information.

Contacts:For further information about the issues raised in this newsletter or if you would like to find out about the range of services that wecan offer, please contact Stephen Dabby, Morisha Christy, Martin McNally, Tony Sian or Nick Nicolaou.

NEWS IN BRIEF
E111 formOn 1 June 2004 the EuropeanHealth Insurance Card (EHIC)was introduced for individualstravelling within the EuropeanEconomic Area andSwitzerland.  The UK has until31 December 2005 to introducethem.  However, from 19August 2004 the UK isreplacing the E111 form forpeople moving from the UK toother EEA states/Switzerland.From 19 August 2004,employees assigned to anotherEEA State/Switzerland fortwelve months or less or whonormally work in more thanone EEA State/Switzerland andtheir accompanying familymembers will need to get newE111s from any UK post office.The new E111 will not berestricted to emergencyhealthcare.
Statutory Sick Pay/StatutoryMaternity PayFrom 6 April 2005, under theNational Insurance andStatutory Payments Act:-1. Employers who fail toproduce any document orrecord under the scheme willface an initial penalty of

£300 and £60 per day forcontinuing failure.2. Employers who fail tomaintain any document facea penalty of up to £3,000.3. Employers who fail to makepayments of SSP or SMP willface a penalty of up to£3,000.4. Employers who fraudulentlyor negligently make orreceive payments in respectof the scheme will face apenalty of up to £3,000.Previously employers who didnot comply with the SSP/SMPregime faced minor criminalpenalties.
TelemarketingWith effect from 25 June 2004,limited companies and allpartnerships are entitled toregister their telephonenumbers on the TelephonePreference Service (TPS) registerin order to block unsolicitedtelemarketing calls.  Previouslythis service was available onlyto individuals and somepartnerships.  The newregulations mean that anyonemaking unsolicited promotionaland/or fundraising calls to anybusiness must check allnumbers against the TPS list.Failure to do so could result in afine.  Firms wishing to register

must do so in writing andregistration is renewable on anannual basis.  (tps-online.co.uk)
Rates of interest on taxThe rates of interest chargedby/payable by the InlandRevenue on corporation taxincreased to 5.5% and 4.25%from 21 June 2004.
Disability Discrimination ActFrom 1 October 2004 all serviceproviders must make‘reasonable adjustments’ totheir premises or the way theyprovide their services to ensurethey are not unreasonablydifficult for disabled people touse.  Fines may be levied fornon-compliance.

GREENBACKALAN NEWS
Christmas CardsWe have decided not to sendChristmas cards any more andinstead to donate the costs ofprinting and postage to anumber of charities.  If there isa charity that you considerparticularly worthy, please letus know.


