
2005 Pre Budget Report
On 5 December 2005 Gordon Browndelivered the Pre-Budget Report inorder to provide a progress report onwhat has been achieved in the taxyear to date, to provide an update ofthe state of public finances and theeconomy and to set out GovernmentPolicy in the run up to the AnnualBudget in the spring.  The main taxissues are summarised below butperhaps the most unexpected andcontroversial matter was theannouncement that the relaxation ofthe rules which would have enabledSelf Invested Personal PensionSchemes (SIPPs) and Small SelfAdministered Schemes (SSASs) toinvest in residential and other personalchattels are to be reversed.  This is amajor change in the rules detailed inour Autumn 2005 newsletter.
Other tax issues include: • Personal allowances for 2006/07were announced.  Most have beenincreased by inflation with the basicpersonal allowance for 2006/07being increased to £5,035 (2005/06£4,895).• Income tax rates for 2006/07 willnot be announced until next yearsBudget.• Thresholds for National Insurancehave broadly increased in line withinflation.• UITF40 - legislation is to beintroduced in the Finance Bill 2006to spread the impact of the ‘changein accounting practice’ introducedby UITF40.  This statement requiresa different valuation for work inprogress where an ongoing serviceis provided and in the main willimpact on professional practices.

The increased profits arisingfollowing the implementation ofUITF40 will be able to be spreadover up to six years.• The government will be takingsteps to ensure that there issufficient expertise within HMRCabout research and development inparticular in relation to small andmedium–sized enterprises inrelation to tax credits.  Theyacknowledge that the tax creditregime has not always beenmanaged as professionally as itcould have been in the past.• The Chancellor has announced thatthe zero starting rate band forcorporation tax will be withdrawnand all small company profits willbe taxed at 19%.  The introductionof the new starting rate ofcorporation tax of 10% in April2000 and its subsequent reductionto nil in April 2003 led to manymore businesses incorporating, inorder to take advantage of lowerrates of corporation tax and theability to extract funds from thecompany as NIC free dividends.  Inthe 2004 Finance Act legislationwas introduced to ensure thatprofits out of which non corporatedistributions were made were taxedat a rate of 19%.  This legislation isextremely complex and has resultedin an additional administrativeburden on small businesses.  It isnot yet known when thewithdrawal of the zero starting ratewill be effective.• From April 2006 the 50% rate offirst year capital allowances forsmall businesses will be re-introduced.

• Consideration is being given tomodernising the capital allowancessystem for business cars.• The Disclosure of Tax AvoidanceScheme rules have been extended tocover all income tax, corporation taxand capital gains tax.• From 5 December 2005 the rulesrelating to capital gains tax are beingamended to prevent a deduction forCGT purposes for losses on disposalsof certain insurance policiesincluding capital redemption policies.Schemes have been in existencewhich purport to create allowablelosses in circumstances where thereis no matching economic loss.These have been disclosed andhence legislation is being introducedto prevent such schemes.• The VAT Annual Accounting Schemethreshold will be increased from 1April 2006 to £1.35 million from itspresent level of £660,000.• From 1 January 2006 where aninput tax claim is made in respectof road fuel purchased byemployees for business mileage,the claim must be supported by aVAT invoice or invoices sufficient tocover the claim.  This is regardlessof whether the claim is based onmileage allowances or the actualcost of the fuel.• Changes have been announced tothe tax credits regime in order todeal with the well publicisedoverpayments problem.  Undercurrent rules the first £2,500 of anyincrease in income over a base yearis disregarded in recalculating anaward.  This limit is to be increasedto £25,000 such that in mostcases, awards will be based onprior year income.  This new limitapplies for 2006/07 onwards.There have been a number ofother changes to the scheme,mainly in respect of reporting.• A new film tax regime will comeinto effect from 1 April 2006 whichwill apply to production companieswithin the charge to corporation tax.If you would like advice on any of theproposed changes or have any otherqueries please do not hesitate tocontact us.
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The decision of the Court ofAppeal was a resounding victoryfor the taxpayers.  In particular itmeans that in many circumstanceswhere an individual and theirspouse work together they will beoutside the scope of the settlementlegislation which the Revenue hadtried to apply to ensure a highertax take.The decision will not apply to allcircumstances and if you want todiscuss your position in detailplease let us know.It remains to be seen if theRevenue will be able to take thiscase to the House of Lords orwhether they intend to changethe legislation.

Small Firms Loan Guarantee Scheme (SFLGS)

NEWS IN BRIEF
EU SalesHM Revenue and Customs haveadopted a hard line approach tozero rating sales to other MemberStates.  To qualify for zero ratingthe exporter needs to obtain andquote their customer’s VATregistration number on their invoiceand hold sufficient evidence ofexport to show the consignmentleft the EU.  We recommend thatall EU VAT numbers are checkedwith HMRC for validity prior to thesale.  You should check with yourhaulers and customers to ensurethat original documentation isprovided as evidence of export.
Gift Aid DonationsIn recent years there has been ahuge increase in the number oftelephone donations to charity.  Asa result the Government hasrelaxed the rules relating to Gift Aidfrom 1 November 2005.  Prior tothis date a donor made a verbaldeclaration which was followed upby a written statement from thecharity to the donor giving 30 daysin which to cancel the declaration.This requirement has beenremoved although the charity willhave to ensure that it maintains anadequate audit trail of the donor’sname and address, together with anote that the operation of Gift Aidwas explained to the donor.  Inaddition to the charity being ableto reclaim tax on the donation, thedonor can also claim additional

higher rate tax relief on submissionof their personal tax returns.
Christmas PartyIt is worth providing a reminder ofthe tax exemption available inrespect of an annual party orsimilar function provided foremployees.  The exemption appliesprovided the cost per head doesnot exceed £150.  The cost isdetermined by dividing the totalcost including VAT, transport andaccommodation by the number ofpeople attending (employees plusguests).  This is an exemption, notan allowance and hence if the£150 limit is breached, the wholeamount is assessable on thedirector or employee as a benefit.Where the limit is breached by saythree functions, it is important todecide which one or ones areexempt.
Stop Press - Taxation ofHusband and WifeCompanies andPartnershipsMany of our readers will bedelighted to hear the outcome ofthe ‘Artic Systems’ case which wecovered in our Autumn newsletterwas heard by the Court of Appealat the end of November 2005.In summary the case focused onthe Revenue’s objections to theway some married couples whojointly own and run a companycan use their salary and dividendpayments to reduce their joint tax bill.
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GreenbackAlanNews
As last year, we did not sendChristmas cards this year andinstead we donated money toTheatre for a Change, a charitythat uses interactive theatre topromote young people’s rights tolead healthy lives free fromabuse.  For more informationplease go to their website atwww.theatreforachange.com  We wish you all a very happy andprosperous 2006. 

From 1 December 2005 there arechanges to the SFLGS focusing onstart ups and younger businesses.The main criteria will be:• extending lending limits so that asimple £250,000 limit applies toall eligible small and medium-sizedenterprises (SME’s);• lifting the turnover limit foreligible SME’s to £5.6 million;• evaluating each business on thequality of the business rather thanon the borrowing history ofindividuals involved with thebusiness;• encouraging high street banks

and specialist lenders to makeSFLG loans available for a periodof between two and ten years;• limiting the provision of SFLG tofirms that have been in businessfor less than five years.The SFLG will cover 75% of thelender’s risk for which the businesswill have to pay an annual premiumof 2% of the outstanding balance ofthe loan.  SFLG loans may be ofinterest to SME’s that have beenunable to get normal loans becausethere is no security to guarantee it, ifthey operate in an approved sectorand have a viable business plan.


