
As concerns over the UK economy continue to 
grow, it is essential that all businesses, particu-
larly small and medium-sized enterprises, are 
properly prepared for financially-testing times. 
Sound business and financial planning is 
always important, but especially so in an eco-
nomic downturn. 
 
The following steps can help you and your firm 
weather the ‘credit-crunch’ storm; but remember, 
there is no substitute for one-to one professional 
advice, so contact us today to give your business 
the best possible chance of success. 
 
Debt management 
 

This is essential in an economic slowdown – you 
will soon encounter difficulties if you allow out-
standing debts to accumulate, a problem which is all 
the more likely in lean times. Make sure you have a 
clear policy for collecting debts and that customers 
are aware of it. Above all, ensure you enforce it. 
Pursue outstanding debts with letters and telephone 
calls and ensure that your terms of business allow 
for adding interest on overdue accounts. 
 
Maintain customer loyalty 
 

In difficult times it becomes harder to attract new 
customers. Therefore, it is more important than ever 
to maintain loyalty amongst your existing ones. 
Consider ways of developing and rewarding cus-
tomer loyalty, such as selected discounts 
(especially for early payment), regular mailings or 
loyalty cards. 
 
Beware of cutting prices 
 

If receipts begin to taper off, it can be tempting to 
cut prices. But this can be a mistake. In a recession 
your costs will inflate and as a result you may be 
forced to raise prices to cover this expenditure. 
Cutting prices can also have the negative long-term 
effect of devaluing your image in the marketplace. 
Remember that suppliers might raise their prices as 
well, so try to negotiate a long term discount with 
them. 
 

Don’t skimp on marketing 
 

The marketing budget is often the first casualty in a 
recession, but smart businesses continue to market 
through a downturn and position themselves to take 
full advantage of the upturn as soon as it starts. In 
tough times the marketplace becomes more com-
petitive – you may need to market more vigorously, 
not less. If you do not have a strategic marketing 
plan, now is the time to draw one up. 
 
Look after your employees 
 

While job cuts may be necessary in some circum-
stances, you should always try to retain your key 
employees: their strengths will help you through an 
economic downturn, and you will need them when 
business picks up. You should use any dips in the 
market as an opportunity for key staff to develop 
new skills and coach newer members. 
 
Planning ahead 
 

Planning is vital for the success of your business. 
You need to plan the changes that can strengthen 
your enterprise against tough times, and how those 
changes will be put into action. However, planning 
is not just about ‘worse case scenarios’ – we can 
work with you to plan for your business future, 
offering advice on business management and tax 
planning and personal financial planning. 
 

Contact us today and we will help you, your 
business and your family be financially suc-
cessful, whatever the economic future holds. 
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In an emergency ‘mini Budget’ on 13 May 2008, Alistair 
Darling raised the personal income tax allowance to 
compensate those who lost out as a result of the with-
drawal of the 10% tax band. The Chancellor may have 
hoped this headline-grabbing concession would silence 
his critics, but what do the changes really mean? 
 
The basic rate ‘tax cut’ 
 
The personal allowance for the current tax year (6 April 
2008 to 5 April 2009) is now £6,035. This is £600 higher 
than the allowance announced in March 2008, and amounts 
to a £120 ‘tax cut’ for basic rate taxpayers. When the new 
allowance is included in pay packets there should be a tax 
repayment of around £60 for basic rate taxpayers and a £10 
reduction in tax for each of the months between October 
and March. However, self employed individuals will not 
benefit from the revised allowance until 31 January and 31 
July 2009, when tax payments due for this tax year begin. 
 
If you take a salary that just covers your personal allow-
ance, you should be aware of moving your pay up to the 
new threshold of £6,035 (£503 per month), as the national 
insurance (NI) threshold has not changed. This remains at 
£453 per month, so any pay above that level will attract em-
ployees’ class 1 NIC at 11%, (or a reduced rate if you are 
contracted out), and employers’ NIC at 12.8%. This effec-
tively leaves lower paid workers who earn between £5,435 
and £6,035 per year in a ‘NIC trap,’ as they will pay NICs in 
2008/09 but no tax. 
 

Higher rate tax payers 
 
Higher rate taxpayers are helping to pay for the increased 
allowance as the level at which they start to pay 40% tax is 
reduced from £36,000 to £34,800. This reduced threshold, 
coupled with the increased personal allowance, brings £600 
of dividend income into the higher tax band to be taxed at 
32.5% rather than 10%. 
 
If your strategy is to keep your total income just below the 
higher rate tax threshold you should consider: 
 

• paying £480 (net) of pension contributions, to increase 
the basic rate band by £600 (gross); or 

• reducing the dividends you take from your company in 
2008/09 so your total taxable income after the deduc-
tion of allowances does not exceed £34,800. 
 

If your income is quite modest and largely comprises inter-
est or dividends, you may now qualify to receive all of your 
interest without a tax deduction. We can help you calculate 
this - please contact us for more information. 
 
Meanwhile, the higher personal allowances for those aged 
over 65 have not changed. However, if your age allowances 
were reduced due to the total level of your income, the mini-
mum allowance you will receive for 2008/09 is now £6,035. 
 
If you would like to know more about how the new rates 
could affect you, please contact us. 
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The Tax Band Turnaround: How Will The Changes Affect You? 

The Enterprise Investment Scheme (EIS) has been around for a number of years. It is a scheme under which 
those prepared to invest new risk capital into new or expanding businesses can obtain tax breaks. 
 
Subject to a number of conditions you can: 
 
• get 20% income tax relief for the year of investment 
• defer a capital gain realised up to three years before the date the EIS shares are issued, or up to one year after 
• benefit from 100% inheritance tax (IHT) business property relief when you die! 
 
All three of the above tax breaks have always been in existence, but the changes to the capital gains tax (CGT) rules 
earlier this year mean that CGT deferral has become more important than ever before. 
 
How it works 
 
If, for example, you sold an asset in 2007 which did not qualify for CGT taper relief, at a gain of £200,000, you could find 
yourself incurring a CGT bill of up to £80,000. However, if you invest £200,000 in EIS shares and retain them for the 
minimum three year period, the gain is deferred from 2007 to 2011 and the original £80,000 tax bill is cancelled. Instead, 
you will owe £36,000 (£200,000 at 18%) for the tax year in which you sell the EIS shares. 
 
Too good to be true? 
 
Well, you might say that! We have already hinted at the key warning – your investment will be for new and expanding 
unquoted companies, so there is a higher risk profile. However, if your investment does rise in value any gain will be 
exempt from CGT (only the original deferred gain becomes taxable when you sell), while if your shares fall in value you 
will at least have a loss which can be set against the deferred gain. 
 
It is also worth noting that if you hold on to your EIS shares until your death, current rules will exonerate them from IHT 
(100% business property relief). So you could get 20% income tax relief and deferral of CGT at up to 40% now, the gain 
would wash out on your death, and the shares would pass to your heirs IHT-free! 
 
We would recommend that you seek advice before considering an EIS investment and choose an experienced 
promoter to reduce your risk. Please contact us to discuss the tax rules in greater detail. 

A New Lease Of Life For The Enterprise Investment Scheme? 
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Remaining competitive in today’s economic climate can 
be difficult. While ingenuity and innovation are essential 
business attributes, a lot may be learnt from the actions 
and processes of your closest competitors. As such, 
taking the time to conduct a benchmarking review can 
be a rewarding task – increasing your efficiency and, 
more importantly, your profitability. 
 
What is benchmarking? 
 

Benchmarking involves comparing your business processes, 
products or services against those of your nearest competitor 
or industry leader. A good benchmarking review will allow 
you to assess how well each aspect of your business is per-
forming and identify areas for improvement. 
 

In essence, benchmarking entails: 
 

• establishing standards that will help you achieve the 
best relationships with your customers and the best re-
sults on your bottom line 

• observing how others, either outside your organisation 
or elsewhere within it, attain these standards 

• applying the knowledge gained to achieving and main-
taining those standards yourself. 

 

Benchmarking is not about copying others’ successes, but 
learning lessons from them. If you want your firm to be a 
world leader you need to be constantly researching the best 
practices and adapting them to your own situation. 
 

Where do I begin? 
 

Identifying rival businesses is the first crucial step when un-
dertaking a benchmarking review. Knowing who your com-
petitors are, and what they are offering, can help you to 

make your products, services and marketing stand out from 
the crowd. It will enable you to set competitive prices and 
help you respond to rival marketing campaigns with your own 
initiatives. 
 

When deciding which competitors should form the basis of 
your benchmarking exercise, select firms of a similar size 
and with similar objectives to help you calculate industry 
yardsticks. 
 

Smaller firms in particular can have difficulty in finding the 
equivalent information about other firms with which to make 
comparisons, especially if the other organisation is a com-
petitor. However, you do not need to source the data directly 
from the other firm. There is a surprising amount of informa-
tion available in magazines and newspapers, trade associa-
tion reports, and various publicly accessible databases. 
 

To benchmark successfully, however, it is not always neces-
sary to measure your performance against that of a competi-
tor. Comparing certain procedures with businesses in parallel 
industries or even in completely unrelated trades can often 
be very revealing and lead to creative, lateral thinking – a key 
element in the process of innovation. 
 

Internal processes 
 

You might also begin to benchmark internal processes such 
as stock levels or stock turnaround times, quantity of waste 
or rejects generated, cost of sales or sales per employee. 
Besides facilitating continuous improvement, this also helps 
to create a culture of settling for nothing but the best within 
your organisation. 
 

If you are interested in these and other ways of improv-
ing your business processes and profitability, please 
contact us. 

Making a mistake in your VAT calculations can prove 
costly, particularly in view of the recent changes to the 
penalty regime. Of course, avoiding errors altogether is 
ideal, but what action should you take if you do make a 
mistake? 
 

If you make an error in your VAT calculations you may in-
clude the under or overpayment in your next VAT return, 
providing the net errors for the period are within the speci-
fied limits. 
 

New rules 
 

For VAT periods ending before 30 June 2008 this error re-
porting limit was £2,000. However, for VAT periods begin-
ning on and after 1 July 2008 this limit is increased to the 
greater of: 
 

• £10,000 or 

• 1% of the turnover for the period in which the error is 
found (box 6 on the VAT return), subject to a maximum 
error of £50,000. 

 

Reporting the mistake 
 

Where the net VAT errors - underpayments set against over-
payments - exceed these limits, you should write to the VAT 

Voluntary Disclosure Office and divulge the details of your 
mistake. You can use VAT form 652 to do this, which can be 
downloaded from the HMRC website, or you may supply the 
following information on business headed paper: 
 

• the VAT period when the error(s) was made 

• how the error occurred and whether it relates to pur-
chases or sales 

• your calculation of the mistake and the total VAT pay-
able or refundable. 

 

The VAT office will normally reply with a demand for inter-
est on the late paid VAT, if the error produces a net under-
payment of VAT. Even if your net VAT error is within the 
error reporting limits, please discuss the situation with us 
before correcting the fault on your VAT return – it may be 
possible to minimise any penalty charged by writing to the 
VAT office instead. 
 

Notification and details of the error should be mailed to the 
VAT Voluntary Disclosure office that deals with your post-
code area. The correct address for your location can be 
found by contacting the VAT national advice line on 0845 
010 9000. 
 

We can help you with your VAT queries and concerns 
– please contact us for further advice. 
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Benchmarking For Business 

Avoiding The VAT ‘Penalty Trap’ 
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HM Revenue and Customs (HMRC) has recently increased 
the tax free allowance for home working expense claims 
from £2 to £3 per week. The new allowance, which is in-
tended to reflect rising energy costs and the increased ex-
pense of running a home office, became effective earlier 
this year. However, claiming expenses is not always 
straightforward as different rules apply to different catego-
ries of worker. 
 

Under HMRC guidelines employees who work from home fall 
into two categories: 
 

Type A: those who choose to work from home occasionally 
Type B: those who are based at home and do not have an alter-
native workplace. 
 

We have provided further guidance below to help determine an 
employee’s status. 
 

Type A: Occasional home workers 
According to HMRC, type A employees have a choice about 
their working arrangements. In this situation the employee can 
submit an expense claim to the employer for the additional 
household expenses that are incurred from working at home. 
These costs would include the increased energy required to heat 
and light the property for longer and, if metered, the extra water 
consumed. While the cost of business related telephone calls 
may be reclaimed, a proportion of the telephone line rental may 
not. Mortgage and general insurance charges are also ineligible 
for recovery because such expenses are fixed, irrespective of 
the working location. 

Submitted expense forms should be supported by receipts, 
which can be tedious to collect and process. As an alternative 
individuals may claim a flat weekly scale rate from their em-
ployer, which from April 2008 is set at £3 per week. Receipts are 
not required for expenses paid up to this scale rate, but business 
telephone costs may be paid in addition to the weekly allowance. 
It is worth noting that expense claims should be submitted to the 
employer and not directly to HMRC on the employee’s Tax Re-
turn. 
 

Type B: Permanent home workers 
Type B employees have no choice about working from home, as 
this is their permanent base. In this circumstance the employer 
will not provide an office at an alternative location. If an em-
ployee’s contract requires them to work at home, they may sub-
mit a claim on their Tax Return for the expenses of supporting a 
home office, providing the employer does not meet these costs. 
However, the employee is required to demonstrate that all of 
their work is completed in the home location and that it would not 
be possible to perform this work from a public place such as a 
local library. 
 

HMRC prefers employees to reclaim the costs of home working 
from their employers and, as a result, will only agree to a per-
sonal claim from an employee if the employer refuses to meet 
the employee’s home working expenses. 
 

Home working is an increasingly popular option for many 
employees. For more help on the tax implications, please 
contact us. 
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Are You Up-to-Date On Home Working Expenses? 

Business Mileage: Don’t Stall Over VAT Fuel Recovery 
For many business owners, motoring costs represent a 
significant proportion of their firm’s expenditure. As fuel 
prices climb to unprecedented levels, reclaiming VAT on 
car fuel is an ideal way to recover some of these draining 
costs. However, it is imperative that this process is car-
ried out correctly as this is often one of the first areas that 
a VAT inspector will study when reviewing your account-
ing records. 
 

If you pay a mileage allowance to your employees for busi-
ness journeys made in either their own vehicle or a company 
car, you can reclaim the VAT on the fuel element of those 
mileage payments. 
 

How it works: Private vehicles 
The mileage allowance for private cars is 40p per mile for the 
first 10,000 miles and 25p per mile for additional business 
miles driven in the same tax year. These rates have remained 
unchanged for more than six years and they are deemed to 
include an element of reimbursement for the vehicle’s other 
running costs.  To calculate the fuel only element you should 
refer to the HMRC advisory fuel only rates, published at: 
www.hmrc.gov.uk/cars/advisory_fuel_current.htm. These 
rates are re-issued at least every six months and the latest 
rates apply from 1 July 2008, though by concession they can 
be used from 1 June 2008.  In order to reclaim the VAT com-
ponent of the fuel element, firms should retain VAT receipts to 
cover the amount of fuel that is deemed to be used in the busi-
ness journey. When an employee submits an expense claim 
for business mileage he or she must state the engine size of 
their car, or the band it falls into, and provide VAT receipts for 
the fuel purchased. It does not matter that the employee ini-
tially purchased the fuel rather than the business. 
 

Example 
Fred drives 1,000 business miles in his own car, which has a 
1500cc diesel engine. The value of the fuel used according to 
the fuel advisory rates is 13p per mile: £130. The VAT element 
is 7/47 x £130 = £19.36. Fred must supply his employer with 
fuel receipts totalling at least £130 to allow the business to 
reclaim the VAT shown on those receipts. 

How it works: Company cars 
Some companies may pay for the entire quantity of fuel con-
sumed in a company car, which will inevitably include fuel 
used in private journeys. This takes the business into the 
realm of the VAT fuel scale charges, and brings the increased 
risk of incorrectly recording the figures on the VAT return as 
exemplified below. A new table of scale rates is published in 
the Budget each year to take effect from VAT periods begin-
ning on and after 1 May. 
 

Example 
Albert drives a company car with CO2 emissions of 180g/km. 
His employer pays £500 for fuel that is used for both business 
and private journeys. The business can then recover input 
VAT on the fuel using the following calculation: 7/47 x £500 = 
£74.47. However, as some of this fuel was used for non-
business purposes the VAT scale charge will need to be ap-
plied. This is effectively an output VAT charge on the fuel sup-
plied to Albert that he uses privately, but the scale does not 
vary with the miles driven per quarter or year, only with the 
CO2 emissions of the vehicle. The VAT scale charge in this 
case is £49.30. 
 

Advice for employers: How to recover VAT 
In your VAT return you need to include £49.30 in box 1, and 
reclaim £74.47 in box 4. The VAT exclusive value of the scale 
charge (£281.70) is included in box 6 of the VAT return, which 
is the outputs box.  It is possible that the output VAT in box 1 
will exceed the VAT reclaimed in box 4. In this case your busi-
ness will lose out by operating the VAT scale rates. The only 
way to avoid this is not to reclaim VAT on any fuel purchased 
for company vehicles, but you must tell HMRC when you 
change your practice in this area. Alternatively, you can ask 
your company car drivers to pay for their own fuel and then 
pay mileage allowances for business journeys only. 
 

We can help you calculate and reclaim VAT on car fuel – 
call us for further advice and information. 
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Employed Or Self-Employed? 

Business Round-Up 
Changes to the National Minimum Wage 
 

From 1 October 2008 the main adult rate of the National Mini-
mum Wage (NMW) rises from £5.52 to £5.73 per hour. 
 

In addition, the hourly development rate for those aged 18-21 
increases from £4.60 to £4.77 and the rate for workers aged 
16 and 17 climbs from £3.40 to £3.53 per hour. The new rates 
are based on the recommendations of the independent Low 
Pay Commission, which was asked to monitor and review the 
impact of the NMW. 
 

Following a series of high profile breaches, the Government 
has also outlined proposed changes to how the NMW is en-
forced, including tougher penalties for employers that fail to 
comply with the obligatory wage. 
 

The reforms, which form part of the Employment Bill, include 
granting greater inspection powers to NMW compliance offi-
cers and strengthening the penalty regime for offences com-
mitted under the new legislation. The Government is also 
consulting on plans to introduce a fairer method of calculating 
arrears for workers who have been underpaid. 
 

Furthermore, the Bill contains changes to the way criminal 
offences existing under the NMW Act are investigated and 
enforced. In particular, for the most serious cases, offences 
may be tried in the Crown Court. Subject to parliamentary 
approval, the new provisions are expected to come into force 
in April 2009. 

Ruling on tips and the NMW 
 

Meanwhile, a High Court has ruled in favour of HMRC and 
against Annabel’s restaurant and nightclub by supporting cur-
rent NMW legislation relating to waiting staff tips. HMRC ar-
gued that payment via a ‘tronc’ (an independent tips distribu-
tion scheme) does not count towards the minimum wage. 
 

The judgement means that employers have to pay their staff 
at least the minimum rate regardless of any tips, gratuities, 
service or cover charges, so long as they are not paid directly 
through the employer’s payroll. 
 

Workers to be given right to request training 
 

The Government has outlined plans to give workers in Eng-
land the right to request time off for training relevant to their 
employment. An estimated 300,000 extra people could re-
ceive training if the new legislation is implemented as ex-
pected by 2010. 
 

It is thought that the new entitlement will apply to all employ-
ees who have worked for their employer for 26 weeks, with 
requests likely to be treated in a similar way to those for flexi-
ble working. 
 

The new legal right would not force employers to grant re-
quests, providing they could justify the refusal on business 
grounds and had discussed the issue at length with the indi-
vidual. 

Should you treat the people who work for you as employed 
or self employed? This seems deceptively simple, but it is 
important to get it right as a mistake can lead to serious 
consequences. In an attempt to clarify the situation, HM 
Revenue and Customs (HMRC) has released new guidance 
to help people calculate their employment status for tax 
and national insurance (NI) purposes. 
 

The new guidance 
 

Factsheet ES/FS1 – Employed or self employed for tax and 
national insurance contributions – provides updated advice for 
employees in view of the new construction industry scheme as 
well as managed service companies. 
 

HMRC’s latest guidance makes it clear that ‘employment status 
is not a matter of choice,’ as it is based on the terms and condi-
tions of the agreement you have with who you work for. The 
new pamphlet also reiterates that the responsibility for making 
sure it is correct remains firmly with the employer. While it re-
places part of the IR56 publication (Employed or self em-
ployed?), employers have been advised to refer to the original 
IR56 until further information is released. 
 

How do you decide? 
 

Although there is no clear-cut answer to this question, gener-
ally workers are employed if they work for someone and do not 
have the risk of running a business. Workers are self employed 
if they are in business for themselves and are responsible for 
the success or failure of that business. 
 

Factsheet ES/FS1 includes a series of questions to test the 
particular circumstances of any working relationship and thus 
help determine an individual’s employment status. These cover 
areas such as: 
 

• being allowed to get someone else to do the work 

• working under detailed instructions 

• working for other people 

• correction of unsatisfactory work 

• payment by the hour or overall contract price 

• provision of materials and equipment 

• integration with the employer’s business. 
 

These are matters of general employment law and not specific 
tax legislation. 
 

When things get complicated 
 

The questions in HMRC’s new employment status leaflet 
should cover most situations, although exceptions will inevita-
bly arise. If you encounter difficulties, you may find the online 
Employment Status Indicator (ESI) tool very useful. Visit 
www.hmrc.gov.uk/employment-status/index.htm to access 
the free online resource. 
 

What if you are wrong? 
 

If you treat workers as self employed and they are subse-
quently ruled to be employees, you could find that all the pay-
ments you have made will be treated as net payments, and you 
will have to pay the corresponding tax and employees’ NI, as 
well as the employer’s NI. You have no right in law to recover 
such items from your employees after the event. 
 

You may also have to pay interest and penalties for incorrect 
returns. 
 

It is important to act now to avoid incurring such penalties, 
so please contact us to discuss this subject in more detail. 



Coates and Partners Limited are based in Ashbourne. We are a four director 

firm with excellent staff support.  We predominantly look after owner 

managed businesses and, as we have been established for over 55 years, 

many clients are second and third generation. 
 

Although mainly based in Derbyshire, we have a nationwide client base, 

with some clients staying with us despite relocation.  We have in excess of 

eight hundred clients made up of a wide range of businesses including a 

strong international section. 
 

As you would expect from an established firm of Chartered Accountants, we 

provide a full range of compliance services, ensuring that all our clients, 

whether corporate or not, are carefully and efficiently looked after in all 

aspects relating to their annual accounts and resultant tax implications.  

However, in addition to these services, we offer an extensive range of 

business development services, including strategic management and 

development. 
 

Please call us for a free initial consultation. 

The Old Vicarage 
51 St John Street 
Ashbourne 
Derbyshire 

Coates and Partners Limited 

Reminders for your Autumn Diary 

Phone: 01335 301850 
Fax: 01335 300315 
E-mail: enquiries@coatesandpartners.co.uk 

“the forward looking accountants” 

www.coatesandpartners.co.uk 

This newsletter deals with a number of topics which, it is hoped, will be of general interest to clients. However, in the space avail-
able it is impossible to mention all the points which may be relevant in individual cases. It is recommended you seek professional 
advice before taking any action. No liability can be accepted by Coates and Partners Limited for any action taken or not taken as a 

result of this information. 

September 2008 
 
30 End of CT61 quarterly period. 
  
 
October 2008 
 
1 Due date for payment of Corporation Tax for period ended 31 December 2007. 
 
5 Individuals/trustees must notify HMRC of new sources of income/chargeability  

in 2007/08 if a Tax Return has not been received. 
 
14 Due date for income tax for the CT61 quarter to 30 September 2008. 
 
19/22 Quarter 2 2008/09 PAYE remittance due. 
 
31 Last day to file 2008 Tax Return – paper version. 
  
 
November 2008 
 
1 Please ensure you are retaining your documents for the 2009 Tax Return. 
 
2 Last day for notifying car changes in quarter to 5 October- P46 (Car). 

Web Watch - Essential Sites for Business Owners 
www.e-skills.com 
Provides advice, services and programmes to help develop 
and improve IT skills in the workplace 
 
www.getsafeonline.org 
Free and objective advice on internet safety for you and 
your business 

www.envirowise.gov.uk 
Practical tips to help increase profits, reduce waste and 
minimise your environmental impact 
 
www.lowpay.gov.uk 
Information on the National Minimum Wage, including past 
and current rates and consultations 


