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Festive Greetings to all our readers

Bad And Doubtful Debts
It is a sad but real indication of difficult economic times that you may find
customers slow in paying and settling their debts and perhaps eventually not
paying at all. It is important that businesses write off the debts or make
provision to ensure full tax relief is obtained.

You need to be specific

To get a tax deduction your doubtful debt provisions have to be ‘specific’,
rather than loosely based on a percentage of your total trade debtors balance
at the year-end. The provision is created based on reviewing the individual
trade debtors who owe you money.

For example, if you have 100 trade debtors at your balance sheet date, you
need to review each trade debtor account in turn and then you decide that
ten accounts need to be marked as ‘doubtful’ debts. If we say the total value
of these individual doubtful balances amounts to £12,500, this is the amount
which you now include in your profit and loss account as an expense, hence,
reducing your profit and, saving Corporation Tax of £2,625 (£12,500 x 21%).

What proves a debt is doubtful?

Hindsight is one. Accountancy practice accepts that events arising after the
balance sheet date and before accounts are finalised, may need to be reflected
in the provision for bad and doubtful debts. If the debtor later goes bust, your
caution will have been proved right.

VAT

You should also consider reclaiming the VAT element of the bad debt. Briefly,
if the debt is six months old from the date that payment was due and the debt
has been written off in your accounts, you can reclaim the VAT element of the
bad debt. If the debt is subsequently paid, the VAT will again have to be
accounted for to HMRC.

Debt management is crucially important, especially in times of recession as
we are told is approaching now. If this is something you need help with, please
contact your usual Partner or Client Manager.

Make Your Message Stick
Our monthly business club, the Business Builder Forum, continues to
go from strength to strength. Meeting on the last Friday of every month,
we have between 25-30 local business people meeting to discuss
business growth and development. The October meeting listened to
a session delivered by Peter Southcott entitled ‘Make your message
stick and… make more profit’.

Peter explained the importance of getting your message across to
your prospects, customers and colleagues. There was a suggested
structure using the ‘SUCCES’ technique where your message should
be Simple, Unexpected, Concrete, Credible, Emotional, Stories. There
followed a lively debate at each table as the members and guests
discussed the topic and how it applied to their businesses.

If you would like more details about the Business Builder Forum please
contact Peter Southcott on 01334 654044 or e-mail peter.southcott
@cartersca.co.uk

New Dunfermline Office
Those of you that are quite observant may have noticed in recent weeks
a new address appearing on our headed notepaper. We now have an
office in Dunfermline as a result of merging the well established firm,
Rutherford Watson into Carters. As a key part of this merger the owner
of Rutherford Watson, Douglas Rutherford, joins us as a partner and
Douglas will continue to be the main contact in the Dunfermline office.

Douglas explained, “I have had a long
association with Carters and we have worked
on a number of mutual clients together and
Carters have helped me with certain issues
over the years, so it seemed a natural
progression to merge our two firms. I am very
pleased for my clients to be able to provide
them with access to a wider range of services
with my new colleagues at Carters, particularly

Steve Taylor and Gavin Nurse who will provide our tax support services

in Dunfermline and I am sure this will help to grow their businesses
and achieve their business goals.”

At Carters we see things very much in a similar fashion and as our
Managing Partner, Iain Dryburgh, noted, “This is a merger we have
had under consideration for some time and we looked at having the
presence in Dunfermline as balancing out our two offices in Glenrothes
and Cupar, so we are serving clients throughout the length and breath
of Fife. We can see that despite the difficult economic climate, there
are still many areas of the Fife economy doing quite well and we are
keen to spread the message with our ‘Changing the Numbers’ concept
and our tax mitigation strategies.”

The newly merged firm will have nine partners located over the three
offices, along with a total complement of 50 staff making Carters one
of the largest independent accountancy firms in Fife.
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File Online
We have now gone past the newly
introduced 31 October 2008 deadline for
submitting your 2007 / 08 tax return by
sending in a paper return. The original and
ultimate deadline for filing a tax return is
still 31 January 2009 but you must now do
so by filing an electronic return online.

The tax due for 2007 / 08 has to be paid by 31 January 2009 in the
usual fashion, whether the return is filed by paper or online.

Filing online also means that if you are due a refund of tax, the online
service ensures the refund is repaid more quickly.

Team News
In addition to our new Dunfermline team, we
are pleased to announce the arrival of Tony Dalli
who joins our Audit team in Glenrothes. He has
wide ranging audit experience and will work
closely with our Audit Manager, Ruth Boyd.

We have also added to our Tax team in Glenrothes, with Bilal Mahmood joining
us as a trainee Personal Tax Adviser. Bilal has just graduated from St Andrews
University and has commenced his studies for the ATT exams.

Kirsty Mutch has joined our accounting team in Glenrothes.  In the Cupar office
we also have three new recruits on the accounting front, Sarah Smith, Samantha
Birrell and Susan Low.

We have lost Charlotte Anderson who did some of our outside bookkeeping
assignments and we wish Charlotte all the best in her new venture.

Finally, congratulations to our CA trainee, Joanne Johnson, who has passed her
TPS exams, which is a major step towards her full qualification as a CA.

Also congratulations to Craig Steedman and Fiona Wilson for further progress
in their exams.

Be Careful When You Die
The 6 April 2006 saw the introduction of a new tax regime to govern pensions.
The Government’s aim was to introduce a single ‘simplified’ set of pension
rules. These new rules fundamentally changed the way in which pension
funds are taxed, both during our lifetime and on death. This article examines
how pension funds are taxed in the event of death.

Uncrystallised Funds

Individuals have a Lifetime Allowance (currently £1.65m) on their pension
savings.

In the event of death before pension ‘crystallisation’ (i.e. before it comes into
payment), ‘uncrystallised’ funds can be paid to nominated beneficiaries as
a lump sum and, as long as the value of the pension fund does not exceed
the Lifetime Allowance of the deceased, there is no tax to pay. If the pension
fund exceeds the deceased’s Lifetime Allowance, then the excess amount
can still be paid as a lump sum, albeit subject to a 55% tax charge. Alternatively,
the excess amount could avoid this tax charge if it is used to provide a pension
for a spouse, civil partner or dependant.

The rules are slightly different for ‘Protected Rights’ funds. These funds must
be used to provide a pension for a surviving spouse or civil partner and, if no
spouse or civil partner exists, the payment of a lump sum can be made but
will count toward the deceased’s Lifetime Allowance.

Crystallised Funds Before Age 75

Tax treatment on death changes dramatically once a pension starts to be
paid.

If an annuity is purchased with an insurance company, the fund value is
forgone in exchange for a guaranteed income for life. If capital protection is
selected (the return of the original capital less annuity income paid before
death), the resulting lump sum will be subject to a 35% tax charge.

Alternatively, the pension fund could provide an ‘Unsecured Pension’, where
an income is drawn directly from the pension fund by disinvesting an amount
equivalent to the income needed. The advantages are that there is much
greater control over the amount and timing of income payments, control over
how funds are invested and greater flexibility in determining how the fund
will be paid out in the event of death. However, ‘Unsecured Pension’ does not
offer the guarantees of an annuity and also exposes the individual to investment
risk which an annuity would not.

Rather than having to make the irrevocable decisions required when purchasing
an annuity, an ‘Unsecured Pension’ fund can be used to provide payments
most suited to the need of the spouse, civil partner or dependant at that time.

The crystallised funds can be used to provide them with an income, either
by purchasing an annuity or providing an unsecured pension, or a lump sum
payment can be made subject to a 35% tax charge.

Again with ‘Protected Rights’, a lump sum can only be paid if there is no
spouse, civil partner or dependant.

Crystallised Funds After Age 75

The Government is very keen to remind us that the tax reliefs granted to
pension funds are supposed to encourage us to provide an income in our old
age and not enable pension funds to be passed to future generations.

We, therefore, have the situation where the tax treatment of a pension fund
on death changes at the arbitrary age of 75. Whilst it is no longer compulsory
to purchase an annuity at age 75, the opportunity for sensible succession
planning is limited.

Instead of an annuity, one can receive what is called an ‘Alternatively Secured
Pension’, which is broadly similar in concept to an ‘Unsecured Pension’,
whereby income is drawn direct from the fund. However, the position on death
is very different.

In the first instance, the fund MUST be used to provide a pension for a spouse,
civil partner or dependant, if there is one. Only if there isn’t any pension to
be paid in this way, or on the death of the recipient, can the funds then be
left to a nominated charity, free from tax.

Any attempt to pay the remaining fund as a lump sum (other than when it is
paid to a charity, as outlined above), will trigger what is known as an
‘Unauthorised Payment’ tax charge. The rules surrounding the taxation of
‘Unauthorised Payments’ are complex but in general will lead to a tax bill
equivalent to approximately 70% of the lump sum payment.

Following this tax charge, the remaining funds will be treated as forming part
of the deceased estate and, therefore, where this exceeds their nil rate band,
will also incur a charge to inheritance tax at 40%. The composite effect of
these tax charges is a staggering 82% of the lump sum.

There are a range of options available where the benefits and tax treatment
can vary significantly. For such a complicated subject, and without the
knowledge of when they are going to die, it is imperative that private individuals,
particularly those with significant pension funds, take professional pensions
advice.

We are grateful to John McGowan of Towry Law Financial Services Ltd, 8a
Golf Place St Andrews, Fife, for this article.


