YOUR NEWSLETTER FROM cavanaghikelly

SUMMER
2007

INSIDE THIS ISSUE:
NEW ASSEMBLY - GOOD NEWS FOR LOCAL BUSINESS? ﬁD\

TAX ALLOWANCES ON PROPERTY - ACT NOW!

DIRECTORS & SHAREHOLDERS - MAJOR CHANGES FOR 07/08
cavanagh kelly

WHAT IS YOUR BUSINESS WORTH?

“NEW” dosh for Northern Irelaer’>
SHov"\Z_us THE‘MONE‘Y

i
..:=-..i-




Qui Se Ressemble S’Assemble!! - Birds of a feather flock together!!

At long last we have an active working assembly and whilst the political
stability is undoubtedly excellent news for all of us living here, one of
the big questions for local business people will be “What impact will
this have for me?” Some of the major issues are detailed below.

New Assembly - good news for
local business?

Corporation Tax

As we all know the Republic of Ireland
has had great success in attracting foreign
investment because of its 12.5%
Corporation Tax Rate. The Chancellor,
Gordon Brown, has only arranged for
the discussions to begin to investigate
the potential for any movement by
Inland Revenue towards reducing the
Corporation Rate.

There is no indication of the time frame
for reaching a conclusion and, bearing in
mind the interest in this by the Scottish
and Welsh Assemblies and the fact that

any arrangement has to be cleared by
European Commission in Brussels, we
should not hold our breath for any dramatic
announcement. Portugal has already tried
to negotiate a favourable tax regime for
one of its regions but failed.

We forecast that the Treasury will create
“a fudge” whereby compensatory funds
will be given rather than give fiscal
autonomy.

Other Grant Aid

The main source of financial assistance
has been from Invest Northern Ireland

and, apart from getting a share of “the
fudge” money referred to earlier, we do
not anticipate much change in the structure
or the amounts of money available to
local business.

Other Business Issues

Businesses relying on the Public Sector
should prepare for a reduction in public
spending over the next 3 - 4 years and
change their marketing strategy accordingly.

The Private Sector will grow, but it is very
doubtful that it can compensate for the
loss of Public Sector jobs.

Here the news is better. Some of the funds to be allocated as part of the overall
“Peace Dividend” (virtually the only portion which is actually NEW money!) will be
aimed at stimulating investment in the border counties. The Dublin Government has
pledged £400 million. Dermot Ahern, who is almost certain to have a senior position
in the new Dail in Dublin, is from a border county and has always had an active
interest in drawing down funds for cross border schemes.

Grant Assistance for
Border Area Counties

We will be following these developments closely and will advise our clients as soon
as they are announced.
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How to get more from
your business software

ACCOUNTING SOFTWARE

Computerised accounting software has helped immensely when it comes to
producing annual and management accounts but very often all that is produced
are TOTAL sales and profits figures. In a business which sells more than one
product, or a construction company with more than one project ongoing, this
will not show up products & contracts which are inefficient, loss making and
using resources that could be better utilised in another area of the business.

Accounting software packages can be tailored to produce sales by product or
by contract and related costs, and this can then be incorporated into the regular
internal reporting requirements. This will then produce timely and accurate
information necessary to help management make the necessary decisions to
grow the business and increase profitability. We have helped many clients to
change their software and they have seen the benefits.

In addition key performance indicators can be prepared, such as margin analysis,
sales for the month, employee efficiency levels, overhead variations etc.

[ 10 If you need any more information, or assistance with the implementation
of this, please contact Peter McGrath in our Corporate Services Department.

Many business assets are now acquired through NB Where the asset under lease is a car,
H OW tO the use of Hire purchase or finance lease only 50% of the VAT may be claimed
. . agreements, which have different approaches to where the car is available for personal use.
maXI m |Se VAT re-claiming input VAT, as detailed below; o . .
. As the above indicates, there is a considerable
. . = hire purchase . . VAT advantage with a Hire Purchase agreement
O n F I n an C I n The purchaser has the right to re-claim ALL over a finance or operating lease. However, on
g input VAT at the initial transaction stage. many occasions the input VAT is not re-claimed
m finance lease due to no invoice being issued, or because the

Arran g e m e nts ! Similar to HP, the purchaser has the right purchaser is unsure of the rules in respect of

to re-claim input VAT on the initial instal- this area.

ment and each payment thereafter. If you have recently taken on a new HP, finance

| operating lease or operating lease agreements, or are considering
The purchaser may only claim the Vat on the acquisition of new equipment by a finance
each rental payment. method, please contact our corporate services

department for further advice.
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|IOU Trusts

Is this the end of...
NIL RATE BAND IOU TRUSTS?

In a recent court case HM Revenue & Customs successfully
challenged the restructuring of a married couples estate in
order to avail of both parties inheritance tax free threshold
(currently £300K).

Special commissioners held that the original transfer by a husband of a half
share in the family home to his wife (who had never worked) was outside
the scope of the spousal exemption and thus prohibited the creation of an
10U trust on death.

Is This Bad News?

The outcome of this decision could have serious ramifications for married
couples wishing to use IOU trusts to minimise their IHT liability. However if
the trusts are appropriately structured and the reasons for the transactions
documented, we do not anticipate that the Revenue will challenge them.

For further information in respect of this matter, contact
Nuala Kennedy in our tax department.

Divorce Issues Divorce — Important Tax Planning!
Divorce is never a pleasant event but the An example of this is that transfers between
. . harsh reality is that it is becoming increasingly husband and wife ‘living together’ are tax
Call our office on: regular. free but if the transfers take place AFTER
028 8775 2990 Until recently accountants and tax advisors the settlement date there will be a tax

i 0,
would not be relevant to a divorce settlement charge which could be up to 40%.

fOf mformatlon on but, with increasing wealth, it is often in the . .
For further information contact our tax

anv of our features interest of both parties to have tax advice
y BEFORE any settlement is finalised. department.



What Is your business worth?

Increasingly we are being asked by clients to
give them an idea of the value of what their

Balance Sheet

business is worth, normally with a view to Valuation per balance sheet 500
selling or passing a part on to family members.
Uplift for company premises, say 750
- balance sheet Uplift for development land, say 750
The most obvious method of valuation is in the ] i
balance sheet, which collates all the assets that Revised Valuation 2000
the company owns and deducts liabilities to find
the net value. To this net value is added any uplift
for assets like property which have a current value K - K
greater than the Balance Sheet value. Example using projected profits
This method is used mainly if the business is Net Profit year 1 200 800
being wound up. Net Profit year 2 250 500
Net Profit year 3 300 300
- future earnings Total Profits 7 1,600
Another method is to use the profits of the Weighted A brofi
company, both historical and those projected into eighted Average Profits i
the future. The Welghtln_g t(_) be used WII_I depend Price Earnings ratio (revised for sector/business size and region) 6
on how ‘robust’ the projections are, taking into
account the historical profits and the outcome for BusiTess VElEiianm 1.374

the business.

Usually, the company valuation will be a combination between the two methods, but of course the valuation will depend on a keen and willing buyer!!

MAJOR TAX ALLOWANCES FOR
VACANT PROPERTY!

Have you got a Business Property which is currently
unused and vacant? If the answer is yes you could be
eligible for grant assistance!!

Are you thinking of purchasing a new car?
It may be worth while taking a closer look!

Business Premises which have been vacant for at least
a year can now be renovated with the benefit of a 100%
Tax Allowance of the expenditure thanks to the new
Business Premises Renovation Allowance.

m Businesses can now benefit from a 100% Tax Allowance
on the purchase of a low emissions car compared to 25%
on other vehicles.

You could benefit from a huge tax saving whilst also m A car is considered as low emissions if CO2 emissions do
developing your property into a modern premises for not exceed 120 gm/km. So not only will you benefit from
rental purposes or use in your own business. miles to a gallon you will also get the 100% allowance.
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Companies Act

The completely new Companies Act 2006 which for the first time is being implemented in Northern Ireland
at the same time as in GB. THIS WILL BRING ABOUT THE BIGGEST CHANGE IN COMPANY LAW IN NORTHERN
IRELAND FOR OVER 20 YEARS. IT WILL HAVE A MAJOR EFFECT ON ALL DIRECTORS AND SHAREHOLDERS.

The implementation starts in October 2007 and continues in stages through 2008 and we will have full details in
later issues of Business Matters.

Amongst the important changes will be:

= Codification of directors duties — there will be 7 duties now set out in legislation and, amongst others,
directors will, in making major decisions have to take account of the impact of their decisions on the
environment, the community and the employees.

= Amuch simpler way of forming limited companies — the Memorandum will now be just a one page document
and all the powers of duties of directors and shareholders will be in the new Articles of Association.

= Abolition of authorised share capital — previously shareholders formed a company with, say, £100,000
AUTHORISED share capital and ISSUED only, say £100 shares leaving space for issuing new shares at later
stages. The new rules will enable additional shares to be issued without any restriction but we think
this simplification could lead to problems.

= Directors of ‘medium size’ companies will have to add to the accounts to be filed in Companies Registry A
BUSINESS REVIEW and a statement outlining the main risks/uncertainties facing the company. This may
put pressure on directors to make sensitive disclosures which will be available to competitors etc. It could
also affect the rate at which they can borrow from banks etc.

= There will be a new concept of ‘senior statutory auditor’ - and if he/she signs off accounts which are
manifestly wrong then there could be exposure to criminal prosecution.

These are only a few of the major changes. When fully implemented, the Companies Act 2006 will totally
replace the current Companies (NI) Order 1986 and it will cease to have any legal effect.

In addition to putting the information and advices in our ‘Business Matters’ we hope to have a special seminar
which will be of direct interest to directors, shareholders and the legal and accountancy professions.

Getting a Full Pension-
make sure you don’t fall short!!!

Pensions news

The pensions Bill has reduced the number of If voluntary contributions have been made since
years needed to qualify for full state pension to 25 May 2006 and these are now not required
30 years from 44 years for men and 39 for females. due to the change in legislation, then refunds

can be reclaimed. The exact procedure for claiming
the refund has not yet been finalized but
unnecessary contributions should not continue
to be paid.

The Revenue issue letters to individuals that have
a gap in their NI contribution history to encourage
them to pay voluntary NI contributions to ensure
that they can qualify for full state benefits.




Tax Allowances on property
- act now bhefore It’s too late!

As Industrial Buildings Allowances & Agricultural Buildings Allowances will be phased out by
2010/2011 you may wish to minimize this impact by:

Taking a closer look as your ‘bricks & mortar’
Strip out as much ‘Plant & Machinery’ from these buildings as possible
Differentiate between ‘building fixtures’ and ‘Movable Assets’ or other fixtures

Other Benefits introduced include:

A payable tax credit for businesses making a loss
using green technologies.

First year allowances of 50% have been extended
by a further 12 months, however the annual writing
down allowance will be reduced to 20% effective
from tax year 2008/09.

The introduction of an Annual Investment Allowance
of 100% on the first £50,000 spent on general plant
& machinery in each tax year from 2008/09, this
could be highly beneficial by timing the acquisition
of plant & machinery to maximise your tax relief.

INTERTRADE IRELAND - ACUMEN PROGRAMME

The Acumen Programme focuses exclusively on stimulating cross-border trade by assisting SME’s with
consultancy advice and salary support.

Companies must satisfy the following criteria: What’s on offer?
B Must be a ROI or NI owned company.

B Must be manufacturing or internationally tradable
service company.

3 types of funding available:
Consultancy advice —
up to max of £3,000 / 4,250

Sales salary support —
up to max of £12,000 / a17,000

Prospector/Finding agent —
up to max of £3,000 / 4,250

B Turnover < £10 million / =14 million.
B Max of 75 employees.

B Currently must have < 30% of total business in
target cross-border market.

B Must have an established relationship with the
existing mainstream Development Agencies.

If you are interested in availing of this project, then please contact Catherine Doris in our
Corporate Services Department.

CAVANAGH KELLY

PRACTICE NEWS

Congratulations

Congratulations to Catherine Doris on
her recent appointment as manager in
the Corporate Services department -
she will be responsible for overseeing
all consultancy projects undertaken by
the practice.

Congratulations are also extended to
Nicole Curran on her recent promotion
to practice manager.

Property & Tax
Planning Seminars

Property & tax planning seminars were
also held in Dungannon, Portadown &
Ballymena. All three seminars were
well attended, with the speakers Aeveen
Daly & Nuala Kennedy providing
potential tips & pitfalls of the current
taxation regime.



PERSONAL GUARANTEES -
Do you know the risks?

Have you ever been asked to sign a Personal Guarantee for someone else such as an employee or
family member for a loan?

As you will know, you have personal liability for the debt unpaid, but sometimes a revised debt is arranged
with the lender and the guarantor may not know. We therefore advise that, for guarantees given, you place a
MAXIMUM CEILING on the level of debt for which you will be liable.

In addition, it is increasingly common for suppliers as well as banks to seek personal guarantees from directors
for any trading facility with their company, again it’s always admissible to put a ‘ceiling’ on this debt.

38 Northland Row 17 Church Street
Dungannon Magherafelt
BT71 6AP BT45 6AP

Tel: 028 8775 2990 Tel: 028 7930 2988
Fax: 028 8775 2909 Fax: 028 7930 2980

Email: mail@cavanaghkelly.com Email: info@cavanaghkelly.com C a V a n a g h | k e | | y

Web: www.cavanaghkelly.com Web: www.cavanaghkelly.com

DIVIDEND WAIVER

- How to pay a dividend to one shareholder but not another!

When a company pays a dividend, ALL the shareholders receive a cheque in proportion to their shareholding. Anyone liable to higher rate tax suffers additional
income tax on dividends. Is there any way to avoid this whilst still letting other shareholders accept the dividends proposed?

The answer is “Yes”, a shareholder may WAIVE his dividend in favour of the other shareholders.

What needs to be done?

STEP1 Put in place the waiver before the right to final dividend arises.

The final dividend becomes payable when agreed at the annual general meeting. The deed of waiver must be in place before this.
STEP 2 A formal deed must be used to affect the waiver. This is a legal document.

Without this document the revenue may still tax the dividend as your income.
STEP 3 Have a genuine commercial reason for waiving dividends. This is to avoid the revenue treating the dividend as a gift out of income

to another shareholder and seek to tax you. Document your reasons with board minutes. E.g. One shareholder may need to buy a
car to provide a better service for the company.

Dividend waivers are a tax effective means providing for one shareholder in favour of another when there are commercial reasons to do so.
For more information on the tax effective use of dividend waivers and other tax planning options contact Aeveen Daly (aeveen.daly@cavanaghkelly.com)

PARTNERS:

J.J. Cavanagh B.A.Dip.Ed. F.CA MABRP. Whilst every effort has been made by Cavanagh/Kelly to ensure the accuracy of the information contained in this newsletter it cannot be
D.A. Kelly B.Sc. (Econ) F.CA. guaranteed and neither Cavanagh!Kelly or any related entity shall have any liability to any person who relies on the information thereon.



