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WILL you
do it?

Many people die without making a

will because they think their estate will
automatically pass to their spouse/
registered civil partner free of inheritance
tax (IHT). This is not necessarily correct
as there is a set of intestacy rules that
determine who gets what and these rules
changed with effect from 1 October 2014
in England and Wales.

From 1 October 2014, if an individual is
survived by a spouse but no children or
remoter issue, the entire estate will now
go to the surviving spouse/civil partner.
Previously, the spouse would only have
received the first £450,000 and half of the
excess over £450,000; the other half of
the excess passed to parents or siblings.

If the deceased individual is survived

by spouse/civil partner and children or
remoter issue, the surviving spouse/ civil
partner will only receive the first £250,000
and half of the excess over £250,000.
The children will receive the other half

of the excess equally between them.

The rules are different in both Scotland
and Northern Ireland so please seek
separate advice if this affects you. Note
that couples who are unmarried still have
no rights to the assets of a deceased
partner.

Why is this important? The existence of a
Will is important for IHT planning because
only the first £325,000 of

your estate at death is exempt unless the
assets pass to the spouse/civil partner
(not common law couples). If you require
further information do contact us.

The incorporation challenge

Owner managers have increasingly chosen to operate their businesses through

the company medium in recent years because it is more conducive to minimising
personal tax and National Insurance liabilities. Various reliefs exist for those who start
as an unincorporated business who wish to transfer into a company arrangement so
that tax costs can be minimised. However, it is considered that some of these reliefs
are too generous with some obtaining a potentially unfair tax advantage so two key
changes took place with effect from 3 December 2014.

Corporation tax relief for goodwill

Corporation tax relief is given to companies
when goodwill and intangible assets are
recognised in the financial accounts. Relief is
normally given on the cost of the asset as the
expenditure is written off in accordance with
Generally Accepted Accounting Practice. The
rules allow relief to be claimed even when there
is continuing economic ownership, referred to
as a related party transaction. For example, on
incorporation of a sole trader or partnership
business where the individual(s) transfers their
business to a company provided that the
business itself commenced on or after 1 April
2002. However, an anti-avoidance measure
has been announced to restrict corporation
tax relief where a company acquires internally-
generated goodwill and certain other intangible
assets from related individuals on the
incorporation of a business.

The measure means that corporation
tax relief can no longer be obtained
on such assets on acquisition. Relief
is still available if a loss arises on a
subsequent realisation of the asset.

No Entrepreneurs’ Relief

In addition, individuals will be prevented
from claiming Entrepreneurs’ Relief on
disposals of goodwill when they transfer the

business to a related company. Capital gains
tax will be payable on the gain at the normal
rates of 18% or 28% rather than 10%.

This means that to relieve capital gains arising
on goodwill and any other affected intangibles
transferred to the company, only the deferral
reliefs will be available. Deferral of gains can
be achieved through business asset holdover
(gift) relief, Enterprise Investment Scheme
holdover or what is known as ‘incorporation’
relief. These alternative reliefs have different
criteria and conditions of usage and will result
in either the individual or the related company
incurring the deferred gain on a subsequent
event. Please contact us for further information
about these alternatives if you are considering
incorporating your business.
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Reforming the tax on The future of the
residences Construction Industry
One of the welcome announcements in the Autumn SCheme <G|S>

Statement included the immediate reform of Stamp

Duty Land Tax (SDLT) on the purchase of residential In Budget 2014 the Government announced that it would consult on options

property. to improve the operation of the CIS and on the introduction of mandatory
online CIS filing for contractors. The consultation has now taken place and

Until this announcement SDLT was charged at a single the legislative process will commence in April 2015.

percentage of the price paid for the property, depending

on the rate band within which the purchase price falls. This Turnover test for gross payment status

created a distortion as the tax due jumped at set thresholds
and deterred potential purchasers. For example a house with
a value of £255,000 attracted a charge of £7,650 as it was
subject to the 3% rate yet if sold for £250,000 (or less) only a
1% charge applied reducing the cost to £2,500.

Currently the turnover test for gross payment status requires businesses to
have a construction turnover, excluding VAT and the cost of materials, of

at least £30,000 each year for a sole trader, or £30,000 for each partner or
director, with a minimum turnover level of £200,000 for the whole partnership
or company. This limit has been in place since 1999 and it is estimated that

o o
For contracts which complete on or after 4 December 2014 90% of sole trader subcontractors have turnover below the £30,000 limit.

SDLT will be payable at each rate on the portion of the There is no intention to change the £30,000 turnover test for sole traders
purchase price which falls within each band, rather than at a but the proposals to take effect from April 2016 are to lower the threshold
single rate on the whole transaction value. for the entity turnover test to help more established businesses with multiple

partners or directors qualify for gross payment status. The current threshold

The table below incorporates the new rates to be applied to of £200,000 s to reduce to £100,000.

each band.
Compliance test for gross payment status
Purchase price of residential property Rate The other test that has to be satisfied to obtain and retain gross payment
. status is the compliance test and there have been complaints that the
£0 - £125,000 0% detailed obligations make it difficult to pass and minor infringements result in
the loss of status.
£125,001 - £250,000 2%
. To ensure that smaller businesses are not disadvantaged compared to larger
£250,001 - £925,000 5% ones the test will be simplified but will still include an obligation to:
£925,001 - £1,500,000 10% e submit monthly CIS returns on time
£1,500,001 and above 12% e submit income tax and corporation tax self-assessment returns on time

e pay all CIS, PAYE and National Insurance contributions on time.
The effect of the changes means that purchasers of

residential property valued at £937,500 or less will pay less CIS online

tax than th Id h id under the old rules. ) ,
ax than they would have paid under the old rules At present, contractors can submit monthly CIS returns by paper or online.

For example using the property above valued at £255,000. The Government is proposing mandatory online filing of monthly CIS returns

The SDLT will now be £2,750. This is calculated as 0% on from April 2016. Improvements will be made to the IT systems to provide a

£125.000. then 2% on the next £125.000 and 5% on the better CIS online service. There will continue to be an alternative method of

final £5,000. This is a saving of £4,900! filing for customers unable to file online by reason of age, disability or remote
S T location.

The measures will only apply in Scotland until 1 April 2015
when the new land and buildings transaction tax (LBTT) NIL returns

takes effect. This also operates on a progressive basis with At present, contractors are obliged to submit a monthly CIS return whether

LBTT payable at each rate on the portion of the purchase or not any payments have been made to subcontractors. Failure to do so
price which falls within each band. can result in a penalty being charged.
The LBTT rates announced (subject to Parliamentary The intention is to remove the obligation to report a nil return from April 2015
approval) are set out below: and thus remove the potential for a penalty to arise in these circumstances.
However, when a return is not received by the filing date, HMRC systems will
Purchase price of residential property Rate not know whether Ithe reason is because the Contract(?r is simply late filing
the return or there is no return due. Therefore, HMRC intends to operate a
00 - £145.000 0% simple nil voluntary notification to enable contractors to notify them if they
' ° did not pay subcontractors and this will stop a penalty notice being sent out.
0 Otherwise the online appeals service can be used to make an appeal on the
£145,001 - £250,000 2% basis that no payments were made to subcontractors.
£250,001 - £325,000 5% Online verification of subcontractors
At present, contractors have to verify if subcontractors can be paid gross
- 0,
£325,001 - £750,000 10% or whether a withholding tax has to be made from the payments. This
o verification can be undertaken by telephone or online. The proposal is
Over £750,000 12% to remove the telephone option, other than for non-routine cases from

April 2017. In the meantime, improvements are to be made to the online
If you require any assistance or further information about the verification process.

operation of SDLT or LBTT please do not hesitate to contact
us. Please contact us if you require any further advice on this area.




Anyone for
Class 3A7?

Pensioners will, from later this year,

be able to purchase up to a maximum
of £25 per week extra State Pension.
This has been introduced by the
Government so that those pensioners
who have done less favourably under
the existing State Pension rules get
an opportunity to top up their State
Pension, before the new flat rate State
Pension system is introduced.

Existing pensioners and those who reach
State Pension age before 6 April 2016 can
gain this additional State Pension by paying
Class 3A Voluntary National Insurance
contributions. In essence it will provide an
opportunity for pensioners to improve their
retirement income by obtaining inflation-
proofed extra State Pension.

In order to qualify there are two entitiement
conditions:

¢ You must have reached State Pension age
before 6 April 2016, and

e You must have an entitlement to a UK State
Pension (either basic State Pension or
additional State Pension).

The rules on additional State Pension will
apply to entitlements resulting from Class
3A contributions including inheritance.

This means that a surviving spouse or civil
partner will be entitled to at least 50% of the
additional State Pension.

But isn’t there already an existing
top up system?

Yes, at present workers approaching
retirement can make Class 3 Voluntary
National Insurance contributions which

allow people to fill gaps in their contributions
record. For example, if someone has accrued
less than the 30 years of contributions to
qualify for the full basic State Pension.

The new scheme is not replacing these
arrangements and the Government is
advising pensioners to ensure that they have
full entittement to the basic payment before
purchasing the new top up.

Who will benefit?

The Government have identified a number of
existing pensioners and people who could
benefit:

® people who may have lost out because of
the structure of the legacy State Second
Pension system

* hard pressed pensioners, especially those
who rely on their capital to supplement their
income

e people with small amounts of pension
savings

e women who paid the married woman’s
reduced contribution rate, who are not
eligible to pay Class 3 contributions for the
years in which the married woman'’s stamp
was in force.

How much will it cost me?

This is a key question. The top up has been
set at an actuarially fair rate ensuring a fair
deal for both contributors and the taxpayer.

Prices will be lower for older pensioners
simply because on average they will have

a shorter life in retirement at the point they
take up Class 3A. The rates are the same for
males and females.

As an illustration for a person aged 65, the
contribution required to receive an extra £1
pension per week is £890. To receive an
extra £5 per week the contribution would be
£4,450.

Further illustrations of cost can be found
at www.gov.uk/state-pension-topup and
accessing the personal calculator.

| am interested when will this be
available?

There will be a short 18 month window to
apply commencing 12 October 2015 and
ending 1 April 2017.

If you are interested in obtaining further
information you can register your interest at
the above web address to receive updates

in advance of the commencement date.
Additionally a dedicated telephone line facility
is available on 0845 600 4270 (0345 600
4270 from mobile phones).

NIC changes for the new tax year

2014/15 introduced the Employer Allowance, an up to £2,000 saving on Employer Class 1 National Insurance contributions
(ERNIC) for many businesses and for charities. As the tax year draws to a close it is worth checking whether your business
was entitled to claim and ensuring the claim has been made.

This allowance continues into 2015/16 with an extension of the

relief from 6 April 2015 to individuals who employ care and support
workers. This amendment has

been made because

the allowance
was not
available

in 2014/15 for those individuals employing staff for purposes
connected to their personal, family or household affairs. It still remains
the position that the relief is not available for staff employed in other
domestic capacities such as ‘nannies’.

No ERNIC on staff under 21

The ERNIC liability for employees aged between 16 and 20 will be
eliminated from 6 April 2015 on earnings up to the Upper Earnings
Limit (UEL) which is for 2015/16 expected to be £42,385 a year. The
Government also plans to abolish ERNIC up to the UEL for apprentices

aged under 25. This will come into effect from 6 April 2016.



Getting the entirety of repairs correct

Should a client face an enquiry from HMRC
into their tax return and accounts, a common
area that is reviewed is any deduction that
may have been claimed in the accounts for
repairs and renewals. This arises because
whilst a repair to an asset is an allowable
item of expenditure for tax purposes, if the
asset is altered, improved or replaced the
expenditure is capital expenditure and is not
allowable. Capital allowances may or may not
be allowable on this capital expenditure.

Recently, HMRC have published revised
guidance in their internal manuals about what
they accept is a repair for tax purposes.

One point that the guidance focuses on is
the concept of the entirety. Over many years
there have been a number of court decisions
on this area following disagreements between
taxpayers and HMRC. In general terms if the
entire asset has been replaced this will be
treated as capital expenditure whereas if less
than the entire asset has been replaced this
will be treated as revenue expenditure and is
therefore tax deductible.

The guidance stipulates that what actually
forms the asset or the entirety is a question
of fact and that the question to decide is
whether the asset is a separate distinct asset
or if it is part of a bigger asset. For example:

e Does it look like a separate asset?

e |s it something that stands apart from other
assets?

e |s it freestanding or is it something that is
removable?

At the end of the day each case will ultimately
depend on its own merits.

Another important test to consider,

especially where there has been a lot of work
undertaken, is to consider if the character

of the asset has changed as a result of the
work. In simple terms, is it the same object
both before and after the work is undertaken?
If it is like for like in that the asset simply

does the same job as before then this is an
indication that the work is a repair.

The updated guidance includes a number of
examples. The following two examples which
are based on HMRC examples illustrate these
points.

Example 1

Pedro runs a farm near Clacton-on-

Sea and has diversified so that he has

a number of chalets that are used as a
furnished holiday lettings business. One
of the chalets is damaged beyond repair
and Pedro replaces it with a new chalet
of the same model. As most of the cost is
covered by insurance, Pedro only has to
spend £3,500.

For tax purposes the chalet is an
identifiable asset in its own right. Pedro
has replaced the asset in its entirety
and the expenditure is therefore capital
expenditure and is not tax deductible as
arepair.

Removing the relief on renewals

Capital allowances are generally not available for common items of plant and equipment such as white goods used in a

residential lettings business.

Instead for many years, owners of partly
furnished residential lettings used the non
statutory renewals basis which was a
concessionary treatment allowed by HMRC.
On the original acquisition of an asset, such
as a fridge, no tax deduction could be made
against the letting income. However, when
the fridge was replaced a full deduction could
then be made.

Owners of fully furnished residential lettings
were allowed to either use a 10% ‘wear

and tear’ allowance which is based on rents
received less some standard expenses or the
non statutory renewals basis.

The non-statutory renewals basis ceased to
have effect for expenditure on replacements
of plant and machinery when incurred on or

after 6 April 2013 (1 April 2013 if a company).
This means that no tax relief is available for
such replacements.

Following correspondence with HMRC, they
have stated that the owners of partly furnished
residential lettings cannot use a different relief
known as the statutory renewals allowance as
an alternative except in limited situations. This
allowance would typically be used to obtain

a tax deduction for the replacement of small
low cost implements or utensils, for example
glasses in a public house or cutlery in a café.

However, they have confirmed that they will
accept in respect of a residential lettings

business, low value items such as crockery,
rugs and low cost soft furnishings which are
replaced on a regular basis to qualify under

Example 2

Pat is a dairy farmer living nearby to Pedro
and the driveway leading to her farm is

in a very poor state of repair having been
initially created some 30 years ago.

The Dairy Company advise Pat that the
driveway is causing damage to their milk
tanker vehicles and refuse to call at the
farm until it is repaired.

Pat has the driveway repaired at a cost

of some £25,000. The tarmac is removed
and the sub-surface repaired. It is then re-
surfaced with new kerbing added to bring
the driveway up to modern standards.

Even if the driveway is an asset in its own
right the entirety has not been replaced. It
has been re-surfaced and the expenditure
is allowable for tax purposes as a repair.

The drive was not widened nor was its
load bearing capacity increased, so no
improvement was involved.

This is an area where the incorrect tax
treatment can cause potential difficulties with
HMRC and key to a successful outcome is
- planning in advance and
_‘ET documentary evidence so
please do
contact us if you
are considering
carrying out this
type of substantial
expenditure.

this basis. However, this would not extend
to items such as carpets as they are of a
potentially higher value and are not expected
to be replaced on a regular basis.

Specifically, HMRC have advised that anything
freestanding, such as a fridge freezer are

not covered as they are capital items and
entireties in their own right. However, where
they are an integral part of a fixture, such

as an integrated oven in a fitted kitchen,

these are part of the entirety (the house) and
therefore would be deductible as a repair
when replaced.

As you can see this is an area where the
incorrect tax treatment can cause potential
difficulties with HMRC. Please contact us for
further advice.

Disclaimer - for information of users: This newsletter is published for the information of clients. It provides only an overview of the regulations in force at the date of publication and no action should be taken without consulting the detailed
legislation or seeking professional advice. Therefore no responsibility for loss occasioned by any person acting or refraining from action as a result of the material contained in this newsletter can be accepted by the authors or the firm.



