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WELCOME
TO GENIE

elcome to the Spring Edition of our Newsletter. We

have a wide range of subjects in this edition, which
I hope you find of interest. It never ceases to amaze me
how clients sometimes refer me to an article that appears
in a previous edition requesting further details or advice
and I would like to modestly remind everyone that we
have an excellent website at www.geraldedelman.com,
which contains not only this current Newsletter, but all of
the previous editions that we have ever issued, for you to
refer to if you do not retain the paper versions. I am
always happy to hear from readers with suggestions for
subjects that they would like to see covered in our
Newsletter, so do not hesitate to send me an E-mail at
cburns@geraldedelman.com and we will be only too

happy to oblige.
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HERE TODAY -
GONE TOMORROW!

ou are a director of ABC Ltd, a profitable and go-ahead
Yyoung company. Imagine — last night there was a serious
car crash and today you arrive at the office to learn that one of
your fellow director shareholders has been killed. What would
the position be today?

Clearly remaining directors / shareholders would quickly have to
come to terms with the reality of what this loss could mean for the
business and it would not be too long before the executors of his estate
were obliged to establish the value of his shareholding in the preparation
of probate as well as having to establish the value of any loans which he
had made to the company.

How would you cope with this eventuality?
There would firstly be a need to establish the following:

> What is a fair value for the deceased directors’ shareholding?

> How would you feel about suddenly having this colleagues’ partner
or family wanting to retain an interest in the business with the
expectation of continuing to share in the profits of the company?

> Assuming you and your colleagues wanted to buy back the
deceased’s shareholding, - how easy would it be to raise the money
required and what effect could this have on the business at this
precise moment?

> How would you and your colleagues suddenly make up for the
substantial loss of profits-to.the company?

In addition to the above, the deceased’s family will have similar
problems:

> How can they ensure that they receive a fair value for the interest
in the business?
> Can they find a buyer and at what price?

It would be important for you to consider the plans which had been
placed in force to cope with this event. What:do your Memorandum and
Articles of Association have to say? Are there any Pre-Emption rights and
if so, what do they say? Do'you have a legal agreement in force which
deals with this eventuality and if so which type of agreement is it? Does
it create a binding right to sale or provide additional flexibility, which
might help avoid potential taxation liabilities?

If the profits of the company began to fall, would it be able to remain
in business and what about the bank and other creditors — would they
become unduly nervous and recall outstanding credit? COULD THE
COMPANY SURVIVE?

Gerald Edelman Financial Solutions Ltd is able to provide an analysis
of your overall position with suitable recommendations to ensure that
your position is protected. Please contact your respective partner if you
teel it would be helpful to have a meeting with a specialist in this area.

A sobering note: it is important to remember that one in six males
aged between 20 and 40 will die with one in four suffering from a
critical illness before age 65.



COMPANY CARS

COMPANY CARS AND FUEL -ARETHEY
REALLY “BENEFITS” IN KIND?

‘xre have now had one year under the new
rules for car benefits with the scale
charge being calculated by reference to the
carbon dioxide (CO,) emissions instead of the
business mileage. By and large this has affected
users of larger, more powerful cars rather than
users of smaller, fuel efficient cars. For 2002/03
the maximum charge has been 35% of the list
price of cars with a CO, emissions figure of 265 g/km or
more. This figure reduces to 255 g/km or more in
2003/04 with consequential adjustments for cars with
lower emission figures. Many clients have seen their car
benefit scale charges rise substantially as a result of the
new rules. Unfortunately, the Inland Revenue’s
calculations of the benefits which were included in
2002/03 PAYE codes have often been woefully inadequate
leaving clients in the position of having significant
underpayments of tax. If you are concerned that this
might apply to you please contact us so that we can check
the position. We will need to see your latest Coding
Notice for 2002/03 and have full details of your company
car. Payment of any underpaid tax in one instalment on
31st January 2004 can be avoided by the early submission
of your Tax Return as the Inland Revenue will arrange for
underpayments not exceeding £2,000 to be collected
through your tax code for 2004/05.

TAX SAVING TIP FOR
LOSS-MAKING SHARES

f you have quoted shareholdings standing at a loss, a good

tip to enable you to make tax savings is to sell the shares
to realise a loss. Meanwhile if you wish, your spouse re-
acquires an equivalent holding, thus maintaining the overall
investment. The benefit is that the losses might be
deductible against other capital gains of the current or
future tax years and, by structuring the disposals in this way,
you may not be affected by the anti-avoidance rules on “bed
and breakfasting” shares (do remember that capital losses
cannot be carried back). Sometimes you do not even have
to sell the shares to crystallise the loss as they may have
become of “negligible value”. The Inland Revenue publish a
list of such shares from time-to-time and we can check for
you to see if any particular shares are on that list and
automatically claim a loss.

If you want any further information on this tip, contact
any member of our tax team.

New rules for calculating the Car Fuel Benefit
come into force with effect from 6th April 2003.
Under the new rules the CO, emissions figure will
also be used to calculate the scale charge which will be
the appropriate percentage of a set figure for the year.
For 2003/04 the set figure 1s /14,400 making the
Fuel Benefit £2,160 for cars with CO, emissions of
149 g/km or less and /5,040 for cars with CO,
emissions of 255 g/km or more. In terms of tax this means that a
40% tax payer will pay between /864 and /2,016 tax in 2003/04

for his private fuel.

The Car Fuel Benefit only applies, of course, where company
car users have their private fuel paid for by their employers and it
is certainly worth checking whether or not it would be more cost
efficient for users to pay for their own private fuel. With pump
prices approaching 80p per litre and fuel consumption of (say) 25
mpg the tax paid represents the cost of fuel for private motoring
of between 6,067 miles (at the 15% rate) and 13,876 miles (at the
35% rate). You would need to do a lot of private mileage just to

break even!

It is not widely known but an employer can still pay an
employee a tax-free fuel mileage allowance even if a company car
1s provided. This is designed to reimburse an employee for the

fuel used on business journeys. The rates are as follows:

Engine Fuel Fuel
Size cost/mile Petrol cost/mile Diesel
1400cc or less 10p 9p
1401 cc to 2000cc 12p 9p
Over 2000cc 14p 12p

An employer can even recover the VAT inherent within these
reimbursements (multiply the rate by 7/47 to calculate the input

tax) as these rates are also accepted by Customs & Excise.

The authoritative CO, emissions figure will be shown on the
vehicle registration document (V5) for new cars registered from
March 2001. Alternatively, the Society of Motor Manufacturers
and Traders are providing a website for a CO, emissions enquiry.
This can be found at www.smmt.co.uk/co2/co2search.asp#.
Details of the reform of company car taxation can be seen at
www.inlandrevenue.gov.uk/cars or you may prefer to discuss this

article with your normal contact at Gerald Edelman.

Michael Porter
Tax Manager



TAX CREDITS

NOT ANOTHER TAX RETURN!

New System of Tax Credits

any of our clients during the two years to 5th April

2003 may have claimed a tax credit on their normal
Self-Assessment Tax Returns if they look after a child
under the age of 16. After only two years of operation, the
Government have decided to scrap this child tax credit and
it will no longer appear as part of the normal Self-
Assessment Tax Return form. Instead, they have
introduced a brand new Tax Return Form solely to deal
with tax credits, however it only needs to be completed if
you wish to make a claim. It is not compulsory to do so.
Set out below are the circumstances where you might be
able to benefit. The form covers not only just childrens tax
credits, but also some further tax credits that have been
introduced by the Government for certain people with the
requisite level of income.

From 6th April 2003 the new Child Tax Credit and Working Tax
Credit will replace the Child Tax Credit, Working Families Tax
Credit, Disabled Persons Tax Credit, the child elements of Income
Support and income based Jobseekers Allowance and The New Deal
50+ Employment Credit. The new credits do not operate in the
same way as the existing Child Tax Credit, that reduces the overall
tax liability, but will be paid directly to the claimant. The advantage
of the new system is that the credits are still beneficial even if a

claimant has no tax liability to reduce.

The New Child Tax Credit

The new Child Tax Credit can be claimed for children up to the Ist
September that follows their 16th birthday. It can also be claimed if
the child remains in further education but not higher education up
to 19 years of age. The new credit can be claimed by parents with an
annual income of up to £58,000. In addition, a higher credit is
available where the child is under one year old. In this instance, a
credit can be claimed where the annual income is up to £66,000.
Couples must make a joint claim to the Child Tax Credit and the
amount of credit that is available will be based on the income of
both partners. Higher credits are available to parents with disabled
children and may be beneficial even where the annual income
exceeds £66,000.

The New Working Tax Credit

The new Working Tax Credit is for people in qualifying paid work
on a relatively low income. Once again, couples will need to file a
claim based on their joint income. The new credit is being
introduced to replace the Working Families Tax Credit and the
Disabled Persons Tax Credit. Under the new system, financial support
is also available for qualifying childcare costs.

The Working Tax Credit can be broken down into several
individual elements. Once a claimant has established entitlement
to the basic element of the new credit, additional elements may
be claimed. The additional elements are for couples, lone parents,
people working for more than 30 hours per week, disabled
workers and people over 50 who are returning to work after a
period of unemployment. The final element is the childcare
component that provides assistance towards the costs incurred for

qualifying child care.

The Administration of the New System

Entitlement to tax credits is dependant on the submission of a claim.
If the maximum tax credit is to be awarded, a claim must be made
within 3 months of the circumstances that gave rise to the eligibility
for the tax credit. For 2003/04 only, claims can be filed before the
start of the tax year. Under the new system, an award of tax credits
granted to a claimant is a payment on account of the credit. The
award cannot be considered as final until a Return is filed by 6th July
following the end of the tax year. The Return will also be used to
calculate the tax credits for the following tax year, for example, once
the Return is filed for the year to 5th April 2004, it will be used to
calculate the payment of credits for the year to 5th April 2005. The
initial award made for the previous year will continue until the
circumstances are updated from the Return and the amounts paid
will be amended as necessary.

The Tax Credit Return is in addition to the Self-Assessment Tax
Return. Once the Return has been filed, if an overpayment of tax
credits has arisen the Inland Revenue has the authority to collect any
amounts overpaid, initially by restricting the tax credits in the
following tax year or through the PAYE system. As a last resort, a
lump sum payment can be demanded from the claimant. The Inland
Revenue may also request information in support of the Return so it
is important to maintain accurate records of income and hours
worked throughout the tax year.

There are situations regarding changes of circumstances during a
tax year where the Inland Revenue have to be notified of any
change. The circumstances that require compulsory notification are
when a couple who have made a joint claim separate or when a
single claimant starts living with a partner. In addition, changes
relating to payments to a child care provider have to be notified
when the Child Care Element of Working Tax Credit is claimed. The
Inland Revenue also has the power to revise an award once it has
been made, and there are penalties for fraudulent claims.

Where a claimant is employed, the employer will have
responsibility for paying Working Tax Credits, other than the
elements that the Inland Revenue has responsibility for. If the
claimant has several part time jobs, one employer will be designated
the main employment and will be responsible for paying the credits.
The employer will receive notification from the Inland Revenue
detailing when the payment of credits should start. The employer can
net off the Working Tax Credit payments that are made against other
PAYE and subcontractor liabilities, or if the amount of Credit that
needs to be paid exceeds these liabilities, the employer can apply for
funding from the Inland Revenue.

The Inland Revenue will be responsible for paying Child Tax
Credits, Child Care Elements of Working Tax Credit and Working
Tax Credit for periods when it is not an employer’s responsibility or
to self~employed claimants. In joint claims, Child Tax Credit and
Child Care Elements of Working Tax Credit will be paid to the main
carer of the child and the couple can elect who this should be. These
credits will be paid directly into the claimant’s bank account.

Further information and advice on the new Tax Credit system is
available from your contact partner or Tax Team members at
Gerald Edelman.

Matthew Little
Tax Department



FAIEING COMPANIES

THE RESPONSIBILITY OF DIRECTORS IN FAILI

n the current economic
Iclimate I am increasingly
being asked to advise directors
(especially where the
individual is a minority on the
board) with regard to their
liabilities and responsibilities
where companies are in
financial distress. From these
discussions it is clear that there
is a great deal of confusion in

this regard and therefore I
attempt in this article to set
out the position which hopefully will make it a lot
clearer as to these liabilities and responsibilities.

Introduction

The law imposes upon all directors the same duties and potential
liabilities, regardless of the role they play and the basis of their
holding office. Accordingly, there is no distinction for these
purposes between executive and non-executive directors, general
managing directors and those responsible for specific areas only of
the company’s business, nor between de facto directors (a person
who is not actually appointed a director but nevertheless acts as a
director, often referred to as a shadow director).

Directors’ liabilities

As a matter of English general law, directors owe a duty to act

bona fide in the best interests of the company. Directors owe

their duties to that company with the company alone having
the right to sue the directors for breach of duty. That duty is
generally interpreted as meaning that the directors must act in

the best interests of the company’s shareholders. However, if a

company is nearing insolvency, the duty to act in the interests

of shareholders is superseded by a duty to act in the interests of
the company’s creditors. That duty extends to determining
when to cease trading and a director of an insolvent company
faces severe penalties if he continues to trade when he knew (or
ought to have known) that the company was, or was going to
be, insolvent.

The relevant heads of liability are set out in Sections 212-214
of the Insolvency Act 1986 (‘1A86’) as follows:

® Misfeasance or breach of duty - S212 (civil liability). A
director may have an order made against him to compensate
the company for loss arising as a result of his misfeasance or
breach of duty.

o Fraudulent trading — S213 (criminal liability). A director
who is knowingly a party to the carrying on of a business
with intent to defraud creditors or for any fraudulent purpose
commits a criminal offence and, if the company goes into
liquidation, is also likely to be made liable to make a
contribution to the company’s assets. Fraudulent trading
proceedings are very rare since the burden of proof, being

criminal, is high (i.e. beyond reasonable doubt). Instead, a
liquidator is more likely to succeed if he brings wrongful
trading proceedings where the standard of proof is the civil
one of the balance of probabilties.
® Wrongful trading — S214 (civil liability). A director may be
required to make a contribution to a company’s assets if he
allows the company to continue trading when there is no
reasonable prospect that it will avoid going into insolvent
liquidation. Liability will not be imposed on a director if, as
soon as he knew (or ought to have concluded) that there was
no reasonable prospects of avoiding insolvent liquidation, he
took every step with a view to minimising the potential loss
to the company’s creditors that he ought to have taken. In this
situation, a director will be judged not only by reference to
his actual general knowledge, skill and experience but also the
general knowledge, skill and experience that may reasonably
be expected of a person carrying out the same functions as
those of that director. Wrongful trading proceedings are
compensatory rather than penal and the amount to be paid by
the director will be a matter for the court to decide. When
deciding on the amount of compensation to be paid, the
court will consider the facts of each case and, in particular,
the extent of the director’s involvement and the additional
financial impairment to the company caused by the decision
to continue to trade.
Proceedings under Sections 212 - 214 can only be brought by
a liquidator of a company and therefore have no application if
the company goes into administrative receivership or
administration. However, the company can bring a claim for
breach of duty against a director at any time, regardless of
whether an insolvency proceeding is in progress.
The other provisions which may cause problems for directors
of financially troubled companies are those specifically dealt with
under IA86 as follows:

® Transactions at an undervalue (S238).This section is
aimed at gifts of a company’s property or those transactions
in which the consideration received by the company is
significantly less than the value of the consideration
provided to the company. Directors are, however,
safeguarded if the company entered into the transaction in
good faith and for the purposes of carrying on the business
and if there were grounds for believing that the transaction
would benefit the company. A transaction is defined as a gift,
agreement or arrangement and must have been made within
“the relevant time”. This is defined as a period of two
years ending with the onset of insolvency. The onset of
insolvency is the date of presentation of a petition for an
administration order or the date of the commencement of
the winding-up.

® Preferences (S239).The aim is to enable the court to unravel
dubious eleventh hour transactions that seek to put particular

creditors in a better position that they would otherwise be. A
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number of requirements must be met for a transaction to be

a preference;—

— during the relevant time the company does anything (or
suffers anything to be done) which puts a creditor in a
better position than he would otherwise have been in;

— the company is influenced by a desire to prefer the
creditor (this is the most difficult element for a liquidator
or administrator to prove); and

— the company was at that time unable to pay its debts
or became unable to pay its debts in consequence of
the preference.

The “relevant time” for these transactions is two years
prior to the onset of insolvency (where the recipient of
the preference is a ““connected person”) and six months
in the case of a person who is not “connected” with the
company. As a director is included within the definition of a
connected person, every director ought to be particularly aware of
the provisions relating to these transactions, since the provisions
shift the burden of proof to the recipient of the preference by
creating a presumption that the requisite “desire to prefer” will be
present when a company grants a preference to a connected
person. Thus, it is clear that actions against directors are far more
likely to succeed than those against unconnected persons, since in
the latter case the insolvency officeholder must prove that the
requisite “desire to prefer” was present.

@ Voidable floating charges (S245). These provisions are
designed to void floating charges that are created to secure
past indebtedness. Note that a charge will not be invalidated
to the extent that it was granted in exchange for new value or
for an injection of new money. The charge may be
declared invalid if created within twelve months of the
onset of insolvency or within two years if the
chargeholder is a connected person.

® Transactions defrauding creditors (S423).This section
allows the court to set aside a transaction as an undervalue
designed to put assets out of the reach of creditors. The
definition of a “transaction at an undervalue” is similar to that
contained within S238. Broadly, the Court will make an order
so as to restore the position to what it would have been if the
transaction had not been entered into, and to protect the
interests of persons who are “victims” of a transaction. An
action brought under S423 can be brought by any
“victim” of the transaction and, therefore, any creditor
of the company.

The first three actions can be brought by liquidators and
administrators but have no application in an administrative
receivership. However, claims relating to transactions defrauding
creditors can be brought either by a liquidator or administrator of
the company or by any “victim” of the transaction (even if no

insolvency proceeding is in progress).

Measures to be taken
Practical consideration for directors (both individually and as a

board) where a company is in financial distress include:

® Ensure that all board deliberations are minuted.

® Keep themselves fully apprised at all times of the company’s
financial position and carefully consider the company’s ability
to pay before arranging for the receipt of any further goods or
services on credit or taking any actions which could
potentially worsen the position of creditors.

e Individually and openly make known their opinions in respect
of the likelihood of insolvency to all fellow directors,
preferably at a full board meeting, and ensure such opinions
are minuted.

e If some directors refuse to accept that the company should
not be trading, the remaining directors should take no part in
incurring further indebtedness. Careful note should be taken
of possible consequences of actions taken by the board. In
particular careful consideration should be given to whether
intended transactions are voidable for the reasons set out
above. Transferring assets out of the company shortly before
the onset of insolvency will arouse the suspicion of an
officeholder (and creditors) and it is vital to ensure that
independent valuations are obtained and minuted. Similarly,
care must be taken when granting security to ensure that the
security is for new money and for the benefit of the company
as a whole.

® Express and impose their opinion at every opportunity and
take such action as is required to exert influence over board
policy where there is a difference of opinion — case law
supports the view that every director is obliged to ensure that
the board as a whole is acting responsibly.

® Despite all his best efforts, if a particular director’s presence at
board meetings is purposeless as his co-directors taken no
account of his views, his position on the board will become
untenable and expose him to liability; he should therefore
consider whether it is appropriate for him to remain in office.
A powerless director who carried on in office despite having
no practical influence on managerial policy, and who thereby
assumes obligations that he knows he cannot fulfil, is exposing
himself to criticism and potential disqualification/liability.

® That said, resignation will not necessarily enable a director
to avoid liability unless he can establish to the court’s
satisfaction that;—

— he had been aware of the company’s financial position
and the steps he considered should have been made by
the directors;

— he had exhausted all means of exerting influence over
board policy but had been unable to do so;

— the decision to resign had been taken as the final, and only,
option available to him.

The question of whether a director has taken sufficient steps
prior to resignation to protect him from liability will depend on
the facts of each case.

If you would like any further advice on the issues raises in this

article, please contact either Bernard Hoffman or Ian Yerrill.



CONGESTION CHARGE

CONGESTION
CHARGING AND TAX

he congestion charging scheme for Central London
came into force on 17th February 2003, very
much affecting the drivers in our firm. The
congestion charge will apply from 7am to 6.30pm
Monday to Friday, excluding public holidays. The
Inland Revenue has published a document outlining
the circumstances where the charge is tax-deductible.

Self-Employed Individuals

The general tax rule for self~employed individuals is that expenses are
deductible for tax purposes where they have been wholly and exclusively
incurred for the purpose of the business. All expenses with a material
private purpose (eg, home to work travel) are not allowable as a
deduction in computing taxable profits. This means that where someone
is self~employed and has incurred the congestion charge as part of their
normal business travelling expenses, it will generally be tax-deductible.
Congestion charges incurred for personal journeys, including home to
work travel, will not.

Employees and officeholders

Tax relief for travelling expenses is available only where the travel is in
actual performance of the duties of employment, or where it is necessary
for the employee to incur the cost to perform the duties of their
employment. There is no tax relief for any costs relating to ordinary
commuting (home to work travel) or private travel. Consequently, tax
relief will be available for the congestion charge if the charge was
incurred while the employee was travelling in the course of carrying out
their job or travelling to or from a temporary workplace. Tax relief will
not be available if the congestion charge is incurred in the course of
travelling to or from work, or in the course of a private journey.

Since the above statement was issued, further clarification has been made
on how the rules will apply to drivers of company cars and vans; if they
have the London congestion charge reimbursed by their employer they
will not be liable for tax. Deloitte & Touche have examined the legislation
and put this view to the Inland Revenue which confirmed that it is
correct. This is not brought out in the Revenue’s commentary, and it plans
to review the effectiveness of its guidance and expand it if necessary.

The reason for this anomaly lies in the way the benefit of using an
employer-owned car, or van, is taxed. The standard benefit in kind
charge covers all costs of providing the vehicle, including repairs,
insurance and similar costs. The congestion charge is such a cost. This is
because the congestion charge relates to a specific vehicle, not to the
person who happens to be driving it at the time. The same applies to
penalty charges received.

The exemption is not available in the same way for pooled cars and
vans. For these, there is the possibility of a tax charge on the
reimbursement or payment of the congestion charge in the rare instances
where on a given day the only journeys into the central zone are
incurred for private purposes.

Many employers will wish to reimburse or pay for congestion charges
where there is no realistic alternative to driving into the central zone —
early and late shift workers where their shift overlaps into the charging
period, for instance. Even where travelling by the company car, or van, is
not really a business necessity, employers could provide a useful tax-free
perk by reimbursing the charge.

Implications for employers

Congestion charges for which tax relief is available to employees and
officeholders can be included in dispensations. They can be paid free of
tax. This is possible because they are not “mileage allowance payments”,
which are in relation to expenses incurred on all journeys (eg, fuel).
They are additional costs incurred on a particular journey but unrelated
to mileage — another example is parking costs.

GIFTSTO CHARITIES

NEW RELIEFS ON
GIFTSTO CHARITIES

any property owners have Charities they enjoy supporting.
It is now possible to make a gift worth £50,000 at a net
cost of only £13,000.

In March 2000, the Government introduced a new tax relief where
individuals or companies can give quoted shares to Charities and then claim
tax relief based on the market value of the shares gifted. Further, there is no
capital gains tax charged on any deemed gain that arises at that time.

At the time, it was thought that quoted shares were chosen for this relief
over other assets because their market value is easily obtainable and
negotiations regarding valuation could be avoided. However, in the March
2002 Budget, the Chancellor announced an expansion to this relief to
cover the gift of freehold or leasehold interest in land situated in the UK.
In order to qualify for the relief, the Charity must certify it agrees to
accept the property. Relief may be withdrawn if the donor or someone
connected to them becomes entitled to an interest in the land for less than
full consideration within a specified date of the gift (usually six years).

If a land owner is considering making a donation and at the same time
has land to sell, with careful planning they may be able to take advantage
of this new law and generate substantial tax savings. The donor needs to
ensure that they have sufficient taxable income in the year of the gift to
mop-up the available relief.

In conclusion, a gift to Charity can generate substantial income tax
savings, is not chargeable to capital gains tax and is also exempt from
inheritance tax. Set out below is an example of how a gift of land can be
far more tax efficient than an outright gift of cash to a Charity. Also
remember, for gifts made after 5th April 2003, the donor may elect for the
gift to be treated as having been made in the previous tax year provided he
has sufficient income to cover the value of that gift. The election to do
this must be made in writing to the Revenue by the date of delivery of
the Self Assessment Tax Return for the previous year, and not later than
31st January following the end of that year.

Example
Landowner Mr Blair, a generous man, regularly makes substantial cash
gift aid payments to Charity. He own a piece of land he wishes to sell
and knows it is worth £50,000. The land has a very low base cost and if
he sells it he will face a capital gains bill of £17,000 (net proceeds
£33,000). His options are either to sell the land himself and give the
Charity the proceeds or gift the land to the Charity which could sell it
and keep the proceeds.

The tax consequences of each course of action are as follows:

Sale of Land by Mr Blair
Net cash gift to Charity

Gross value of gift

Higher rate relief available

The Charity claims back the basic rate tax of
In total the Charity receives

Mr Blair gets tax relief of

£33,000

£33,000 x 100/78 = £42,308
(40-22)% x £42,308 = £7,615
£42.308 x 22% = £9,308
£42.308

£7.615

Gift of land to Charity
The Charity sells the land and receives proceeds of £50,000
Mr Blair receives tax relief on the value of his gift at 40% ie, £20,000

By opting to receive the land, the Charity receives an extra £7,692
(450,000 minus £42,308) and Mr Blair receives additional tax relief of
£12,385 (£20,000 minus £7,615).

The best option is for Mr Blair to gift the land direct to the Charity. If
he does this, he receives a tax refund of £20,000. If he had made no gift
at all, he would have received net proceeds of £33,000 hence the
additional cost of the gift is only £13,000!

If you want any further information on this tip, contact any member of
our tax team.



CHIEDR EN’S PENSIONS

STAKEHOLDER FOR CHILDREN

n increasing number of clients are taking advantage
Aof the somewhat alien concept of funding a
pension policy for a child or grandchild. Since 6th April
2001 it is not necessary for anyone to have earnings in
order to establish a personal pension plan or a new
stakeholder pension.

[ set out below some of the considerations as to why a parent or

grandparent would wish to support such a long-term savings plan.

The Donor’s Position

Anyone may contribute up to /3,600 gross to a personal or
stakeholder pension each tax year. To donate the maximum to
someone else’s policy (such as on behalf of children) will cost a
net amount of /2,808 with basic rate tax relief of £792 added
into the policy by the Inland Revenue. Provided these
contributions are made regularly and do not effect the donor’s
general standard of living then such payments would also be
exempt from inheritance tax. Contributions can be regular or

even one off single premium payments.

The Child’s Position

There are some serious tax advantages. Firstly tax relief
automatically accrues at the basic rate on the contributions
made and there is no tax on capital growth achieved within the
fund. Given what is normally a very long time scale the entire
fund could be placed in an equity-based investment to maximise
long-term returns. Do however remember that these funds will
be locked up within the scheme until ‘retirement’ which is
currently at the minimum age of 50 which may well rise to 55
from 6th April 2004. Furthermore, although 25% of the fund
could be taken as a tax-free cash lump sum from the fund at
retirement, an annuity (or similar scheme) must currently be
purchased at retirement with the bulk of the fund. The
resulting pension is then taxed as income. In the unfortunate
event of the child dying before taking any benefits the whole

fund would pass into their estate and pass under their Will.

Pension v Trust Fund

Many parents and grandparents wishing to provide for a child
decide to utilise some form of trust arrangement partly to avoid
funds entering the child’s hands at a tender age. Unfortunately
the taxation position with trusts can be less satisfactory than
investing in the child’s own name. Many clients welcome the
ability to tie money up in a pension pot for 50 plus years
instead of using the trust to circumvent the worry of an

impetuous son/daughter.

Summary
Stakeholder for children offers some attractive tax advantages.

However pensions are currently inflexible although future

changes could well increase flexibility. If other allowances, such
as personal income tax and capital gains tax allowances are
already being utilised then the use of a stakeholder pension
could at least be a good tax planning idea. It may also be
appropriate where there is concern over a maverick child and a
parent/grandparent wishes to fund an investment for later life.
If you are interested in setting up a stakeholder plan in the
above circumstances please contact Colin Burns or Emily
Cadmore at our Harley Street office who will be pleased to

provide you with further advice.

MOBILE PHONES v

i
),
SIS

N

)

ITS GOOD TO TALK

ne of the most efficient benefits a company can
Oprovide to a director or employee these days is a
mobile phone. Whilst most benefits in kind now attract
income tax and employers national insurance, it is still
the case that where a mobile phone is registered to an
employer who in turn provides this to an employee, there
is no benefit in kind charge, irrespective of the extent to
which private use is made of that phone by the employee.
This can be contrasted with the situation where an
employer provides a fixed land line at the employees
home, where there is a taxable benefit on all the line
rental and private element of the call costs. We therefore
have the perverse situation where it is cheaper from a tax
and benefit point of view if an employee uses a mobile
phone at home rather than a land line. With advances in
the capability of mobile phones, this remains a very
worthwhile benefit to be provided and of course the

employer obtains full tax relief on the cost as this will be
< part of the employees overall remuneration package.



WEBSITE WATCH

Standard & Poor’s — www.funds-sp.co.uk
Investment fund performance of any investment or pension fund.

Financial Services Authority — www.fsa.gov.uk
Now includes consumer advice.

BBC - www.bbc.co.uk/workinglunch
Topical business and personal finance news.

Money Facts - www.moneyfacts.co.uk
Look up the best investment and mortgage rates.

Financial Times - www.ft.com
Enormous database of financial information.

Inland Revenue — www.inlandrevenue.gov.uk
Comprehensive site covering all aspects of tax and NIC.

DSS Benefits Agency — www.dss.gov.uk

Comprehensive site covering all aspects of social security benefits.

Access to Government sites — www.open.gov.uk
Central and local Government services, information and up-to-
date news.

Energy — www.buy.co.uk/which
A quick and easy online calculator will enable you to compare
prices and switch your energy supplier.

Commercial Property — www.primepitch.co.uk
Property investment marketing.
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New Cars - www.oneswoop.com
Save up to 30% on the cost of a new car.

COMMENTS & SUGGESTIONS

@ Phone your contact partner (or Michelle Greenland on our editorial team) at
Harley Street on 020 7299 1400. We welcome your thoughts and ideas on how
to improve future issues of GENIE.

(=

/EZ= You can contact our editorial team at genie@geraldedelman.com or visit us at

our website at www.geraldedelman.com.

o o | |
E Personal data is gathered in accordance with the Data Protection Act 1998.
Your details may be passed on to other organisations who wish to send you
information related to your business activities. If you do not wish to receive

this information, please phone our GENIE editorial team on 020 7299 1400.

This newsletter is for guidance only, and professional advice should be obtained before
acting on any information it contains. Gerald Edelman accept no responsibility for loss
suftered by any person as a result of action taken or not taken as a result of the

contents of this publication.
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E&%ELEEEE Gerald Edelman is registered to carry on audit work by the Institute of Chartered Accountants in England
and Wiales. Gerald Edelman Financial Solutions Ltd is an appointed representative of Independent
Solutions Group Ltd who are regulated by the Financial Services Authority. The value of investments can

go down as well as up and you may not get back the full amount you invested. The past is not necessarily
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TESSAs, private medical insurance, national savings and bank and building society deposits.

a guide to future performance. If you withdraw from an investment in the early years you may not get
the full amount invested. The FSA do not regulate taxation advice, inheritance tax planning, trust advice,
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