





When the cheque isn’t
in the post: preventing
late payment

Late payment is a growing problem for businesses. According

to a recent study, 59% of small and medium-sized enterprises
encounter difficulties with outstanding debts - with 33% claiming
that clients’ failure to pay on time risks the survival of their
business.

Smaller firms are particularly vulnerable to the effects that late payment
can have on cash flow, profitability and ultimately the viability of

a business. If you want to avoid falling victim to the ‘late payment
culture’, consider the following strategies.

Credit check your customers — Failure to research the credit history
of both new and potential customers could leave your business at risk
of late or even non-payment. Minimise this threat by conducting the
necessary checks with the customer’s bank, a credit reference agency
and some of their suppliers. Further financial information may be
obtained from Companies House, the Institute of Credit Management
and local media.

It is also advisable to monitor your customers’ payment trends on an
ongoing basis, as this may allow you to spot potential problems before
they develop into something more damaging.

Publicise your terms and conditions — Clearly print your terms and
conditions for payment on all relevant documentation that is sent to
new and potential customers. Terms should clearly state the payment
period for any invoice — settlement is often expected within 30 days,
although this may vary depending on the type of business.

Promote a positive payment culture — To encourage customers

to pay on time, you could consider offering small discounts for the
early settlement of bills. If a customer is having problems with their
payment, you may want to negotiate a deal with them. However,

be wary of excuses — if they tell you the cheque is in the post, ask for
further details, such as the cheque number and the date of posting.

Invoice on time — Distribute invoices in a timely manner to ensure
the payment process remains as efficient as possible and prevent
unnecessary delays by addressing the invoice to the correct contact
and department. If a client has not paid on time, it is essential to
pursue payment.

Know your rights — Under the Late Payment of Commercial Debts
Act 2002, businesses have a statutory right to charge interest for the
late payment of commercial debt, at a rate of 8% above the Bank of
England’s reference rate. You should make it clear that you will enforce
these rights if an account becomes overdue. Should it come to the
worst, seek legal advice about how best to pursue the debt.

Remember: customers who fail to pay their bills could jeopardise your
business. Enforcing a fair but strict payment policy will protect your
client relationships and your business in the long term.

We can work with you to help improve your debt collection and
cash flow management procedures. Please contact us to arrange a
review.

Tax implications of an
overdrawn director’s
account

A key fact to get to grips with when you run your own company is
that the company is a separate organisation and the money is not
automatically your money. You cannot draw funds from the company
bank account, or ask the company to pay for your personal expenses,
without some tax and accounting implications. These are not new
issues and we have covered them in previous publications but as such
transactions continue to attract HMRC scrutiny we hope you find this

refresher useful.

When you do take money from
the company, that payment has
to be treated as:

* salary - which must be taxed
under PAYE and is subject to
national insurance when it is
made available to you;
or

dividends - which must be
approved by the members
and be paid out of the
existing taxed profits of the
company;

or

a loan - which does not
create an immediate tax
charge but may do so if the
total amount borrowed
exceeds £5,000 at any point
in the tax year.

The legal rules covering
transactions with directors,
including loans, have historically
been complex. The Companies
Act 2006 introduced some
much needed simplification in
this area. In this article we focus
on the tax implications of such
transactions, there are currently
no plans to simplify.

A loan may be made up of cash
drawings, but may also include
the value of personal expenses
that the company has paid for
on your behalf. To avoid these
expenses being treated as
employer provided benefits,

or as salary payments, and
creating high tax and national
insurance charges for both you
and the company, the company
may charge the value through
your director's account in the
company’s books. This is done
to ensure you are treated as
repaying the expense incurred
to your employer. As a result
the 'charge' can quickly lead

to an overdrawn director’s
account.

Interest charge

When you borrow more than
£5,000 there will also be an
employer benefit charge on
the basis that you have had

an interest-free loan. You will
be required to pay tax on the
interest you should have paid
on the loan, which is calculated
at 6.25% per annum. This

tax charge applies where you
borrow more than £5,000 for
any period whether five months
or five years.

Implications for the
company

A loan made to a director should
be cleared within nine months
of the company’s year end. If
you do not do so the company
must pay an extra corporation
tax charge equivalent to 25%

of the amount of the loan. That
tax charge will be set-off against
the corporation tax payment
due following the accounting
period in which you finally repay
the loan. The tax charge on the
company is in addition to the
employer benefit charge on you
personally.

The tax issues are
complex and we
recommend you
contact us for advice
before extracting
funds from your
company which
may result in
overdrawn
directors'
accounts.



How to Avoid
Common VAT Errors

As your accountants, we have experience and expertise in a
range of different fields and we often come across mistakes
and misconceptions which can prove to be expensive. In most
cases these could have been avoided. Consider the following
crucial VAT tips.

Understanding registration limits

The most expensive VAT errors occur around the time of
VAT registration. You do not have to become VAT registered
if your taxable turnover (those sales that would be subject to
VAT) is less than £67,000 for any |12 month period. It is vital
that you check regularly that your sales remain within this
limit. You can do this by keeping a rolling 12 month total of
your sales, adding on your sales turnover for each month and
deleting the oldest month. As soon as this total tops £60,000
you need to think about preparing to register for VAT, so ask
us for assistance.

If your sales peak suddenly above the £67,000 limit, but
your normal trading pattern would keep you below the VAT
threshold, you must still tell HM Revenue and Customs.
However, you can apply for exception from VAT registration
if you can show that your sales would normally remain below
£65,000.

Using the flat rate scheme

If you are new to VAT you may be attracted to the flat rate
scheme, which should simplify the VAT records you need to
keep. However, to use this scheme your taxable turnover
(excluding VAT) must be less than £150,000 in the next year.
In addition, your total business income (including VAT and
exempt supplies such as rental income) must be £187,500 or
less in the next year.

You must ensure that the flat rate percentage is applied to
your total business income.

If you start to use the flat rate scheme within a year of
becoming VAT registered, you can reduce the flat rate VAT
percentage your business pays by one percentage point. This
reduction only applies to the first 12 months of registration,
not the first year of using the flat rate scheme.

Selling a business

When you sell a business, or even part of a business that could
be operated separately, and the buyer is to use the assets in

a similar business, VAT should not be added to the price of
anything transferred in the same deal. Special rules apply if you
are transferring a commercial property that may be subject to
VAT, so great care is needed with all property sales.

Evidence for export

Where goods are shipped to a customer who is outside the
EU, the goods will carry VAT at the zero-rate. But if you want
to take advantage of this zero-rate you must take responsibility
for exporting the goods and retain evidence that the goods
were in fact exported within three months of the sale to the
customer. If the customer takes responsibility for the physical
exportation of the goods, you must obtain evidence of the
export from that customer, otherwise you become liable for
VAT on the goods at the standard rate.

These are just a few of the more problematical areas relating
to VAT, so if you have any doubts or queries please ask us for
advice.

An interest in tax?

It is right that those taxpayers who set out to evade their tax liabilities should
be required to pay back the tax with interest and should also suffer a financial
penalty. Significant changes are being made in the penalty regime from April
2009.

Under the new regime if an error is made on a tax return which leads to tax
being lost, or an exaggerated claim for losses or relief is made, the maximum
penalty will be set by law depending on the type of behaviour that has led to
the error being made. No penalty will arise if it can be shown that the error
was due to a simple mistake by the taxpayer. The three levels of unacceptable
behaviour that will give rise to a penalty are defined as:

* Careless action
¢ Deliberate action
¢ Deliberate action with concealment.

Whilst no one will condone deliberate action to evade taxes the likely definition
of careless action will include not doing something that a reasonable person
would be expected to do. The borderline between what may be considered
an honest mistake and carelessness is going to be hard to establish.

Whilst the HMRC officer will still be able to take into account the level of
disclosure and co-operation, the scope for any significant reduction in penalties
will be limited as the law will impose maximum and minimum levels of penalty
for each type of behaviour as the table below shows.

Type of Max Min penalty Min penalty
behaviour penalty unprompted prompted

disclosure disclosure
Careless action 30% 0% 15%
Deliberate 70% 20% 35%
Deliberate with 100% 30% 50%
concealment

In each case the penalty percentage is based on ‘potential lost revenue’ which
represents not just actual tax underpaid as at present but also amounts in
relation to losses which may have been reduced as a result of the enquiry.

The message is clear — accuracy in producing any kind of tax return is
paramount. Failure to do so puts HMRC almost in front of an open goal - they
can miss of course but don't bank on it!

The “pater” of...
£&&?

Under the Work and Families Act 2006 the
government proposes to introduce additional B

paternity leave and pay. Under the proposals, "
if the mother returns to work at the end of

her first six months of maternity leave, the
father will be entitled to take up to six months
leave. The total leave period is expected to be
paid at the statutory rate currently £1 17.18 per
week.

The government has also indicated that paid
maternity leave would be extended from 39 to 52
weeks “before the end of this parliament”. This was
originally planned for 2009 implementation, but has
been deferred for a year and is now expected to
apply to babies due from April 2010.

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.






