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Welcome to the Winter Edition of GENIE. We send out our annual diaries with this edition
although if you are reading a digital copy I suspect you will not want one or prefer an electronic
diary in your phone or tablet. We get mixed views on the diaries from clients who tell us they
are essential, to others who are totally digital who think they are a waste of time. In the words
of President Lincoln “You can please some of the people all of the time, you can please all of
the people some of the time but you can’t please all the people all of the time”. We do our
best but I have now
personally
converted to a digital diary which is
very good
indeed and
Business
Recovery
Payroll
Services
can therefore see the day when we abandon paper for good.
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by Colin Burns

Please do visit our website at geraldedelman.com as we have a constantly updated blog
of topical matters that you may find interesting.

Season’s greetings.
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Through his work as both non-executive director and business advisor to many of our clients,
Richard Kleiner has gained a substantial amount of experience in looking at businesses and has
decided to write a brief article on certain aspects to which every business should adhere.
Every business should have a plan which encapsulates
a “vision” and a strategy to take it from where it is now to
where it wants to be, regardless of its size or complexity.
This may sound obvious but in our experience there are a
large number of businesses who are trading without a clear
sense of direction or strategic goal, or structure enabling
them to get there.
Imagine the complexity of producing a business plan on a
massive scale. In the aftermath of the General Election this
is what David Cameron and his team are busy preparing as
they plan the country’s future for the next five years. On a
slightly smaller scale, consider the difficulties of producing
a business plan for an SME.
Many business owners spend much more time working ‘in’
their business than ‘on’ it. The effect of this may well be a
lack of vision and consequently stagnation or even ultimate
failure. Even successful businesses need a defined strategy,

otherwise what appears to be a bright future may
turn into a chaotic problem.
If you are not on the right path you may require assistance,
and this is where a firm like Gerald Edelman can help to
guide you to where you want or need to be.
If you are just starting out, looking to grow, or facing
significant obstacles it helps to have the best advisers
working with you, and we will provide pragmatic and
commercial advice at each stage of your business’s
life cycle.

So where to start?
The first step is to gather sufficient information about where
your business is today. This could encompass details such
as level of sales, profile of customers, number of employees,
product range, profitability, assets, sources of finance and
anything else relevant to your particular business.
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The next step is to consider where you
want the business to be. This will involve
you having a vision of what the business
will or should look like in the future, but in
particular there will be a need to identify
the area or areas where you can (or would
like to) outperform the competition.
by
Richard Kleiner

The business plan
is more than just
financial forecasts
on an Excel
spreadsheet.

This analysis will be unique to every
business but will probably include
changing some of the factors above. For
example, the edge you can maintain over
your competition might be focused on the
price of your products, the range of your
products, the efficiency of your staff, the
use of technology, the investment in new
products or services, etc.
By this stage you would have gathered a
lot of information about your business and
where you want to take it. The business
plan which you now need to generate

will help keep you on the right path and
take your business forward.
The business plan is more than
just financial forecasts on an Excel
spreadsheet. It must be underpinned by
a number of strategies and these must
be continually monitored, reviewed and
amended if they indicate that the business
is losing sight of its vision.
Implementing proper processes to achieve
this is vital. Taking the appropriate time out
to review the key areas, by way of efficient
governance, will give you a structure that
will enable the business to be grown in a
controlled manner.
It is a reasonable assumption that the size
of the senior management team will be
larger in bigger businesses and therefore
arguably they will have more resource in

terms of time to devote to this planning
process, but equally the process may
be more complex. The team at Gerald
Edelman can help support you through
this process.
For other businesses, the management
team may consist of a few key people and
might even be one owner/proprietor. The
key here is not to overcomplicate matters
and make best use of the time available.
We can help you tailor your approach to
suit the needs of your business.
If the contents of this article strike a chord
with you then I would suggest that you
contact me or the partner who normally
deals with your affairs for an initial meeting
to assess how to progress and make the
development of your business a reality.

Connect generates £3 billion in
additional tax revenue for HMRC
HMRC has collected a total of £3 billion from enquiries
generated by its multi-million pound database system, Connect,
since 2008, according to a recent report. This represents a
return of 37.5:1 on investment and means the Revenue is likely to
continue to rely on the system to identify targets for investigation.
This could mean that more innocent taxpayers find themselves
under the spotlight; the rigidity of the database system means
that red flags may be raised on a taxpayer’s affairs where there
is no real cause for concern.
Connect allows HMRC to cross-reference information supplied
on tax returns with data on individuals’ and businesses’ finances
stored elsewhere. It gathers information from multiple public
and private sources, allowing for the quick identification of any
discrepancies or possible under-reporting. HMRC has invested
£80 million in the system since 2008 and currently employs
over 150 analysts to help glean insights from the
information collected.
Connect now automatically collates information over 30
databases, covering details of taxpayers’ salaries, bank
accounts, loans, property and car ownership. HMRC also
has powers to request one-off bulk data from third parties
where there may be particular cause for concern. Insurance
companies, hospitals and dentists supplied information to assist
with the Tax Health Plan, for instance.
by
Paul Berendt
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The system is also allowing HMRC to ‘zoom in’ and keep tabs on
taxpayers’ day-to-day activities. Officials now track ticket sales
and passenger information supplied by airline companies, for
instance. Frequent flights are likely to raise questions about how
an individual is funding a jet-set lifestyle whilst regular trips to
known tax havens- such as Monaco- are also likely to
raise concerns.

Any involvement with charitable bodies is now also being
tracked via a direct link to the Charities Commission database.
Any payments linked to trusteeships will be monitored, to ensure
that they are being declared in full.
Particularly striking is the gathering of information from social
media. HMRC is now monitoring online posts about holidays,
parties and purchases. They may wish to ask questions where
they don’t feel lifestyle fits with an individual’s reported income.
Whilst many of the leads generated by Connect’s collation
of wide-ranging data are likely to be worth following up, a
proportion will be unfounded. A surface analysis of data or
online information could quite easily lead to misinterpretation.
An exaggeration over twitter or Facebook, for example, could
paint a highly inaccurate picture.
The Revenue is increasingly using Connect to establish whether
leads supplied by everyday informants-via the online Tax Evasion
Hotline- are credible. HMRC is now paying out record sums
to informants, handing out £605,000 over the last year, which
means at least some reports will be motivated by financial
gain. The increased reliance on an automated system to verify
information could mean that a larger number of unsubstantiated
claims are looked into.
The increased risk these developments pose for ordinary
taxpayers means that many are opting to protect themselves
against the costs that may be incurred in a tax investigation. You
can protect yourself against the cost of most tax investigations
by subscribing to Gerald Edelman’s Tax investigation service.
To find out more contact your relationship partner or Paul
Berendt (pberendt@geraldedelman.com).

Property investments:

what’s the best ownership structure?
One of the questions constantly posed by new
property investors is – what structure should I use?
Should I own properties personally (or, where joint
investors are involved, in partnership), through an
LLP, or should I invest through a company?
It would be nice if there was a simple answer. Sadly, there isn’t.
Each case has too be looked at on its merits. Here are the main
issues to consider.

Personal ownership

•	This may make raising finance easier and cheaper – generally
banks are happier lending to individuals than to companies,
and often at lower rates.
	If you want in future to dispose of the property and have
access to the cash personally, it is likely to be both simpler
and cheaper to do so – if the property is sold at a gain there
is just one “tier” of Capital Gains Tax, at rates between
18% and 28%, and no tax at all on £11,000 or so of gains
(assuming that you have no other gains in the year). If your
plan is to eventually leave the UK, gains on commercial
property made after you leave are not normally subject to UK
CGT at all – but don’t overlook the possibility that gains may
be taxable in your new host country. As covered in our last
edition from 6 April 2015, gains on residential property remain
taxable in the UK even
if you are not resident here.
•	The main disadvantage of personal ownership is that all rental
profit is chargeable to tax at your marginal rate of tax. That
includes any profit that is ploughed back into repaying capital
on buy-to-let loans: while interest is tax-deductible, capital
repayments aren’t.
•	Where properties are owned jointly (whether in partnership,
LLP, or simple joint ownership) each joint owner is taxed
on his or her share of any income or capital gain. Where
property is held in the joint names of a husband and wife
(or civil partners) the default rule is that for income tax (but
not CGT) purposes the property is assumed to be owned in
equal shares and income is taxed accordingly unless the true
beneficial ownership is different and an election is made to be
taxed according to that true ownership. This can give some
useful planning opportunities.
•	Splitting ownership with a spouse or civil partner, and
thus potentially doubling up on personal allowances, tax
bands and CGT exemptions can be tax-efficient. But if you
are planning to do this, it’s sensible to do it from the start.
Although you can transfer an interest in a property to your
spouse or civil partner without worrying about CGT or IHT,
there is no equivalent exemption from Stamp Duty Land
Tax. So if consideration passes or is deemed to pass (as it
normally will if property is transferred subject to a mortgage
debt) SDLT will need to be considered.
	From 6 April 2017 mortgage interest relief on residential
property will be reduced to a tax credit of 20% only. (This
is being phased in over 4 tax years commencing 2017/18
onwards)

Company ownership

•	The main attraction of holding property in a company is that
income is taxable at Corporation Tax rates (currently 20%
but reducing to 19% from 1 April 2017 and to 18% from 1
April 2020) rather than Income Tax rates of up to 45%. This
can be particularly attractive where cash has to be used to
repay borrowings: debt can be repaid much faster if 80% or
so of profit is available to do so rather than 55%. Remember
however that the lower rate of Corporation Tax is effectively a
tax deferral (albeit potentially a very long-term one) rather than
an outright saving: if you want to get your hands on the cash
personally there will normally be further tax to pay when you
extract value from the company, whether by way of salary,
dividend, or capital gain on liquidation.

•	During the lifetime of the company the most tax-efficient way
of extracting value will be by way of dividend. But from April
2016 the additional tax imposed on dividends by the Summer
2015 Budget means that the aggregate tax payable on profits
received by a shareholder via a company will be higher
than if the profits had been received directly. For example,
the effective rate of tax for a 40% payer becomes 46% and
even after 2020, when the full benefit of the Corporation Tax
reduction comes in, will still be nearly 45%.
•	Due to the proposed restrictions on mortgage interest relief
for residential property from 6 April 2017 applying only to
individuals, it may become increasingly attractive to hold
debt-funded portfolios through a company. But there is a
price to pay on extracting future gains.
•	The CGT position for companies is different from that of
individuals in three ways. First, tax is payable on gains at a
flat 20% (reducing to 19% from 1 April 2017 and to 18% from
1 April 2020); second, the base cost is uplifted for inflation
(which, although negiligible at current rates, has in the past
made a significant difference and may do so again); and
companies do not get any annual exemption. So for small
gains the tax charge in a company will be not much less than
for an individual and may be more: for larger gains a company
is likely to have a lower tax cost.

by Colin Burns

It would be nice
if there were a
simple answer.
Sadly, there isn’t.

•	But, as with taxes on income, it is misleading to consider
tax on capital gains only by reference to the taxes payable
by the company itself. As with income, if you want to access
the proceeds personally, there will be a further level of
personal tax to pay which, when taken together with the tax
at the company level, makes extracting capital gains from a
company a comparatively expensive exercise. For example
a property gain of £100,000 would bear tax of £28,000 if
made personally leaving £72,000 net; the same gain made in
a company would bear Corporation Tax of around £20,000
and further tax on distribution of around £26,000, leaving just
£54,000 net.
•	One area in which companies can give great flexibility is in
sharing ownership. Personal co-ownership of properties may
be legally complex, especially where co-owners fall out as to
the management of the property. Giving minority stakes, or
perhaps preference shares, in a property-owning company
can be a satisfactory way of effectively shares the benefits of
ownership while keeping effective control with
the shareholder holding the controlling interest in
the company.
•	Finally, direct and indirect ownership of property
is treated very differently on death. Where
properties are owned directly, IHT will be due by
reference to the values at the date of death (net
of debt) of the properties but – importantly – the
properties will be “re-based” to market value for
CGT purposes; so realization by the executors
will not normally incur any CGT charge. By
contrast, where shares in a property-owning
company are held, IHT will again be due by
reference to the value of the shares at the date
of death, and the shares will be “re-based” to
market value for IHT purposes. But there will
be no “re-basing” of the properties themselves.
This may be less of a concern if the property
company simply passes to beneficiaries and
continues to be run without substantial changes:
but it may add significantly to the tax costs if
on death the portfolio is sold and the proceeds
distributed between beneficiaries.
So: the decision whether to hold property directly
or via a company is not necessarily a straightforward one. It is
always worth talking this over with your tax adviser and it may be
there is a different strategy for existing property held and
new acquisitions.
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Should you Register your Trademark?
Following the July 2015 budget it has been well publicised that
the Chancellor has decided that all goodwill and customer-related
intangibles acquired by a company after 8 July 2015 will no longer
attract a tax deduction when it is written down in the accounts.
However the new legislation did not stop at goodwill, it includes other
intangibles, and in particular unregistered trademarks.
Anyone looking to sell on an unregistered brand to a UK tax paying
company is likely to be able to secure a better price if they get it
registered before the sale, as the acquirer can then still get a tax
deduction for the amortisation/annual write down on the purchase
price in respect of registered trademarks.
by
Colin Burns

Therefore, when buying a trademark after 8 July 2015 it is very
important as part of the due diligence process to consider the tax
implications of a brand being registered or unregistered.
However time consuming this process may well be, it would now
seem that having a registered trademark outweighs an unregistered
trademark from a tax perspective as well as a legal perspective.
Something for companies to consider, especially where these assets
have value and an asset sale (rather than a share sale) is possible.

Are you aware of the Bribery Act?

Collectively
produced by the
Audit Managers

The Bribery Act obtained Royal Assent on the 8 April 2010,
which for the business community feels a life time ago, given ever
changing rules and regulations post budget. Essentially, the Act
created a new offence which can be committed by commercial
organisations which fail to prevent persons associated with them
from committing bribery on their behalf. The guidance given is
not a “one size fits all” approach. Organisations are responsible
for having adequate procedures in place to prevent bribery. A risk
based approach is recommended for adoption, where each entity
considers policies and procedures. This needs to focus on areas
where most effort is required and which will have most impact.
There are 6 principles contained within the Act, proportionate
procedures, top level commitment, risk assessment, due
diligence, communication and training and monitoring and review.
Why the interest now in a piece of law enacted 5 years ago….?
During summer 2015, a report produced by HM Government
entitled:

“Insight into awareness and impact of the Bribery Act 2010
among small and medium sized enterprises (SMEs)”,
identified that a third of UK SMEs have not heard of the Bribery
Act or the potential negative impact and liabilities it can have.
Only 26% were aware of the Bribery Act and the guidance
issued by the Ministry of Justice in order to ensure that they have
complied with legislation.
Smaller companies assume that they are of little interest to
law enforcement and corruption. This is a huge oversight. Be
proactive in this area of company law especially in dealing with
suppliers and customers overseas, receiving cash, gifts and
donations. Ensure that staff are aware, trained and up to date
with legislation and review company policies and procedures on a
regular basis. Communication and mitigation of the risk is the key
to compliance.

The new single state pension
Summary
For people reaching state pension age from April 2016, the
current basic state pension and the additional state pension
(formerly the state earnings related pension) will be merged into
a single unit. From 2018, state pension age will start to rise for
men and will continue to rise for women until it reaches age 66.
You can check at what age you will be able to collect your state
pension by completing the simple questions found at https://
www.gov.uk/calculate-state-pension/y/age

Who will be affected?
The new state pension will apply to anyone who reaches state
pension age on or after 6 April 2016. This means it applies to
women born on or after 6 April 1953 and men born on or after
6 April 1951.
After 6 April 2016, to get any state pension at all, you’ll need at
least 10 years worth of National Insurance credits.
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Another change from the current rules is that you will need 35
years worth of credits (up from 30) to qualify for the maximum.
Even then, you may get less than this if you have spent part of

your working life contracted out in an employer’s scheme,
or receiving rebate contributions paid into your own
personal pension.

The ‘starting amount’
On 6 April 2016, everyone will be given a ‘starting amount’
for the new state pension. This will be the higher of:
a. the amount you would get under the current State
Pension rules
b. the amount you would get if the new State Pension had
been in place at the start of your working life.
Maximum pension current rules
•	Calculate how much basic state pension you are due under
the current rules. The maximum is £115.95 per week for
those with 30 years worth of credits. For those with less than
30 years of credits, the maximum is reduced by £3.86 for
every year you are short. For example, if you have 25 years
worth of credits you would be due £96.63.

•	Add on any SERPS and additional (state second) pension
you are entitled to receive under the current rules. Whilst not
impossible, this part is hard to calculate on your own, as you
would need a complete record of your earnings history on
which National Insurance Contributions have been paid from
1978 or when you started working, if later. The Department
for Work and Pensions should calculate this for you when
working out your ‘starting amount’ for the new single state
pension. Remember also that you will get no SERPS/
additional pension for any years you were contracted out
via an employer’s pension scheme or using your own
personal pension.

Or if Higher:
Maximum pension under new rules Post April 2016 had the
new system been in place when you started work.
Calculate the number of years – up to a maximum of 35 – of
National Insurance credits gained from working or receiving
Child Benefit, Jobseeker’s Allowance, Employment and Support
Allowance or Carer’s Allowance.
Multiply by £4.32 for each year. For example, if you have 25 years
of NI credits this would give you £108 per week i.e. 25 x £4.32
If you have the full 35 years credits this would give you £151.20
per week.
Deduct an amount broadly equivalent to SERPS/additional
pension for each year you were contracted out. As with Step
2, this is virtually impossible to calculate on your own without
knowing your past earnings history and the complex rules for
SERPS/additional pension.
The higher of the two calculations above is the ‘Starting
amount’ of new state pension.
It’s possible that your starting amount will be higher than the
new single state pension of £151.25 a week (35 times £4.32).
This would be the case if you have spent a large part of your life
‘contracted in’ and building up SERPS and additional pension.
It’s also possible that your starting amount will be less than the
new single state pension of £151.25 a week. This would be the
case if you have less than 35 years worth of National Insurance
credits or you have spent a large proportion of your working life
contracted out via an employer pension scheme or your own
personal pension.
Bear in mind that the sum of £151.25 isn’t yet set in stone – it’s
just the current indicative figure for the maximum weekly single
state pension. This amount is expected to be clarified in
Autumn 2015.
An example will clarify:

Example 1
Steve is aged 56 and has been in full-time work since age 18. He
was a member of a final salary pension scheme, but that stopped
in 2001 and was replaced by a workplace personal pension
(defined contribution scheme). Since 2001, Steve has built up
an additional state pension of £27.50 a week – and between
1978 and 2001, when he was in the final salary scheme, his
contracted-out SERPS equivalent pension was £45 a week (this
amount is built into Steve’s final salary pension).

Steve’s starting amount for his new state pension will be the
higher of these two steps i.e. £143.45 and he can continue to
build up further entitlement up to the maximum of £151.25 a week
between April 2016 and his state pension age.

Going forward
If your new single state pension ‘starting amount’ is lower than
the maximum amount of the new state pension (£151.25 or as
revised by the Chancellor), you can continue to build up more
state pension up to the maximum amount. You can do this up
until you reach state pension age and even if you already have 35
years worth of credits or NI record. People who have spent most
of their working age life ‘contracted out’ are most likely to fall into
this category.
Anyone who hasn’t built up the maximum new state pension will
gain another £4.32 for every additional year of NI contributions
or credits.

Deferring your state pension
It’s possible to defer the state pension under either the current
rules or the new rules. In return, you would receive a higher
pension (or a cash lump sum in lieu of the increase, if you defer
for at least 12 months). However, the rate at which your state
pension increases in deferment is reducing from 10.4% a year to
5.8% a year.
Whether it’s a good idea to defer your state pension depends
on a number of factors. These include your state of health –
with those people who have the highest life expectancy most
likely to gain. For people in normal health, the starting amount
of an index-linked single life private annuity increases by an
average of 5.2% a year between 65 and 70. This compares to a
(reduced) rate of 5.8% for state pension deferral, meaning it will
still compare favourably at this time with current private annuity
deferral rates.

by
Andrew Chaplin

It’s possible that
your starting
amount will
be higher than
the new single
state pension of
£151.25 a week.

Actions to consider
Get a state pension statement to see how much state pension
you have built up. At the moment, you can only get an accurate
estimate of what you are likely to get from the new state pension
if you are 55 or over. The state pension statements for the under55s still show you what you’d get under the current system.
However, even under-55s should consider getting an up-to-date
statement as this would at least show the minimum amount they
would get when the new rules start.

A pension forecast
You can currently get a state pension forecast from the
Department for Work and Pensions (DWP) at:
www.gov.uk/state-pension-statement
The forecast gives you an estimate of what you can expect in
terms of your state pension based on your National Insurance
contributions. The statement breaks it down into what you’ll
get as part of the basic state pension and what you’ll get as
additional state pension.
A new calculator will be needed once the change to a single state
pension comes into force (April 2016). The pension statement will
also tell you exactly when you will reach the state pension age
and can claim your pension.

Steve’s calculation is as follows:
Step 1 – calculate entitlement under the current rules. As Steve
has 30 years’ worth of NI credits, he qualifies for the full basic
state pension of £115.95 a week and he can also add on the
£27.50 of additional pension he has built up since 2001, giving
him a total of £143.45. The starting amount for his new state
pension will be no less than this.
Step 2 – calculate the state pension under the new rules. As
Steve has more than 35 years of NI credits he is entitled to the full
new single state pension of £151.25. However, he must deduct
his SERPS equivalent pension for the years he was contracted
out which amounts to £45 a week. This leaves him with £106.25.
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Small Business, Enterprise and
Employment Act 2015 – Corporate aspects

by
Engin Zekia

The Act received Royal Assent on 26 March 2015 and will be
implemented in various stages. The Act covers a wide range
of issues, including provisions to improve transparency of
businesses, and changes to filing requirements at Companies
House, to improve the quality of information on the public record
and reduce unnecessary administrative red tape.
Provisions now in force

Abolition of bearer shares
Companies will no longer be able to issue bearer shares, any in
issue must be converted into non-bearer shares. The conversion
process must be completed by 26 December 2015.

Directors’ general duties to apply to
shadow directors
The general duties of directors will now also apply to shadow
directors (a person in accordance with whose directions or
instructions the directors of a company are accustomed to act).

Prohibition on corporate directors
All directors are now required to be natural persons, subject to
certain exceptions (which are not yet finalised). Companies will
have until October 2017 to replace their corporate directors.

Registered office disputes
A registered office can now be changed by Companies
House if it can be show that a company is not authorised to
use the address.

Director appointments
The Act includes new provisions to deal with a situation where a
person claims that they have never been a director. A company
will now make a statement to confirm the director has consented
to their appointment. Companies House will then write to the new
director, who can apply for removal of their appointment if they
did not consent to act as a director.

Annual confirmation of accuracy of information on
public register
An annual return will no longer be required. Companies will now
deliver an annual confirmation statement that the company has
delivered all the required information in the last 12 months.

Changes to statement of capital
Companies will now only be required to specify the aggregate
amount unpaid on the total number of shares.

Option to keep information on central registers
Private companies can keep the following registers at Companies
House instead of in separate private company registers:
•
•
•
•
•

members;
directors;
directors’ residential addresses;
secretaries; and
people with significant control.

Duty to publish report on payment practices
Large private companies, large quoted companies and large
limited liability partnerships will have to report on their standard
and average payment terms.

Provisions coming into force in due course
The commencement date for a number of provisions in the
Act has not yet been determined but will be of relevance
to companies.

Directors’ disqualification regime
There will be a new ground to disqualify a director convicted of
offences overseas in connection with the promotion, formation or
management of a company.

Employment provisions

Suppression of director’s date of birth

A number of employment provisions provide for the following:

Due to concerns about identity theft or fraud, only the month
and year will appear for a new director. However, full date of birth
information will continue to appear at Companies House if it was
provided before October 2015.

•	new financial penalties for employers who fail to pay
employment tribunal awards or sums due under certain
settlement agreements;

Accelerated strike off
The process to strike off a company which is no longer carrying
on a business previously took between five and six months. It has
now been reduced to between three and four months.
Provisions coming into force from January 2016

Register of people with significant control
Most companies will need to keep a register of people with
“significant control” over the company. From April 2016, this
information must be disclosed at Companies House.
A person with significant control meets one or more of the
following conditions:
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Provisions coming into force from April 2016

•
•
•

holds more than 25 per cent of the shares or the voting rights;
holds the right to appoint a majority of the board of directors;
has the right to exercise a significant influence or control.

•	a restriction on exclusivity clauses in zero hours contracts;
•	the extension of the financial penalty for failure to pay the
national minimum wage so that it is payable in respect of
each underpaid worker;
•	a power to restrict the number of times that a party can
postpone or adjourn an employment tribunal hearing;
•	a power to require “prescribed persons” to produce annual
reports of protected whistleblowing disclosures;
•	a power to make regulations to protect NHS job applicants
who have made protected disclosures from discrimination by
prospective employers; and
•	a power to require repayment of public sector exit payments
in certain circumstances.

Recording EU trade on your VAT return
When trading with businesses in the EU a common issue is
knowing how to record the transactions on your VAT return.

Selling goods to the EU
When you sell goods in the EU your customer could be another
business or a private individual but what are the different
consequences and reporting requirements?

VAT registered
If you sell goods to a VAT-registered business you need to obtain
its VAT number so you can zero-rate the sale. The value of the
sale should then be recorded in Box 6 (net sales) and in Box 8
(total value of goods supplied to other EU countries) on your VAT
return. Sales that are included in Box 8 of the VAT return should
be included on the EC Sales List (Form VAT 101, “ESL”) and if
the value of such sales in a calendar year exceeds the Intrastat
threshold for dispatches (currently £250,000), the client will need
to submit Intrastat Supplementary Statistical Declarations (“SD”).
There are civil penalties if a trader fills in an ESL incorrectly or if
the form is submitted late (see below) and failure to submit an
Intrastat when required is a criminal offence.

Not registered
However, the rules are different if your customer is not VAT
registered or is a private individual. Initially the sale is treated in
the same way as a domestic UK sale and you will need to charge
VAT as normal. The sale would then be recorded in Boxes 1 and
6 of the VAT Return.

Distance sales
Distance selling occurs when the customer is in another EU
country, is not registered for VAT, and the supplier in one member
state is responsible for delivery of the goods. The most common
examples of distance sale are goods supplied by mail order
or ordered over the internet. If you exceed the distance sales
threshold in another EU country you need to register for VAT
there and account for the VAT on the sale. But you still need to
record these sales on your UK VAT return as well in Boxes 6
and 8.

Supplying services to the EU
If the ‘general rule’ applies and you supply services to a customer
that is “in business” (not necessarily VAT registered) you do
not need to charge UK VAT so the sale will only appear in Box
6 of the VAT return. You must be able to identify the business
customers and make reasonable checks to establish their status.
In most cases business customers in other member states are
able to supply a VAT number issued by their tax authority.
HMRC states that this will normally be sufficient evidence of a
business status.
If a business customer is not VAT registered (for example, this
may apply to businesses which make only exempt supplies),
alternative evidence may be used of being in business, such as
a letter from the tax authority or a chamber of commerce or a
letter head.
Where customers cannot provide evidence that they are in
business, or a trader has concerns about whether the evidence
relates to its customer, HMRC advice is that they should be
treated as non business customers and VAT at 20% should be
charged. If adequate evidence is subsequently provided, the VAT
accounting of the service can be changed.
If a UK business supplies services and the place of supply is
in another EU country, subject to the registration limits in that
country either the UK supplier or the customer is liable to account
for any VAT due in that country (where the customer is liable to
account for the supplier’s output tax, this will be done through
the reverse charge mechanism which is not relevant to an exempt
or non-business activity).
If your customer is a business customer and can be proved as
mentioned above then the supply is outside the scope of VAT.
Your invoice should be noted along the lines of: ‘the supply is
subject to the reverse charge’.
Here are a couple of key points with regard to the reverse charge:
In box 8 and box 9 of VAT Return – if a deal involves the sale or
purchase of services, then entries are never made in box 8 or
9 of the VAT Return by either the supplier or customer. These

two boxes only relate to trading in goods between businesses in
different EU countries (with VAT registration in their own country).
For a business that only sells services the boxes will always
be zero.
Sale of services included in box 6 – the sale of services to
overseas customers are always included in box 6 (outputs) of the
VAT Return completed by the seller even though they are outside
the scope of UK VAT in most cases (example because the place
of supply is in the customer’s country).
If the supply is to a private individual you need to charge UK VAT
so the supply is recorded in both Box 1 and 6 of the VAT return.
Note. There are special rules and returns for the sale of electronic
downloads to private customers.

Purchasing goods from the EU
If you purchase goods from the EU you will be making an intra
EU acquisition and need to account for acquisition tax. To do
this calculate the Sterling value and then apply the VAT rate
applicable in the UK - usually 20%. This is recorded as output
VAT in Box 2 of the VAT return and as input tax in Box 4 (the two
figures cancel each other out and there is no VAT to pay if the
business is fully taxable). It’s also recorded in Box 7 (purchases)
and 9 (EU purchases) of the VAT return. Those who trade in the
EU above the Intrastat exemption threshold (currently £1.5 million)
for purchases during the year must also complete a monthly SD.
Margin scheme. If you buy goods under one of the margin
schemes for second-hand items, the full value is recorded in
Box 7 of the VAT return.

Purchasing services from the EU
If you purchase services from the EU as well as the rest of the
world they are subject to the reverse charge. The process is
similar to the requirements for the purchase of goods but is
recorded differently. You firstly need to calculate the Sterling
value of the services and then calculate the VAT due. The VAT is
recorded as output tax in Box 1 of the VAT return and the input
tax is recorded in Box 4. The input and output tax cancel each
other out so that there is no VAT to pay if the business is fully
taxable. The net figures are recorded in Boxes 6 and 7 of the
VAT return.

The EC sales list (Form VAT 101)
When you sell goods or services to VAT-registered businesses
in the EU you also have to complete an ESL recording the value
of the supplies and the customer’s VAT number. For services a
‘code 3’ entry will need to be made at the end of the column of
the form.

by
Ajay Shah

If you sell goods to
a VAT-registered
business you need
to obtain its VAT
number so you
can zero-rate
the sale.

A UK business selling services to a EU business customer where
the customer must account for the reverse charge must record
details of all transactions on an ESL. The ESL is relevant to all
services where the EU customer declares the reverse charge.
The aim of the ESL is to enable the tax authorities to ensure
that reverse charge entries are correctly being made by those
businesses that are receiving services without being charged
VAT. This is particularly relevant if the business in question is
partly exempt and cannot fully reclaim its input tax.
The key rules for ESL forms are as follows:
•

 he form must be completed on a calendar quarter basis,
T
either in paper format or online. An extra seven days (21
instead of 14) are given if the form is completed online.

•	It is possible that you supply goods to business customers in
other EU countries who are not VAT registered. These sales
will not be recorded on the ESL because each entry requires
a VAT registration number otherwise the form will be rejected.
•	
The entries on the ESL only relate to the supply of taxable
services not to those that are exempt from VAT.
•

 he ESL forms are subject to a penalty of £5, £10 or £15 per
T
day if the ESL is submitted late and a potential penalty of
£100 will be charged for a material inaccuracy on the form,
unless there is a reasonable excuse for such an inaccuracy.
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Fourth Money Laundering
Directive Summary
of Changes

by
David Convisser

The EU 4th Money Laundering
Directive (4th MLD) will lead
to new Money Laundering
Regulations being introduced in
the UK within two years.

register. The central registers will be accessible
to the authorities with no restrictions.
Those within the regulated sector undertaking
customer due diligence will have access to the
registers as ‘responsible parties’ as will others
who are able to demonstrate that they have a
‘legitimate interest’.

Introduction

Record Keeping Requirements

The European Parliament approved the 4th
MLD on 20th May 2015. The legislation came
into force on 26th June 2015 and the UK
government now has two years to implement
the anti-money laundering provisions
contained in the 4th Directive into a new
version of the Money Laundering Regulations.

The Changes
Simplified Due Diligence
The 4th MLD removes the automatic right
to carry out simplified due diligence where
the customer or product falls within certain
categories, e.g. where the customer is a
credit or financial institution, a local authority
or a company listed on a regulated market.
Instead, individual Member States may
allow simplified customer due diligence
(CDD) measures provided that it has been
established that the business relationship or
the transaction presents a lower degree of risk
of money laundering occurring. It is anticipated
that the UK government will take advantage
of these measures and allow simplified due
diligence to be undertaken in appropriate
circumstances.

Register of Beneficial Owners
Member states will be required to maintain
central registers containing information about
the Beneficial Owners of companies and
other legal entities. In the case of trusts, the
4th MLD requires the trustees of any express
trust to maintain up-to-date information on
beneficial ownership including details of the
settlor, trustee, the protector (if any), the
beneficiaries or class of beneficiaries; and
any other natural person exercising effective
control over the trust. The trustees will be
required to make such information available
when entering into a business relationship or
carrying out an occasional transaction. In the
UK, those trusts which are obliged to file a tax
return will be required to submit information
about their Beneficial Owners to the central
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Currently, the Money Laundering Regulations
2007 require regulated entities to maintain
their customer due diligence material for
five years from the date when the business
relationship with the client comes to an end
or an occasional transaction is completed.
The 4th MLD imposes a new obligation
to delete personal data after the five year
retention period.
The Law Society has been lobbying against
this restriction and the final version of the 4th
MLD provided that Member States could
extend the retention period up to a further
five years if it is felt to be justified. It is
expected that the legislation in the UK
will permit customer due diligence material to
be maintained for up to ten years in
some situations.

Written Risk Assessments
The 4th MLD introduces a new requirement
that appropriate steps must be taken to
identify and assess the risks of money
laundering and terrorist financing and to
document it. These written risks assessments
must be kept up-to-date and made available
to the Solicitors Regulation Authority (SRA)
upon request.

Politically Exposed Persons (PEPs)
The 4th MLD widens the definition of a
Politically Exposed Persons (PEP) to include
citizens holding prominent positions in their
home country such as politicians, the judiciary
and senior members of the armed services
as well as those of overseas countries. The
Directive has clarified the position regarding
family members of PEPs. Parents, spouses
(or equivalent partners), children and their
spouses or partners are to be treated as being
PEPs under the 4th MLD. Once a PEP has left
their office, they will remain a PEP for at least
twelve months until such time as that person
is deemed to pose no further risk specific to
politically exposed persons.

Gerald Edelman is registered to carry on audit work in the UK and Ireland by the Institute of
Chartered Accountants in England and Wales and authorised and regulated by the Financial
Conduct Authority (FCA) for investment business. Genesis Wealth Limited is authorised and
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