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HM Revenue
and Customs
request £250
‘Underpayment’
All UK businesses who
successfully filed their
2004/05 End of Year Return
forms P35 and P14 using
HM Revenue and Customs
(HMRC) online filing facility
were entitled to receive
an online filing incentive
payment of £250.
However, due to an internal
systems anomaly, HMRC
have no record of some End
of Year Returns having been
received, and have therefore
mistakenly issued a number of
underpayment notices to UK
businesses during the last few
weeks.
Advice: If you filed your
2004/05 End of Year Return
form P35 online, but have
received an underpayment
notice of £250 plus interest,
forward a copy of the
‘successful receipt’ email
confirmation issued by the
Revenue at the time of filing,
to HMRC at the address
stated on the underpayment
notice, in order to prove
that your Return was
successfully filed online.
If RHK provide payroll
services to you or you
would like us to deal
with this on your behalf,
please forward the
underpayment notice to
our Payroll Department,
who will be happy to
assist you.
Tel: 0191 478 1513.

Grant sparks off job surge

From left: Tony Edwards (RHK), Barry
Stiefel (Spark Response) Michael Cantwell
(RHK) and Peter Slee (Spark Response).

Spark
Response is
set to create
100 new jobs
after being
awarded an
SFI grant
by One
NorthEast
with the
help of RHK’s
corporate
finance team.

The company provides outsourced business
services in the home shopping and ancillary
services market. Clients include BSkyB,
Powergen and Toys R Us.
Spark currently has 298 employees and is based
at Follingsby Park, Gateshead. It plans to lease

an additional 75,000 sq ft unit, recruit 100 new
staff, and spend £1.5 million on new capital
equipment. Turnover is expected to grow from
£10 million to £14.5 million in 2009.
Barry Stiefel, MD of Spark, commented: “This
grant helps address risks inherent in the project,
and means we can look forward to the future
with confidence. We are very grateful for the
assistance of RHK, with whom we enjoyed an
excellent working relationship.”
Tony Edwards, Corporate Finance Partner
at RHK, is pleased by Spark Response’s
commitment to the region. “About 95% of the
company’s employees are resident in Tyne &
Wear, and the company has developed strategic
partnerships with several local businesses. With
the onset of this project, the company will
continue to play an important role in the local
economy.”

Bonuses - Time for review!
Due to recent changes in
legislation, any bonuses to
be paid to directors and
employees must now be
agreed before the end of
the accounting period to
which they relate. Previously,
bonuses could be agreed
after the draft accounts had
been prepared.
To enable bonuses to be
included as a liability in the
accounts, there must be
an obligation to pay the
bonus before the accounting
period end. To determine if

New Staff

Lorraine Marley and Iain
Dorkin have joined RHK’s tax
department. Lorraine joins us
from PriceWaterhouseCoopers
where she was employed for a
number of years. Her role will
focus primarily on assisting
Bradley Thomas, RHK’s Tax
Partner, but no doubt there
will be numerous other
assignments and an allocation
of clients to keep her busy!

an obligation existed, there
must be evidence of the
obligation at the accounting
period end. Evidence could
include:
• Term written in a legal
contract.
• Pattern of past practice
and thus expectation of
the recipient.
• Formal minute of a
meeting in which the
bonus is declared before
the accounting period end.

Don’t leave it until it’s too
late!
Advice: In order to ensure
that you are able to receive
dividends and bonuses from
your Year End Accounts, RHK
recommend that management
accounts are prepared at least
three months prior to your
Accounting Year End.
If you would like our help
with the preparation of your
company’s management
accounts, dividend vouchers,
or formal minutes of meetings,
please do not hesitate to contact
us. Tel: 0191 478 1513.

Iain joins us after six years at
Ernst Young and he bolsters
our tax team to accommodate
a significant growth in both
compliance and advisory
services.
Sheila Morris also joins
RHK as Personal Assistant to
Managing Partner David Hall
and Bradley Thomas. Sheila
joins us from the Department

Sheila Morris, Iain Dorkin, Lorraine Marley

of Work and Pensions and will
liaise with clients on behalf of
both David and Brad.

Advice that counts

Tax Issues of Home Working
More than 3 million people work regularly
from home - most being ‘teleworkers’,
those relying on computers, telephone and
broadband internet connections. What are the
tax issues arising for the employee and the self
employed?

Equipment provided by employer
If an employer provides equipment (furniture
or computers) or supplies services (a telephone
line or internet access), this would normally
be a benefit in kind. These are exempt,
however, where the only purpose is to enable
the employee to work at home and private
use is insignificant. Telephone and internet
access must be a vital and central part of the
employee’s duties and the employer must be
able to minimise private use.

Expense payments to employee
There is no tax charge where an employer
reimburses an employee for any additional
household costs incurred whilst working at
home, for example for extra light and heat
or insurance. Up to £2 a week may be paid
without the need to keep records but more
than this can be paid if there is evidence to
justify the amount.
The homeworker must do some or all of their
work at home with the agreement of the
employer under a formal arrangement. No
relief is given where an employee takes work
home in the evenings.

Expense deductions
If an employee incurs expenses, tax relief
will not be given unless the duties of the
employment require the employee to
work at home. Most employees who work
at home are doing so by choice and they
will not receive tax relief on these expenses.
If a homeworker travels to the employer’s
office, the cost will not be allowed unless
trips are irregular or self contained - for
example for a meeting. Business trips to other
locations will normally be allowed.

Self employed
An expense is not usually allowable if it is part
private, but a claim for “use of home as office”
based on a reasonable apportionment of
household expenses will normally be given to
self employed taxpayers. This can be based on
number of rooms or surface area and include
costs such as rent, light and heat, insurance,
council tax, water rates etc. HMRC expect to
see that an identifiable part of the house is set
aside for business use.

Two potential pitfalls
In some cases, business use of the main home
may cause a capital gain to arise on sale
and there may also be cases where business
rates are payable. Please contact us for more
information if you think you might be affected
by these issues.

Age Discrimination
From 1 October 2006 the
Employment Equality (Age)
Regulations 2006 come into
effect. These make direct
discrimination, indirect
discrimination, harassment and
victimisation unlawful on the
grounds of age. The following
areas are covered by the
legislation.

Recruitment and
selection
It will only be lawful to
specify a particular age where
an employer can show it is
objectively justified, such as
fixing a maximum age for
recruitment to reﬂect training
requirements or when there
is a genuine occupational
requirement such as a young
actor for a particular role.
Job adverts must avoid using
language which might imply

a desire for someone of a
particular age, such as ‘lively’
‘young’ or ‘mature’.
With regard to recruitment
only, the legislation does not
apply for over 65s.

Service related beneﬁts
Employers may continue to
use length of service criteria to
reward staff,
but the period
of service
must not be
more than five
years. A simple
example would
be where an
additional day’s
annual leave
is granted
for each year
of service. If
the length of
service criteria
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exceeds five years, it can still be
used providing the employer
can show that it is fulfilling a
business need, for example
as a motivator or a reward for
loyalty.

Retirement
There will be a national
default retirement age of 65,
with lower ages having to be
objectively justified
on a case by case
basis.
When an employer
wishes to retire
an employee of
over 65 they will
have to notify the
employee
between six and
twelve months
in advance of
the intended

retirement date and tell the
employee of their right to
request to work beyond the
retirement date. If such a
request is made, it must be
made by the employee no less
than three months before the
intended retirement date. All
employers must consider such
requests, meet to discuss it,
and provide a response within
a reasonable time frame.
Provided the correct procedure
is complied with there will be
a presumption that a dismissal
at or above the age of 65 is a
planned retirement and there
will be no right to claim unfair
dismissal.
An employee aged 65 or
over who is dismissed for any
reason other than a planned
retirement will have the right
to bring a claim for unfair
dismissal.

Right First Time
When taking on a new employee it is important to
operate PAYE correctly; the last thing you want to
do is upset a new employee by taking too much tax
from their first pay cheque!
If the employee has a P45 from the old employer,
all the details needed - their pay and tax deductions
so far this tax year as well as their tax code and NI
number - are given and things are simple.
However, some employees are unable to provide a
P45 and they have to complete a P46. This form is
used to determine the tax code to be operated.
The employee has to tick the box which describes
their circumstances. This is used to work out the tax
code to be operated.
A tick here will entitle the employee to the full
personal allowance of £5,035 and a tax code of
503L. This means that they won’t pay tax on the first
£419 of pay each month (or £97 a week) and will be
entitled to extra tax free pay of £419 for each month
not worked so far this tax year. So someone starting
work in October 2006 would not have to pay tax
until their cumulative pay reached £2,514 (6 x £419).
A tick here means that the employee is taxed on each
month’s pay in isolation. Each month they get the
first £419 of pay tax free.

Now a ‘Stealth Tax’
for Trusts!
Since Budget day there has been
much lobbying of the Chancellor
on the changes to trusts and some
amendments have been made.
The changes announced were
aimed mainly at Accumulation and
Maintenance (A&M) trusts and
Interest in Possession (IIP) trusts.
Lifetime transfers into A&M trusts
or IIP trusts have always been
exempt from inheritance tax (IHT)
if the settlor lived for the next
seven years. These trusts have also
not been subject to the periodic
or exit charges suffered by other
trusts.
The new rules will apply the
treatment currently applying to
discretionary trusts to both A&M
and IIP trusts. So, in the future
there will be:

• a chargeable transfer on entry
with a lifetime rate of up to
20%;
• a periodic charge of up to 6%
every ten years; and
• an exit charge when funds
leave the trust between
periodic charges.
The new rules apply from 22
March 2006 to new trusts and to
additions of new assets to existing
trusts.

Existing A&M trusts which provide
that the assets in trust will go to a
beneficiary absolutely at 18 retain
the old IHT treatment. However,
few trusts provide for this since
18 is widely considered to be
too young. Therefore, one of the
amendments to the legislation is
that if a child becomes absolutely
entitled to assets at or before the
age of 25, rather than 18, then
IHT charges may only arise for the
seven years post age 18. If existing
trusts modify the terms to provide
for absolute entitlement between
18 and 25, the above concessions
will also apply.
The old IHT rules for existing IIP
trusts will run on until the interest
in the trust property at 22 March
2006 comes to an end. Also, the
current interest may be changed
before 6 April 2008 and the old
IHT treatment may be retained.
Trusts for disabled persons and
certain trusts created on death
for a child or which create a life
interest are exceptions to the new
rules.
If you created a trust before Budget
day or have a Will which creates
a trust on death, you may wish to
contact us to see if it remains tax
efficient or if you need to change
the terms.

Taxman to pay out
£millions
The government is set to pay out
hundreds of millions of pounds to
businesses in overpaid VAT.

A tick here means that tax will be paid on all pay at
the basic rate (BR) of 22%.
A new box has been added to the P46 this year so
ex students can advise their employer that they need
to repay their student loans by payroll deduction. If
this box is ticked then employers should start making
the necessary deduction of 9% of their pay above a
monthly threshold of £1,250.
Incidentally if you have an old stock of these forms
make sure you throw them out and order some new
ones.

This follows a ruling by The Court
of Appeal in February 2006 that
Bodycraft, a motor trader who
dealt mostly in second hand Aston
Martins, could claim for overpaid
VAT in excess of a time limit of
three years imposed in the mid1990s.
The court ruled that since there
was no transitional period involved
when the government introduced
the three-year cap, the cap was
incompatible with European
Union law.

Though the government has
not decided to cease pursuing
the case, it has dropped its
non-payment of the disputed
overpayments, meaning it will pay
out and seek to recover money
later if it subsequently wins.
Advice: If you believe that you
have overpaid VAT because of the
imposition of the three year limit
you should seek to reclaim it now.
Contact Geoff Miller for advice.
Tel: 0191 478 1513 or email:
gmiller@rhk.co.uk
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Reclassifying
Subcontractors:
A New Hard Line
HMRC have begun to take a very hard line
with the reclassification of subcontractors to
employment status. The effects of this can
be bad enough for a business but it now
appears that HMRC are ‘squeezing until the
pips squeak’.
When an individual has been reclassified as
an employee, HMRC’s practice had been to
collect only NI from the employer, provided
that the individual had paid income tax on
a self employed basis. The NI would include
both employer and employee contributions
with no deduction for contributions paid by
the individual.
HMRC now appear to be seeking a full
settlement of the tax as well as the NI.
HMRC will only allow a set-off for the
amount of tax paid by the individual where
the employer can obtain a mandate from
the individual stating that the individual will
not seek a refund of the tax (which they
could do by making an error or mistake
claim for the last six years) and requesting
that HMRC set the tax paid against the PAYE
liabilities of the employer.
If employers cannot trace the individuals
concerned, they may have to settle the
tax in full.
Also HMRC appears to be pursuing all
earlier years although the tax paid by the
individual more than six years ago will
be set off in the settlement because the
individual cannot reclaim this.
The effects of reclassification can be serious
and can affect any business using self
employed individuals. Please talk to us if
you have any concerns about this issue.

Company Cars Don’t
Have to be Expensive
‘…50% of employers currently
providing company cars were aware
that list price and CO2 (or at least
pollution or fuel consumption in
a more general sense) were the
main determinants of tax and NICs
liability on company cars.’
That 50% were unaware is worrying,
but it doesn’t mean that a car has to
be an expensive perk. The starting
point to calculate the tax bill is the
list price of the vehicle and not the
price paid. List prices are recorded in
popular car magazines. The exhaust
emissions of the car are then used to
find a percentage (see table), which
is applied to the list price. This will
give the value of the benefit of the
car which wil l then be taxed.

Example
Brian has a company car
throughout 2006/07. The car is
a petrol car with a list price of
£20,000 and has CO2 emissions
of 212 g/km. The relevant
percentage is 29%, so the benefit
is £5,800 (£20,000 @ 29%). If
Brian is a higher rate taxpayer, his
tax bill will be £2,320 (£5,800 @
40%). The employer will be liable
to Class 1A NICs of £742 (£5,800
@ 12.8%).
A ‘dirty’ car can be expensive but
there are discounts for cleaner
cars. If you would like to research
emission levels and ‘clean’ cars, a
good starting point is
www.comcar.co.uk

Company cars 2006/07 and 2007/08
CO2 emissions
(gm/km)
(round down
to nearest
5gm/km)

% of
car’s
list
price
taxed

Fuel benefit
(£14,400
x %)

up to 140

15

2,160

145

16

2,304

150

17

2,448

155

18

2,592

160

19

2,736

165

20

2,880

170

21

3,024

175

22

3,168

180

23

3,312

185

24

3,456

190

25

3,600

195

26

3,744

200

27

3,888

205

28

4,032

210

29

4,176

215

30

4,320

220

31

4,464

225

32

4,608

230

33

4,752

235

34

4,896

240 and above

35

5,040

£

Company cars
• For diesel cars add a 3%
supplement, but maximum still
35%. This is waived for Euro IV
diesels. For 2006/07, no waiver
for diesels registered on/after
1 January 2006.
• Discounts apply to certain
environmentally friendly cars.
• For cars registered before 1.1.98
charge is based on engine size.
• The list price includes
accessories and is subject to an
upper limit of £80,000.
• List price is reduced for capital
contributions made by the
employee up to £5,000.

Fuel beneﬁts
• The fuel benefit charge is
proportionately reduced if
provision of private fuel ceases
part way through the year.
• The fuel benefit is reduced to nil
only if the employee pays for all
private fuel.
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Disclaimer - for information of users: This newsletter is published for the information of clients. It provides only an overview of the regulations in force at the date of publication, and no action
should be taken without consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss occasioned by any person acting or refraining from action as a
result of the material contained in this newsletter can be accepted by the authors or the firm.

The computation
of the benefit can
become quite
complicated.
Please talk to
us if you would
like to know
more about
the tax efficient
provision of
company cars or
would like help
with calculating
the benefits.

