News letter August 2006

DON'T PANIC!

HM Revenue and Customs are sending out a new wde&ers to small business proprietors. They
traders are keeping propeusiness records and declaring all their profiecdise this is a pilot proje
likely to ask the trader:

To allow TaxInspectors to visit the trader’s premises to exanhiis or her cash handling
computer records) for the current year.

. To complete a questionnaire — questionnaires argylm®mpiled for tradeectors where |
commonplace.

. To ‘self-audit’ by reconsidering specific entries on hidher last Tax Return (a developr
suggested that trade expenses had been overstated).

. To read a list of errors and false statements fonrRReturns submitted by other people
his or her own Return does not need correction.

. To respond to a ‘challenge’where HMRC will state that they have specific mfiation tr
is incorrect. An example might be a relatively dnaigcrepancy between the contractor
made.

It should be noted that the only relevant statufmwers HMRC have are to examine the trader’s
records — otherwise, they cannot insist on hisesrdo-operation. The unspoken threat is, heweth:
may open a formal Enquiry.

Two points cause us great concern. The first is HMRC originally proposed to write to traders
Although they have now relented, paxperience warns us that HMRC’s system for sendopies
contact us immediately if you receive such a lefiéwe second is that HMRC also intend to teleph
very stongly recommend that you make a careful note efréguests made and questions asked, s
top of your head’, and again contact us immedia(@iso, bear in mind that anyone seeking inforor

If you do receive a letter, or a telephone calh'dworry. HMRC are not writing or calling becautie
Tax Return was inaccurate. They are targeting ygmabse you are a cash traderbecause their co
the norm’, or because of ‘guilt by associatiorthey have found that other people carrying onlaint
they assume you have too.

INHERITANCE TAX

The reform of the inheritance tax treatment of fgtrusts, announced in the Budget, was severiy
but also by financial commentators in the newspaped elsewhere. In response, the Governmer
original proposals, but the main structure of tea/rscheme remains unchanged. All the argumen
what the current position actually is, so the naatrcle in this newsletteseeks to answer some ‘freqt

Do | need to make a new Will?

Lawyers estimate that around half of existing Witisly not achieve the best inheritance tax re:
problem is likely to affect trustset up by Will for the benefit of the testator’sldren. Under the old
the beneficiary became entitled to fimeome generated by the trust no later than age 25. Utiaene
favourable treatment, the beneficiary must becomtéled to thecapital outright by that age. (Th
overlook, as it has largely been overshadowed éythument as to whether the qualifying age shio



A difficulty when reading a Will (or any documerdgtsng up a trust) is that the trustees often Isia
document itself, but which may affect the tax posit The Government itself overlooked thusint wi
year’s Finance Bill. Do not assume, therefore, thatWill actually means what it says.

Because circumstances change, it is anyway goatigeao review your Will at least every five
legislation certainly provides it.

Do | need to review my existing life assurance @pef?

Life assurance policies are often written in tres#ther to protect the beneficiary from creditorsvith a
In its final form, the new legislation makes it @tghat a policy taken out before Budget Day walht
rules, even if premiums continue to be paid afteddet Day. However, this peattion can be lost if st
life assurance company should be able to advis¢heha proposed change will trigger what is tecél

A related point is that it may be ilsle, under the terms of the policy trust, to appaew or addit
legislation allows a ‘window of opportunity’, whiatloses on 5 April 2008, to do this in a tefficier
before that date, consider whether the policy $rastl fully reflect their wishes.

Are new tax-efficient life assurance policies sMailable?

A more limited range of life assurance based inhece tax plans remains available. Howev
traditionally been the most popular, for the futtire most taxefficient will require the investor to ma
the outset.

Is there still any scope for making lifetime settents?

Surprisingly, despite all the bad publicity, thesaer is: ‘“Yes’. And in many cases, a lifetime 4
before.

To start with the bad news, most settlements mgdeing people will now be subject to an immee
of the value of the property settled. But the exioss will be:

. Where the property settled falls within the setsloril rate band (currently £285,000).
cent, which (as will be explained below) has imanttconsequences.

. Some (not all) trusts set up as part of a divoettesnent.

. Trusts for the benefit of a seriously disabled pers

Additionally, all lifetime trusts, except those fitre benefit of a seriously disabled person, aterg@l
ten years (a maximum of 6% of the value of thettpugperty) and when any property leaves the g8

However, the good news is that the new rules mdyae the capital gains tax payable on transfeas
investments to a settlement counts as a disposahfital gains tax purposes, but if the trangfesubj
‘held over’ until the investments are eventuallydsby the trustees. This applies even if no in
settlement falls within the settlor’s nil rate band

Paradaically, therefore, the new legislation may actydielp someone wishing to set up a rela
existing investments.
Does the ‘seven year rule’ still apply for lifetirgdts?

The rule remains that a lifetime gift is writterf tfie donor’s inheritance tax ‘clock’ after sevezays-
years after making a gift, his full nil rate bandl e available to set against his estate on dédiis p
Day announcement, which led to further confusion.

What can we do if someone died recently?



Here the problem is likely to be that the Will wastten with the preBudget legislation in mind an
under the new law.

Some modern Wills set up a ‘discretionary Will Tirwghich effectively allows the executors to rew
death. Otherwise, it may be possible for the berafes and potential beneficiaries to regavthe Will k
also possible where the deceased died intestat@) bither case is more complicated where theira
law incapable of giving their consent). Again, timee limit is two years from the testator’s death.

..... or less recently?

However long ago the testator died, the trusteesaxisting Will Trust have until 5 April 2008 tear
inheritance tax outcome. The same applies whergukewas originally set up by a living person.

What can be done will depend on the circumstan¢dateo case, including the trustees’ powers
commonly it will involve eitherensuring that the beneficiary becomes entitlechéodapital by age
surrender his or her interest (which in some cirsiamces may provide an inheritance tax free tramc
legal advice will be required and it will be nea@agsto consider the capital gains tax, as wellhasirl
arrangement.

SALES ON INTERNET AUCTION SITES

We are sometimes asked whether sales @y @Bd similar internet auction sites are subgai¢ome
exactly the same as those for more traditional outlof selling secondhand goods, such as car &
newspaper.

A sale is not a taxable transaction for incomeaa¥ AT purposes unless the item in question wagin
acquired in the course of a business. Such iterhsisually have been acquired by purchase they c
of animals) bred.

Thus tax will not be payable if someone simply deaut his attic or his garden shed and sells
decides to sell the ugly Victorian china ornamdmshas just inherited from his greatnt. (The onl
payable if any one item, or set of items, is wanibre than £6,000 or the sale is of coins whichegel

A possible ‘grey area’ is the collector-come-ameddealer —for example, the stamp collector who
for his own collection, and sells on the remaindiéuch will depend on whether he makes a regulaii

This newsletter deals with a number of topics which, it is hoped, will be of general interest to clients
impossible to mention all the points which may be relevant in individual cases, so please contact us f




