
Pre Budget Statement
The chancellor Gordon Brownpresented his Pre-BudgetReport on Thursday 2December. The speech itselfappeared short in content butas ever, the devil was in thedetail of the accompanyingPress Releases and otherdocuments. In particular,corporation tax reform wasthe subject of a detailedtechnical note. In additionthere will be consultation on asingle tax return to bringtogether all small businesstaxes. One announcementwhich has caused controversyis the possibility ofretrospective legislation beingused in the future to block taxschemes.  Our summary coversthis and a raft of othermeasures announced in thespeech.
PERSONAL TAXATION
AllowancesThe Chancellor confirmed thelevel of income tax allowancesfor 2005/06. The personalallowance for those agedunder 65 is increased in linewith inflation to £4,895 for2005/06. Personal allowancesfor those aged 65 and overwill be increased in line withearnings.

Child Tax Credit & WorkingTax Credit The Child Tax Credit which ismeans tested is potentiallyavailable to families who haveresponsibility for one or morechildren.  There are severalelements to the credit butbroadly the maximum for2005/06 is £1,690 per childtogether with a family elementof £545 per annum.  Somecredit is likely to be due for2005/06 if a family’s income isless than £58,175 a year, or£66,350 if there is a childunder one year old.  TheWorking Tax credit is alsoincreased.
Child Trust FundThe Child Trust Fund (CTF) isbeing introduced for allchildren born from September2002.The government willprovide an initial award of£250 (£500 for children fromlow-income families who alsoqualify for full Child TaxCredit).  A child will be eligibleif Child Benefit has beenawarded for them and theyare living in the UK. If theseconditions are met the awardis made automatically with noneed for a separateapplication. Vouchers will besent to the Child Benefitclaimant and should be used

to open a CTF account whenthey become available in2005. A further payment willbe made to every child for itsseventh birthday.  Family andfriends of the child can makeadditional contributions of upto £1,200 a year betweenthem. The income and gains inthe CTF will be tax free andmay be accessed by the childat age 18.
Civil Partnership ActThe Civil Partnership Actwhich gives legal recognitionto same-sex couples receivedRoyal Assent in November.However the Act is not likelyto come into effect for abouta year. The Act will allowsame-sex couples to make aformal legal commitment toeach other by entering into acivil partnership through aregistration process.  The Pre-Budget Report confirms thatthe tax consequences of theCivil Partnership Act will bedealt with in the ‘firstavailable’ Finance Bill. For taxpurposes, registered same-sexcouples will be treated in thesame way as married couples.
Pensions Earnings CapWith effect from 5 April 2005the earnings cap is increasedto £105,600.  In addition thelimits on final remunerationimposed on members ofcompany schemes is increasedto be aligned with this figure.
Individual Savings AccountsThe annual investment limitsof £7,000 and £3,000 whichwere due expire on 5 April2006 are to be extended to 5April 2009.
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Charitable givingIn order to encourage morecharitable giving, some of thecurrent rules for Payroll Givingand Gift Aid are to be relaxed.  
EMPLOYMENT ISSUES
National InsuranceContributionsFor 2005/06 although therates with the exception ofClass 2 and 3 remain thesame, thresholds are allincreased.
ChildcareAs announced in the 2003 Prebudget statement, with effectfrom April 2005, the first £50of employer childcare vouchersor provision will be tax andnational insurance free.Further measures are to beintroduced including:
• A 10 year strategy settingout the Government’s visionof providing qualitychildcare.
• An extension of paidmaternity and paternityleave.
• The right to transfer aproportion of maternityleave to the father.
Company Car TaxCurrently the car benefit iscalculated by reference to thelevel of CO2 emissions.  Thishas the effect of makingDiesel powered cars morepopular with company cardrivers despite a 3% surchargewhich is applied if a diesel cardoes not comply with cleanerEuro VI standards.  With effectfrom 6 April 2006 thissurcharge will be removed forvehicles registered after 1January 2006.  The surchargewill continue on carsregistered previously.

BUSINESS ANDCORPORATION TAX
A Technical Note takes forwardthe government’s commitmentin this year’s Budget to publishfurther legislative proposals onthe reform of corporation tax.The note covers topicsaddressed in previousconsultation documentsnamely:
• the reform of the schedularsystem for companies
• the tax treatment of capitalassets
• the taxation of leasingtransactions
• the tax differences betweentrading and investmentcompanies.
New small business unit atHM Revenue and CustomsA Bill which will provide theauthority to integrate the InlandRevenue and HM Customs &Excise and create HM Revenueand Customs (HMRC) has beenintroduced to Parliament.Details of a new small businessunit of HMRC have beenannounced. It will be chargedwith improving customerexperience and compliance aswell as reducing costs for bothbusinesses and HMRC. Thelong term goal for HMRC is toenable its support andcompliance staff to take a‘whole view’ of each customer,by providing: 
• joined-up systems so that abusiness needs to provideinformation only once, wherepossible through a singleform
• integrated audits coveringdirect and indirect taxes

• a single account throughwhich all payments andrepayments may be made.
As a first step the InlandRevenue and Customs andExcise will now beginconsulting on the scope for asingle tax return that wouldbring together all small businesstaxes.
Proposed Business PremisesRenovation Allowance(BPRA)In their aim to raise investmentin Enterprise Areas thegovernment has issued aconsultation document inrespect of a BPRA scheme.  Thisscheme would provide 100%first-year capital allowances forcosts of converting orrenovating business property inEnterprise Areas.
Small businesses – discussionpaperIn the recent past theChancellor has hinted that hewill look at the differences inthe tax treatment betweensmall businesses that chose tooperate through sole trader,partnership or corporatestructures.  Earlier this year thegovernment introduced themuch publicised 19% minimumrate of corporation tax onprofits distributed to non-corporate shareholders. In thegovernment’s words this was toaddress its ‘concerns about theincreasing numbers of self-employed individuals adoptingthe corporate legal form for taxreasons rather than as a step togrowth’. The governmentintends to monitor this area toensure that its objectives for thetax system continue to be met.A discussion paper has nowbeen issued and invitescomments on the strategicdevelopment of the personaland corporation tax regimes asthey relate to businesses.



Anti-avoidance measuresA number of measures havebeen announced aimed attackling fraud and avoidance.Some of these measures arisefrom the disclosure of taxscheme rules introduced inFinance Act 2004 to provideearly warning to the InlandRevenue and Customs andExcise of schemes. In addition, the Paymaster

General has announced thatretrospective legislation may beused to stop other tax schemesarising in the future whichattempt to avoid rewards toemployees being taxed. Whenthe government becomesaware of such arrangements, itwill introduce legislation toclose them down, effective ifnecessary from 2 December2004.

Property Investment FundsFollowing consultation, thegovernment continues tobelieve that tax reform in thisarea has the potential toimprove the efficiency of theproperty market. Howeverthere will not be legislation in2005 but a discussion paperwill be issued.

Many of you are aware that theInland Revenue have beenunhappy in the way somehusband and wife businesseshave been sharingprofits/dividends.  They believethat often the arrangements aredriven almost exclusively by taxavoidance motives.
One of the weapons the InlandRevenue are using to attacksuch situations is thesettlements legislation. Opinionsare divided on the correctnessof their interpretation and arecent test case before theSpecial Commissioners has donelittle to clarify the position. Thetwo Commissioners managedto disagree on virtually everypoint at issue and althoughtechnically the Revenue won thecase on a casting vote by thepresiding Commissioner no firmgeneral conclusions can bedrawn.
By way of background the caseconcerned an informationtechnology company (ArcticSystems) where both husbandand wife (Mr and Mrs Jones)initially subscribed for shares inthe company when it wasformed but Mr Jones did mostof the work in the company. MrJones was a director and Mrs

Jones the company secretary.The company employed no oneother than Mr and Mrs Jones.The company’s profits were paidout to the couple partly assalary but mainly as dividends inorder to optimise the taxposition of the couple. TheInland Revenue sought to taxthe wife’s dividend as income inthe husband’s hands andthereby collect some extra tax.
The taxpayers, supported by theProfessional Contractors Group,have confirmed that they willappeal the decision to the HighCourt and we expect the caseto be heard in Spring 2005.  Inthe meantime the Revenue hasissued some guidance on theapproach to be taken whencompleting 2003/04 personaltax returns for individualspotentially affected by the case.As you are aware the deadlinefor submission of 2003/04returns is 31 January 2005.Having reviewed the guidanceour view is that it is wise tocomplete your tax returns in thesame way as always andconsider the position again oncethe High Court case has beenheard. 
However, there are a number ofalternative ways of dealing withthe situation.

a) Complete your returns onthe basis that you agreewith the Inland Revenue’sview on this matter i.e.accept the decision in theArctic Systems case so far.This will draw immediateattention in respect ofearlier years.b) Complete your returns andput on them that you donot accept the InlandRevenue’s view but thiswill also draw immediateattention for both thecurrent and earlier years. c) Make a full disclosure ofinformation for the currentyear (such as businessaccounts andcomputations, a summaryof how the businessoperates and in particularwhat is done by each ofyou in running thebusiness) but this onlyprotects the current yearand draws attention to theposition for earlier years.We do not feel that any ofthese approaches is currentlynecessary or indeed attractive.
Clearly the continuinguncertainty surrounding thiscase is unsatisfactory and futureeditions of "the bottom line"will keep you updated ondevelopments.
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As mentioned in our AutumnNewsletter we did not sentChristmas Cards last year.Instead we chose to make acontribution of the costs tovarious Charities.  We invitedyour suggestions for suitableorganisations and we aredelighted to announce that

the donation was splitbetween Leukaemia ResearchFund, Meningitis ResearchFoundation, Theatre for aChange and Mind(Kensington and Chelsea).

by their parent companiesto adopt them.  Otherunquoted companies willhave to decide whetherthe usefulness of havingaccounts which arecomparable withcompanies adopting IAS’sis outweighed by the costsof compliance and theimpact on distributableprofits and taxation.

InternationalAuditing Standards(ISA’s)
With effect for accountingperiods commencing on orafter 15 December 2004new International AuditingStandards are in place forthe audit of all businesses.The practical effect of theadoption of ISA’sthroughout Europe willmean that entities aresubject to the samestandards of audit nomatter where they arelocated or where the audittakes place.
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NEWS IN BRIEF
Pensionssimplification
Further to our SummerNewsletter we wouldremind readers that thePensions simplificationslegislation is due to comeinto effect on 6 April2006.  We thereforerecommend that yourexisting arrangements arereviewed as soon aspossible to ensure thatappropriate action is takenbefore April.

Increased AnnualReturn Fees
Companies House are toincrease the annual returnfiling fee for non-electronically filed returnsfrom £15 to £30.  Wehave already written to allclients for whom we dealwith Company Secretarialservices as we areintroducing an electroniclodgement service.  If you

have not already done soplease return yourauthorisation as soon aspossible, as this initiativewill now result in afinancial saving for you.  Ifwe do not currently act foryou in CompanySecretarial matters but youwould like us to do so,please contact us.

InternationalAccountingStandards (IAS’s)
International AccountingStandards are to becomecompulsory for all UKquoted companies foraccounting periodsbeginning on or after 1January 2005, as a resultof EU regulation.  The DTIhave announced thatunquoted companies havethe option to adopt IAS’srather than applying UKgenerally acceptedaccounting practice(GAAP).  UK subsidiariesof overseas parents mayhave pressure put on them
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