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Welcome to the December edition of News and Changes. 

The main item is of course the pre Budget report.

The main talking point is, in fact, the weather – it certainly looks like we will have a white Christmas this year. Take care on the roads.


1. Pre Budget Report


   1.  Fraud


1. Childcare

2. Working away from Home

1. Vital Statistics
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1. Pre Budget Report

Now, I’m sure you have already heard much of the pre Budget report as it was a few weeks ago now. However, it is always good to have a reminder.

So, here is a quick summary of some of the main headlines
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There are also some special announcements including:

Broadband

50p per month telephone landline tax. This is to pay for a programme of rolling out superfast broadband to the whole of the UK

Charities

Under the gift aid rules, the donor has to be careful that they are not getting something in return from the charity. This is rather complex legislation but can disallow tax reliefs on donations and makes charities' expenditure unallowable where charities enter into some transactions with substantial donors. 


HMRC propose changing the definition of 'substantial donor'. The current test looks at the level of donations made by a donor. The new test will look at whether the main purpose of an arrangement is to return value to a donor.

New legislation will be brought in but we don’t know when

Shared Lives Carers

A tax free allowance per household will be available to “shared lives carers” who look after up to three people. It cannot be set against the carer's income from other sources. The allowance is divided equally between carers if there is more than one qualifying carer in the household. The tax free allowance is

· £10,000 fixed amount per tax year; 

· £200 per week (or part week), per placement aged under 11; and 

· £250 per week (or part week), per placement aged 11 or over. 

Shared lives carers (including those under the Adult Placement Scheme, Staying Put Carers and individuals receiving a Scottish Kinship Care Allowance), who provide accommodation in their own home for up to three people who have been placed with them under a local authority Shared Lives Placement Scheme.

This takes effect from April 2010

     

1.  Fraud

Every day you seem to read something about fraud whether it be postal scams, internet hackers or identity theft.

When preparing accounts for our clients and particularly in carrying out an audit we are required to consider fraud and the potential risk.

ISA240 requires auditors to maintain an attitude of professional scepticism ie trust nobody

Some of the matters an auditor ought to consider include:-

· Discussing with team the entity’s susceptibility to  material misstatement due to fraud and agreeing the most appropriate and effective  audit procedures

· Address the risk of management override of internal controls

· Identify which fraud risk factors are present

· Ask management to confirm any concerns they may have regarding fraud

The key phrase used to be that the auditor was a watchdog not a bloodhound. Nowadays, it may be more like a terrier!!!

Some of the audit procedures which should be followed are:-

· Review journals to ensure they are not just there to manipulate results

· Consider the risk of material misstatement due to fraud in the revenue recognition policies and document the reasons for the assessment

· Obtain written management representations that the client has assessed its own fraud risk and accept responsibility for the design of internal controls

· Review accounting estimates and consider whether they could be affected by management bias

· Ensure major transactions that are not in the normal course of business have an appropriate business rationale

· Obtain evidence that management have read the management letter and agreed to it.

In order to assess the risk of fraud, it is helpful to know why fraud is committed.

The most common reasons are





Staff fraud increase by 69% in the year ended June 2009 and a big part of that increase was in fraud by women. The recession is a factor in that increase. Right so you look out for a woman with an addiction problem who hates her boss!!!

What else do you look for?

· Large or unexpected losses

· Profits above the industry norm without reasonable explanation

· Employee with personal  problems

· High level of refunds to one customer

· Stock shortages not investigated

· Missing or altered documents

· Staff working unusual hours

· Staff unwilling to take a holiday

· Customer insisting on dealing with only one employee

· Managers doing work that should be given to junior staff

· Staff living beyond their means

· High staff turnover ( ie new staff see what is going on but get out rather than get involved)

So that’s a woman on a low salary who hates her boss, has an addiction problem and drives a Ferrari!!!! You should also consider the bonus structures as results could be manipulated to meet targets. Ok so what are the common frauds? Well, there are sadly plenty but they include

	CRIME
	DETAIL

	Theft of stock
	Things that are easy to sell

	Skimming cash income before it reaches till
	Set prices at say £4.99 to ensure staff have to open till to get change

	Stolen MOT certificates
	Make a car seem legitimate or increase its value

	Bribery
	Often happens to get a contract

	Theft of company fixed assets
	Count laptops but also small items  like pen drives

	Ghost employees on payroll
	Payroll processor may have opportunity to make up employees especially in larger organization

	Teeming and lading
	This is an old one which involves taking money one day and replacing it with next day’s takings. Can be spotted where reconciliations never quite tie up or are a day out.

	False expense claims
	


A  business should be alert to the risks of fraud and should 

	Perform background checks on recruitment 

	Be alert to problems with staff 

	Ensure over performance is monitored as much as underperformance

	Ensure all staff know that employer would dismiss and prosecute anyone carrying out fraud 

	Only pay out expenses supported by valid receipts

	Ensure person paying expenses has authority to query any suspect claims

	Implement a system of internal controls

	Investigate differences in takings against till roll

	Monitor stock and investigate discrepancies

	Be sceptical – the nicest, kindest, most diligent employee may be the one stealing the takings


So, that is a nice cheery subject to end the year.

Management and not the accountants are responsible for the detection and prevention of fraud but we all need to be alert to the possibilities and identify it where we can.


1. Childcare

I thought this would be a good time to take another look at the rules concerning the provision of childcare by employers.

The headline is that provided the criteria are met, an employer can provide childcare for employees at a cost of up to £55 per week without there being any tax or NIC on this.

Furthermore, this can be done as part of a salary sacrifice scheme. The point of this is that the employer reduces gross salary by £55 per week and pays the £55 for childcare. The employee has a lower salary going through payroll so pays less tax and NI. The employer also saves NI. So good news all round.

The main conditions for such an arrangement are that

· the childcare has the appropriate registrations and approvals 

· the childcare is available to all of the employees 

· the children cared for are the employees' children, or children for whom the employees have parental responsibility 

· the childcare covers up to the end of the week containing 1 September following each child's 15th birthday (16th birthday for children with a disability) 

The main ways to provide childcare are:-

· Workplace nurseries

· Childcare vouchers

· Contracting directly with nursery or childminder.

Workplace Nurseries

The childcare facility doesn't have to be based at your workplace but it has to have the appropriate registrations. It can be in other premises that the employer manages and finances, as long as the premises are not used wholly or mainly as a private residence.

If you go for this option you have no reporting requirements and no tax or NICs to pay. This isn’t subject to the £55 per week rule.

Childcare Vouchers

The employer can provide their employee with vouchers to exchange for childcare. There are a number of companies who will provide these vouchers.
Contracting Directly 

An employer can provide childcare support to their employees by contracting directly with a childcare provider - such as a commercial nursery or a childminder.

The only reporting requirements are where the employer pays more than the £55 per week as this excess would be a benefit in kind and should be reported on the P11d return – provided employee earns £8,500 or more per annum including benefits.

This would also apply to childcare vouchers.

In theory, there is another option 

I.E. to reimburse an employee's childcare costs

This would be to provide an employee with childcare support in any of the following ways:

· reimbursing the employee for their childcare bills 

· providing a cash allowance to cover childcare costs 

· providing additional salary to meet the cost of childcare 

The problem with this is that, in most cases the amount reimbursed counts as earnings and is therefore to be taxed and subject to NI.

However, there is an exception if you reimburse childcare costs for an employee on business travel. In that case, the employer must add the reimbursed amount to the employee’s other earnings when deducting and paying Class 1 NICs (but not PAYE tax) through your payroll 

So, it all sounds good doesn’t it.

However, where the employee is in receipt of tax credits, their tax credit award is likely to be affected by childcare being paid for by the employer even as part of a salary sacrifice scheme.

HMRC have created a calculator to allow employees to see whether they would be better off accepting a salary sacrifice scheme. This can be found at http://www.hmrc.gov.uk/calcs/ccin.htm

Source: 

http://www.hmrc.gov.uk/paye/exb/a-z/c/childcare.htm
2. Working away from Home

Often business is not carried on in the one place. Many, employees have to work away on business. 

Much of the tax rules for this are covered by case law. However HMRC have published some guidance on this (BIM 37670)

Other than incidental overnight expenses – which are set at £5 per night (in UK) to cover costs such as a newspaper, laundry or costs of phone calls home – there are no set monetary limits for claiming a deduction for overnight expenses.

So, where a business trip necessitates one or more nights away from home, the hotel accommodation and reasonable costs of overnight subsistence are deductible. The reasonable costs of meals taken in conjunction with overnight accommodation are allowable, whether or not paid on the same bill.

The key word there is reasonable – 3 bottles of champagne would probably not be allowed.

This does not extend to overnight accommodation and subsistence at the base of business operations, even if there is a contractual requirement for the trader to reside in a particular place. So, basically, if you have to move for your work, the employer cannot give you a tax free allowance for your accommodation.

It should be emphasised that it is only ‘reasonable' expenses which may be allowed and the expenses claimed must be supported by adequate contemporaneous records.

· so don’t try to back a claim up with expenses for a different period.

Now, what happens where the employee has to work away from home for a long time. There doesn’t seem to be any specified time limit but where the work away from home becomes a regular work pattern then the overnight costs would no longer be allowable business expenses.

The fact of each case must be considered in deciding on the appropriate tax treatment.

Source:  http://www.hmrc.gov.uk

1. Vital Statistics


As it is Christmas, we will all be merry and pretend everything is going well. The figures are supporting this as the RPI has actually increased for the first time since January.

The consumer price index (CPI) is the one the government monitor for and is the most commonly reported figure of “inflation”. It is similar to the Retail Price Index except that it excludes mortgage costs. 

For those who don’t want to read any further, here are the current figures:

	CPI November 09
	112.0        1.9%

	RPI November 09
	216.6        0.3%

	Interest rate
	0.5%  at 10/12/09


Now for the detail. 

Firstly the retail price index. Although this is not the inflation figure you see in the papers, it is the accountants’ favourite and as such gets top billing. This figure is based on a “basket of goods” plus mortgage payments. 

Retail Price Index 

  


	  DATE
	INDEX
	INFLATION

	November 2009
	216.6
	0.3%

	October 2009
	216.0
	-0.8%

	September 2009
	215.3
	-1.4%

	August 2009
	214.4
	-1.3%

	July 2009
	213.4
	-1.4%

	June 2009
	213.4
	-1.6%

	May 2009
	212.8
	-1.1%

	April 2009
	211.5
	-1.2%

	March 2009
	211.3
	-0.4%

	February 2009
	211.4
	0.0%

	January 2009
	210.1
	0.1%

	December 2008
	212.9
	0.9%


Inflation is the percentage change in the retail price index compared with the same month one year previously. 

The next one is monitored by the Government who have set a target of 2% but an upper limit of 3%.  As you can see we are well below target.

Consumer Prices Index 

	  DATE
	INDEX
	INFLATION

	November 2009
	112.0
	1.9%

	October 2009
	111.7
	1.5%

	September 2009
	111.5
	1.1%

	August 2009
	111.4
	1.6%

	July 2009
	110.9
	1.8%

	June 2009
	111.0
	1.8%

	May 2009
	110.7
	2.2%

	April 2009
	110.1
	2.3%

	March 2009
	109.8
	2.9%

	February 2009
	109.6
	3.2%

	January 2009
	108.7
	3.0%

	December 2008
	109.5
	3.1%


It is the measure adopted by the Government for its UK inflation target. The Bank of England's Monetary Policy Committee is required to achieve a target of 2 per cent, subject to a margin of one percentage point on either side. 

Clearing Bank Base Rate  

	5/3/09 -
	0.5%

	5/2/09 – 4/3/09
	1%

	8/1/09 – 4/2/09
	1.5%

	4/12/08 – 7/1/09
	2%

	6/11/08 – 3/12/08
	3%

	8/10/08 – 5/11/08
	4.5%

	10/4/08 – 7/10/08
	5%

	7/2/08 – 9/4/08
	5.25%

	6/12/07 – 6/2/08
	5.5%

	5/7/07 – 5/12/07
	5.75%

	10/5/07 – 4/7/07
	5.5%

	11/1/07 – 9/5/07
	5.25%

	9/11/06 – 10/1/07
	5%

	3/8/06 – 8/11/06
	4.75%

	5/8/05 – 2/8/06
	4.50%

	5/8/04 – 4/8/05
	4.75%,

	10/6/04
	4.50%,

	6/5/04 
	4.25%,

	5/2/04
	4%


On the extra statistics we are monitoring, there are no new productivity statistics this month. Unemployment however, although still increasing generally is doing so at a much lower rate.

Unemployment Rate                               

	Period
	%
	Movement on last 3 months
	Movement since last year

	Oct – Dec 2008
	6.3%
	0.4% increase
	1.1% increase

	Dec 2008 – Feb 2009
	6.7%
	0.6% increase
	1.5% increase

	Jan – March 2009
	7.1%
	0.8% increase
	1.8% increase

	Feb – April 2009
	7.2%
	0.7% increase
	1.9% increase

	March – May 2009
	7.6%
	0.9% increase
	2.4% increase

	April – June 2009
	7.8%
	0.7% increase
	2.4% increase

	May - July 2009
	7.9%
	0.7% increase
	2.3% increase

	June – August 2009
	7.9%
	0.3%  increase
	2.9%  increase

	July – September 2009
	7.8%
	0.1%  increase
	2.0%  increase

	August – October 2009
	7.9%
	No change
	1.9%  increase


Whole Economy Productivity

	Period
	Rate
	Movement on last 3 months
	Movement since last year

	Q3 2008
	107.4
	0.4% decrease
	0.2% decrease

	Q4 2008
	105.8
	1.5% decrease
	1.8% decrease

	Q1 2009
	100.5
	2.0% decrease
	4.2% decrease

	Q2 2009
	100.5
	0.3% increase
	3.9% decrease


Source: Latest Economic Indicators – www.statistics.gov.uk/instantfigures.asp


 Bank of England.co.uk

If you would like to discuss any of the above issues please contact us on 01797 223127 (Rye Office) or 01580 765171 (Tenterden Office) or email info@phippsllp.co.uk
Be healthy and happy at Christmas and in 2010 .




Workplace canteens to lose tax exemption when linked to salary sacrifice scheme





£400 scrappage allowance on boilers with “g” efficiency rating





Higher rate tax restriction on those earning over £150k





VAT standard rate going back up to 17.5% on 1st January 2010





Another disclosure opportunity for those with overseas accounts they hadn’t told HMRC about





Banks taxed at an effective rate of 68% if payout bonuses over £25k between now and April 2010





No Benefit in Kind tax for electric cars and vans from April 2010. 100% capital allowances for electric vehicles





Small companies’ corporation tax rate staying at 21% but will go up to 22% from April 2011





NIC going up 1% by April 2011 with first 0.5% in April 2010; threshold going up so won’t affect those earning below £20k
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