This applies to everyone liable to Capital Gains Tax

The 2010 Emergency Budget saw the introduction of
key changes to the capital gains tax (CGT) regime,
including a new 28% top rate of CGT.

There are now two rates of CGT for individuals — a standard
rate of 18% and a higher rate of 28%. From 23 June 2010,
the rate of CGT payable on gains realised on or after this date
depends on the level of the individual’s taxable income and
post-22 June 2010 gains for the tax year.

The higher rate applies to gains realised after 22 June 2010
where an individual has total taxable income and gains for the
tax year of more than the basic rate band for income tax. For
2010/11 this is set at £37,400. In deciding whether the higher
rate applies, no account is taken of any gains realised before
23 June 2010. Where an individual’s total taxable income and
post-22 June gains are below £37,400 the standard rate of
18% applies. All gains realised before 23 June 2010 are taxed
at 18%.

The figure for total taxable income and gains is calculated
after taking into account all allowable deductions including
losses, personal allowances and the CGT annual exemption.
Where Entrepreneurs’ Relief applies the effective rate remains
at 10%.

An individual can choose to utilise losses and the annual
exemption in a way that minimises his or her overall CGT
liability. This allows an element of planning for 2010/11 in
circumstances where pre-23 June 2010 gains are taxed at
18%, but gains arising after 22 June are taxed at 28%.
Clearly it is better to save tax at 28% rather than at 18% and,
where the higher rate applies, the annual exemption and any
losses should be set against post-22 June 2010 gains first.
This is illustrated in the following example:

Example

Jane realises gains and losses during 2010/11 as follows:
April 2010: Loss £5,000

May 2010: Gain £20,000

July 2010: Gain £40,000

Jane has other income, after deducting her personal allow-
ance, of £30,000 for 2010/11. Her total income and post-22
June 2010 gains are £70,000, which will mean that the higher
rate will have effect for part of the post-22 June 2010 gains.
To minimise her overall liability, Jane should set the loss of
£5,000 and the annual exemption of £10,100 against the July
gain of £40,000, reducing it to £24,900. It does not matter
that the loss was realised before 23 June 2010 as it was still
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within the 2010/11 tax year. Jane’s other income is £30,000,
leaving £7,400 of the gain to be taxed at 18%. The remaining
£17,500 of the gain is taxed at 28%. Her total CGT liability for
2010/11 is therefore £9,832, calculated as follows:

May gain: (£20,000 @ 18%) £3,600

July gain: £7,400 @ 18% £1,332
£17,500 @ 28% £4,900

CGT liability for 2010/11 £9,832

Had the loss and the annual exemption been set against the
May gain, this would reduce the May gain to £4,900, but
increase the portion of the July gain liable to higher rate CGT
to £32,600. This would increase her CGT liability for 2010/11
to £11,342. By utilising the exemption and loss carefully the
overall CGT liability is minimised.

The failure to align CGT and income tax rates means that
capital is preferable to income where the option exists. This
should be taken into account in planning strategies.

For further information and advice, please contact us.
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The increase in VAT — what you need to know

This applies to everyone who buys and sells from
VAT registered businesses

As announced in the Emergency Budget, the standard
rate of VAT is set to rise from 17.5% to 20% on 4
January 2011. It is hoped the additional revenue gen-
erated from the increase will help to reduce the UK
deficit. The change will undoubtedly have a significant
impact on many businesses, with the cost of imple-
menting the new rate expected to cost UK firms mil-
lions of pounds in administration fees.

Applying the higher rate

The rate of VAT that businesses charge depends on the date
that goods or services are supplied. For VAT purposes this is
the date that goods physically change hands (or a service is
completed); or payment is received; or an invoice is issued —
whichever is the earliest. The rules are modified in certain
situations, including when there is a change in the standard
rate of VAT.

For any sales of standard-rated goods or services that take
place on or after 4 January 2011 businesses should charge
VAT at the new rate of 20%. As a consequence, firms cur-
rently calculating their VAT using the VAT fraction of 7/47
should use the new fraction of 1/6 from 4 January 2011.

Zero rated supplies, such as basic foodstuffs, children’s cloth-
ing and books; exempt supplies, such as education and
health; and supplies subject to VAT at the reduced 5% rate,
such as domestic fuel and power, are not affected by the
change.

Anti-forestalling legislation

The Finance (No.2) Act 2010 included anti-forestalling legisla-
tion to prevent the 17.5% rate applying to supplies of goods
or services that are provided on or after 4 January 2011.

The legislation prevents forestalling by introducing a supple-
mentary charge to VAT of 2.5% on the supply of goods or
services where the customer cannot recover all the VAT on
the supply, and one or more of the following conditions are
met:

® the supplier and customer are connected parties;

® the value of the supply (and any related supplies made
under the same scheme) exceeds £100,000. But this does
not apply if the prepayment or issuing an advance VAT
invoice is normal commercial practice;

® the supplier or someone connected to the supplier funds
a prepayment for the goods or services;
or an advance VAT invoice is issued where payment is not
due in full within six months (except hire purchase in-
voices issued in accordance with normal commercial
practice).

The supplementary charge to VAT is due on 4 January 2011
and must be accounted for on the supplier’s VAT return cover-
ing that date.

The flat rate scheme

Introduced in 2002, the VAT flat rate scheme is designed to
simplify VAT for businesses with an annual turnover up to
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£150,000, tax exclusive. While the rise in VAT will not change
the £150,000 threshold, it does affect the flat rate scheme
sector flat rates, which have been recalculated. A selection of
the new rates is displayed in the table below.

A full list of the recalculated sector rates can be found on HM
Revenue & Customs’ (HMRC) website: www.hmrc.gov.uk/
budget2010/vat.htm

The impact on consumers
The increase in VAT will undoubtedly have an impact on con-

Category of business Appropriate percentage

carried on (from 4 Jan 2011)

Retail of food, newspapers,

confectionery 4
Pubs 6.5
Sport or recreation 8.5
Hotel or accommodation 10.5
Entertainment or journalism 12.5
Photography 11
Estate agency 12
Hairdressing 13
Legal services 14.5
Computer and IT consultancy 14.5

sumers as well as businesses, assuming that retailers pass on
the rise. While those goods classed as ‘essential’ will remain
free from VAT, the price of many items will become more
expensive. According to some analysts, the 2.5% VAT rise will
typically add at least an extra £33 a year to the average con-
sumer’s supermarket shop.

If you have any queries regarding the change in the
rate of standard VAT, please contact us. We will be
delighted to assist you.

Web Watch

www.payontime.co.uk

Information for UK businesses on late payment legislation
and good payment practice.

www.hm-treasury.gov.uk/ots.htm

Details on the new Office of Tax Simplification, an independ-
ent body set up to advise the

Government on simplifying the UK tax system.

www.retirementreform.org.uk

Website of the Centre for Retirement Reform, a think tank
which has been set up to facilitate reform of the UK pen-
sions system.
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Saving for your
children’s future

This applies to everyone with children under 18
years old

If you are a parent, you are likely to want to set aside
special savings for your children, whether that means
helping to fund a first car, higher education or paying
for a wedding. Yet with the Child Trust Fund (CTF) set
to be phased out, you may want to review your plans

for saving for your child’s future.

What's happening to the CTF?

Soon after taking office, the Coalition Government announced
that it would restrict payments to the CTF to help reduce the
fiscal deficit. From 1 August, payments at birth were reduced
from £250 to £50 and from £500 to £100 for children from
lower income households. Children will no longer receive an
additional payment when they are seven years old and all
payments into CTFs, including those for disabled children, will
cease from January 2011.

However, if an account has already been opened, family and
friends can still invest up to £1,200 a year. As previously, no
tax is paid on any income or gains in the account and the
Government will not withdraw the money it has already input.

Other options

Despite the demise of the CTF, there are other savings op-
tions available, some of which are outlined below. However, it
is important to consider the tax consequences, so it is recom-
mended that you seek professional advice.

Income tax

All children have their own personal allowance of £6,475
(2010/11), and parents can make gifts to their children and
any resulting income will be tax-free as long as it does not
exceed £100 a year. There are tax implications where income
exceeds this limit, so investing parental gifts may be advis-
able. Please contact us for further guidance.

Children’s bank or building society account

Setting up an account where the child’s name is linked to
yours is the simplest way of saving for your child. Known as a
‘bare trust’, the parent is the trustee and the child is the bene-
ficial owner in respect of interest and capital. The parent has
control of the account until the child reaches a specified age,
but must apply the funds for the benefit of the child.

Cash ISAs

16 and 17 year olds can invest up to £5,100 in a cash ISA.
You may also wish to use your own allowance to save for
them and any income or capital gains you receive will be tax-
free.

Children’s bonus bonds

These are offered by National Savings and Investments
(NS&I); the maximum holding per child is £3,000 in each is-
sue (five year investment term). All returns are exempt from
tax, and the £100 rule does not apply.

Please note, the above are just some of the available
options — for further advice please contact us.
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Additional leave for
new fathers

This applies to businesses with employees

A new right to additional statutory paternity pay
(ASPP) was introduced earlier this year, which applies
to fathers of children due or matched for adoption on
or after 3 April 2011.

The new right essentially allows women who qualify for statu-
tory maternity leave to transfer a proportion of their leave to
their partner, by offering men up to 26 weeks of leave to care
for their child if the mother returns to work before the end of
her allowed leave period.

Women are currently entitled to take up to 39 weeks of paid
maternity leave, followed by an additional 13 weeks of unpaid
leave. Under the new system, fathers would be entitled to
take the final months of the mother’s leave entitlement on her
return to work. If taken before the final three months of the
maternity pay period, the relevant part of the father’s leave
will be paid at the statutory rates.

Statutory paternity pay (SPP) is currently payable for up to
two weeks, at the lower of £124.88 (2010/11) or 90% of av-
erage weekly earnings. Following the changes,

SPP will become known as ordinary statutory paternity pay
(OSPP).

Note: the Government is considering a new system of parental
leave which may involve dropping the new paternity rules. At
the time of going to print it is unclear what form the new sys-
tem will take or when any changes will be implemented.

Government unveils new
Office of Tax Simplification

This applies to anyone interested in tax simplifica-
tion

The Government has launched its new Office of Tax Simplifi-
cation (OTS), with the objective of streamlining the UK tax
system and reducing compliance burdens on both businesses
and individual taxpayers.

The body has been set up to analyse tax reliefs, allowances
and exemptions, and to conduct a review of business taxation
with a view to reducing its complexity. The organisation has
been requested to produce two reports — the first a review of
all 400 reliefs in the tax system to identify those that should
be repealed. An interim report is expected to be published by
late autumn 2010 and a final report with recommendations
will be submitted to the Chancellor ahead of the 2011 Budget.
The second report will look at reducing complexity for smaller
businesses and finding alternative legislative approaches to
the IR35 rule.

The OTS’s remit includes UK taxes and duties administered by
HM Revenue and Customs, but it does not deal with tax cred-

its or taxes administered by other bodies, nor does it have any
influence on setting tax rates.
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This applies to anyone with offshore accounts

Following the end of its New Disclosure Opportunity
(NDO), which offered taxpayers a facility to disclose
savings and investment income from abroad, HMRC

has followed through with its plans to pursue those

individuals who it believes have undisclosed income
or gains. Here we examine the current situation.

For a number of years HMRC has committed considerable
resources to identifying undeclared liabilities hidden in off-
shore accounts. To this end it has provided a number of dis-
closure opportunities, initially in 2007 and more recently from
1 September 2009 to 4 January 2010, offering reduced penal-
ties in return for people revealing their undisclosed offshore
accounts and liabilities. With the exception of the specialist
Liechtenstein Disclosure facility, the disclosure opportunities
have now ended.

HMRC is not only interested in any undeclared interest. More
importantly, it is interested in any deposits into the account
which may represent undeclared sources of income and pay-
ments out of the account. It will then seek to establish
whether these, in turn, have been invested in income-
producing assets in respect of which the associated income
has not been declared. The Revenue is also on the look out for
evidence of money laundering.

Gathering information

Using its legal powers, HMRC has obtained details on offshore
bank accounts from over 300 banks and financial institutions
and is now pursuing those individuals who either did not notify
their intentions to disclose under the disclosure facility, or made
a notification but not a disclosure. Tax officials are also continu-
ing to use their powers to obtain more detailed information on
offshore accounts and assets via the European Savings Direc-
tive, which exchanges information about interest payable to
residents of other EU countries.

When HMRC calls...

As always, honesty is the best policy and where liabilities re-
main undeclared it is always better to contact HMRC before it
approaches you. The penalty regime is more lenient on those
who come forward and co-operate than on individuals who seek
deliberately to evade. Where an approach is made by letter,
again it is advisable to provide the information requested in a
timely manner.

What the future holds

HMRC is continuing to devote considerable resources to tackling
the problem and will come down particularly hard on those who
use offshore accounts to evade tax. Legislation introduced by
the Finance Act 2010 increases the penalties which may be
charged for evasion linked to offshore accounts. From the ap-
pointed day, the maximum penalty (currently 100% of tax un-
derstated) is increased to 150% where the non-compliance
arises in a jurisdiction that has agreed to share information with
the UK but does not automatically do so. It climbs to 200% for
non-compliance arising in a jurisdiction which has not agreed to
share information. Thus, the penalty is higher if the account is
in a country where it is more likely to stay hidden from HMRC.
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Offshore accounts — where are we now?

HMRC has considerable information gathering powers
at its disposal and ignoring requests is likely to make
matters worse in the long term. The advice of an experi-
enced professional can be invaluable and may remove a
lot of the associated stress, particularly if matters are
complex and negotiations are protracted.

Revised Corporate
Governance Code is
launched

This applies to anyone interested in Corporate
Governance

The Financial Reporting Council (FRC) recently published a
package of measures aimed at encouraging accountability, di-
versity and improved performance in the UK’s top companies.

Under the recommendations set out in the FRC’s revised Corpo-
rate Governance Code, all directors of FTSE 350 companies will
need to be put forward for re-election every year rather than
every three years.

The new Code also stipulates that firms should explicitly con-
sider gender and diversity when appointing new board mem-
bers. It is hoped the changes will diversify the skills and experi-
ence in the boardroom, with members elected on merit and
against objective criteria.

Other recommendations include aligning more closely the pay
of the top executives with the long-term performance of the
company and introducing changes to improve risk management
in the 350 leading firms.

The revised Code applies to financial years beginning on or
after 29 June 2010.

New fuel advisory rates

This applies to anyone who uses their own car for
business travel

The latest advisory fuel rates, which apply from 1 June 2010,
are as follows:

Engine Size Petrol Diesel LPG
Up to 1400cc 12p 11p 8p

1401 — 2000cc | 15p 11p 10p
Over 2000cc 21p 16p 14p

For advice on tax-efficient business motoring, please
contact us.
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This applies to everyone who has furnished holiday
lets

Under the Furnished Holiday Lettings (FHL) rules,
income received from furnished holiday accommoda-
tion has historically been treated differently for tax
purposes from rental income derived from other
sources. This advantageous situation was set to
change for 2010/11, with the announcement that the
FHL rules were to be repealed, but a partial reprieve
may be at hand...

Plans to abolish the special tax treatment of FHLs were subse-
quently themselves abolished in the fast-tracking of legislation
ahead of the General Election. In the Emergency Budget, the
Coalition Government confirmed that the proposed withdrawal
of the rules would not take effect, but announced a consulta-
tion on changing certain elements of the rules.

The current situation

The FHL rules allow qualifying properties to be treated as trad-
ing businesses for tax purposes. For a UK holiday home to be
considered an FHL for tax purposes, it must:

¢ be available for commercial holiday letting to the public for
at least 140 days during a relevant period (for existing
businesses, this is the tax year to 5 April; for new busi-
nesses it is the 12 months following the first day of letting)

e be occupied for at least 70 days during a relevant period
and be fully furnished to the extent that guests do not
need to provide any additional furnishings

e not be occupied by longer term lets for more than a total of
155 days during a relevant period.

Last year the Government extended the treatment to landlords
with FHLs inside the European Economic Area.

The tax advantages

Owners of FHLs that meet the necessary conditions can enjoy a
range of tax benefits. These include the favourable treatment of
losses, which can be set against other income in the same way
as trading losses. FHLs can be treated as trading rather than
investment properties for capital gains tax (CGT) purposes, mak-
ing them eligible for Entrepreneurs’ Relief, rollover relief and
certain other CGT reliefs. In addition, profits from FHLs can
count as relevant earnings for pension purposes.

In the case of FHLs, capital allowances may also be claimed on
expenditure on plant and machinery. This includes furniture and
furnishings in the property, as well as plant and machinery used
outside the property, such as vans or tools, but not the cost of
the property itself or the land on which it stands.

What the future holds

The Coalition’s consultation document proposes a number of
changes that reduce the benefits of the existing FHLs treatment.
These include:

e increasing the minimum period for which the property must be
available for commercial letting as furnished holiday accommo-
dation during the tax year from 140 to 210 days;
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Furnished Holiday Lettings: a partial reprieve

e increasing the minimum period for which the property must
actually be let as furnished holiday accommodation during the
tax year from 70 to 105 days; and

e restricting the use of losses from a furnished holiday lettings
business.

Draft legislation will be published following the consultation. The
measures are expected to take effect from April 2011.

Please contact us for further information.

Reminders for your
Autumn Diary
September
30 End of CT61 quarterly period.
October

1 Due date for payment of Corporation Tax for period
ended 31 December 2009.

5 Individuals/trustees must notify HMRC of new sources
of income/chargeability in ~ 2009/10 if a Tax Return
has not been received.

14 Due date for income tax for the CT61 quarter to 30 S
eptember 2010.

19/22  Quarter 2 2010/11 PAYE remittance due.

31 Last day to file 2010 paper Tax Return.

November

1 Please ensure you are retaining your documents for
the 2011 Tax Return.

2 Quarterly submission date of P46 (Car) for quarter to

5 October.

This newsletter is for guidance only, and pro-
fessional advice should be obtained before
acting on any information contained herein.
Neither the publishers nor the distributors can
accept any responsibility for loss occasioned to
any person as a result of action taken or re-
frained from in consequence of the contents of
this publication.
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This applies to all businesses

The 2010 Emergency Budget announced a series of
sweeping changes to the tax system, which are
likely to have an impact on the majority of UK tax-
payers. Some of the key announcements are out-
lined below.

Value Added Tax (VAT)

As widely anticipated, an increase in the standard rate of
VAT was confirmed, and will see the main rate rising from
17.5% to 20% on 4 January 2011. The move is expected
to raise more than £13bn a year by the end of this Parlia-
ment.

Capital gains tax (CGT)

A new 28% top rate of CGT has come into effect for gains
realised after 22 June 2010, where an individual has total
taxable income and gains of more than the basic rate limit
for income tax (£37,400 for 2010/11). The lifetime limit for
Entrepreneurs’ Relief, which reduces the effective CGT on
qualifying gains to 10%, has been raised from £2 million to
£5 million. Please see page three for more information on
the changes.

Personal allowance

With the aim of protecting lower earners from the squeeze,
the income tax personal allowance will rise to £7,475 in
April 2011, removing around 880,000 people from the re-
quirement to pay any income tax. However, higher rate
taxpayers will be prevented

from reaping the benefits of the changes by means of a
reduction in the basic rate limit for 2011/12.

National insurance contributions (NICs)

Employers will see an increase in the threshold at which they
start to pay national insurance contributions, which will rise
by £21 a week above indexation. In addition, qualifying new
businesses in targeted areas of the UK will enjoy a national
insurance ‘holiday’ of up to £5,000 for each of the first 10
employees hired within the first year of business.

Corporation tax

Corporation tax will be reduced to 27% from April 2011, with
a further series of 1% cuts taking place each year until the
rate reaches 24% in 2014. The small profits rate will also be
cut from 21% to 20% from April 2011.

Small business finance

In a bid to improve access to finance for small businesses, a
new Enterprise Capital fund of £37.5 million is being intro-
duced, and the Enterprise Finance Guarantee will also provide
£200 million of additional lending until 31 March 2011.

Pensions

The Government has announced plans to review the pension
system, with a view to accelerating a rise in the state pension
age to 66 for men, and phasing out the default retirement age.
The link between the state pension and earnings will be re-
stored, and pensions will rise by the highest of the increase in
average earnings, prices or 2.5%. The requirement to buy an
annuity (or otherwise secure an income) by the age of 75 is to
end from 2011/12. In the interim the age has been increased
to 77 for those who had not reached 75 before

_ Director Hilary Dowson cuts the cake
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2010 Emergency Budget Report highlights

22 June 2010.

Changes to the benefits system

Next year will see a cut in Tax Credits for households earning
more than £40,000 a year. Child Benefit has been frozen for
three years, but for those with lower incomes the child element
of the Child Tax Credit will rise by £150 above inflation. In
addition to the phasing out of the Child Trust Fund, new maxi-
mum limits will be introduced for Housing Benefit.

Meanwhile, state benefits will in future be linked to the lower
consumer prices index of inflation (CPI), rather than the retail
prices index (RPI).

Other announcements included a series of proposed changes
to capital allowances to take effect from April 2012, plans to
replace Air Passenger Duty with a per-plane aviation duty, and
the creation of a new Office of Tax Simplification.

For more advice on how the Coalition Budget measures
could affect you and your business, please contact us.

Coates and Partners
60th Anniversary

The Directors and staff would like to thank everyone
that attended our 60th Anniversary open day which
was held on Wednesday 22nd September.

We were blessed with beautiful weather so clients and
guests spilled out into our courtyard to enjoy food,
drinks and the fantastic cake made by Pam Woolley of
Creative Creations.

Thank you also to those of you sadly unable to attend,
your replies and kind words were appreciated.
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Coates and Partners Limited

Chartered Accountants

The Old Vicarage, 51 St. John Street
Ashbourne, Derbyshire, DE6 1GP

At Coates and Partners Limited we are more than your traditional Chartered Accountants. Our five director firm,
based in Ashbourne, Derbyshire has a pro-active and forward-thinking attitude.

As well as the typical compliance work you would expect from a leading accountancy practice such as accounts
preparation, book-keeping and taxation, we pride ourselves in going beyond the realms of a traditional accountant
by offering much more help and advice and ensure we work with an individual or business to attain their personal
goals. This could be assisting with individual retirement planning or providing a business with ancillary services such
as payroll or training or installing accounts packages, for example Sage. We frequently work with clients ‘on their
business’ to formulate strategies that will ultimately enhance their business development, focus and performance.

Although our firm is based in Ashbourne, we have clients from across Derbyshire and Staffordshire as well as much
further afield, with a strong international section of overseas clients and businesses. We can help anyone in busi-
ness, whether they're just launching and need business start-up help, or they are sole traders, partnerships or lim-
ited companies. We can also assist individuals who need help with their tax returns or need to plan their finances

for the future.

Our primary aim is simple: to deliver exceptional client service. This has been fundamental over the past 60 years
that we have been in business and has seen us develop long-lasting relationships with clients.

Please contact us for a free initial consultation.

T: 01335 301850
F: 01335 300315
E: enquiries@coatesandpartners.co.uk
W: 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 available 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.
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