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James Cowper Kreston
welcomes new student intake

In this edition...

James Cowper Kreston is pleased
to announce we have welcomed
a new group of students for 2018.
Based at various offices across the
South East, the new students will be
able to experience working with many
different service lines whilst they
carry out their studies.

Welcome to the 26th edition of Perspective magazine.
The UK is in a state of change, change which stems not only from the approach
of Brexit and the ending of austerity, but in the way that the businesses of our
country are operated. Entrepreneurs are taking advantage of opportunities and
new ventures are being formed every day. The number of start-ups established
in 2016 alone was circa 660,000 and with the advances in technology, from
Artificial Intelligence and the internet allowing niche businesses to reach their
audiences with greater ease, to Making Tax Digital and the new solutions
making VAT returns much simpler, this number is only set to rise.
Artificial Intelligence has not only made
changes to the business development
of clients but also to the finance sector
as a whole. The introduction of beta level
‘bots’ on websites which can answer
client queries and processes to take the
sting out of admin work mean that the
future of accountancy could be much
more client focussed and lean more
toward business advisory services.
Here at James Cowper Kreston we are
always ready for the future and whatever
it may bring. As a result our business
advisory services have assisted many
of our clients to grow and develop their
businesses, large or small.
In the light of this changing world we
are using this issue of Perspective to
discuss topics that may aid the growth
and expansion of our clients of all sizes.
Our new Corporate Finance Director,
Brad McAvoy, takes us through the finer
points of successful acquisitions whilst
Partner, Darren O’Connor puts a spotlight
on family owned businesses. Following
the Chancellor’s Autumn Budget we have
also featured articles on the changes
to Entrepreneur’s Relief and Capital
Allowances allowing you to ensure you
are taking advantage of every opportunity
to thrive. We have also included an article
on Making Tax Digital and the help we can
provide. Of course not all businesses are
thriving in today’s economy, so we take a
look into the growing popularity of CVAs in
Britain’s struggling high street with Partner,
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“This year we are pleased to welcome 12
new students to James Cowper Kreston,”
says Robert Holland, Managing Partner at
the firm. “Training the next generation of
accountants and business advisers
in-house not only provides our students
with excellent real world experience but
also allows the firm to stay at the forefront
of changes to the industry, ensuring fresh
ideas are heard and utilised.”

Sandra Mundy, and hope that with the
Chancellor’s new provisions this sector
will take a turn for the better in the
near future.
As always, we are proud to feature
articles which bring our clients closer
to us as a business and provide an
insight into the people who make
James Cowper Kreston successful.
Our charitable efforts, the work we do
in the local communities and how we
ensure that our staff are provided with
the best working environment possible
are all also discussed in this edition.
I would like to thank all of the authors
of these articles for their hard work and
hope that you enjoy our 26th edition
of Perspective.
Robert Holland,
Managing Partner, James Cowper Kreston

MEET THE

At James Cowper Kreston we have
a long established specialism and
heritage in advising rural families
and their businesses; whether it
is a diversified farming enterprise,
estate or equine business.

RURAL
BUSINESS
TEAM

We believe that good professional
advice is critical to develop the
profitability and sustainability of
the business whilst preserving and
growing the capital value of the
underlying assets, in particular the
family’s real estate. So as well as
preparing annual accounts and tax
returns, we provide quality advice
in a whole range of areas, including:

+44 (0)1635 35255 or
rholland@jamescowper.co.uk
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Business Restructuring and Insolvency

•

Business Tax

•

Corporate Finance

•

Outsourcing

>>	
Re-organisation and structuring of the
business or businesses.
>>	
Tax planning within the family through
reviews of ownership and use of assets.
>> P
 lanning wealth succession maximising
Inheritance Tax (IHT) reliefs whether it
be through simple lifetime gifts or the
use of trusts.
>>	
Mitigating tax liabilities on transactions
such as land sale, for instance through
the use of shared ownership, rollover
relief and Entrepreneur’s Relief.
>>	
VAT on property matters including
development, conversion and rental and
on specialist equine areas such as cross
border horse sales and livery enterprises.

•

Payroll

•

Private Client Tax

HR Director, Richard Dickson, said: “We are
thrilled at the number of students who have
joined us this year. We pride ourselves on
our training programmes, offering an
excellent combination of classroom training,
skills development and hands-on experience
to our students, ensuring that they are able
to reach their potential and become
successful business advisers.”
James Cowper Kreston accepts school
leavers, graduates and interns into our
student intake each year and provide
them with excellent training and support
throughout their time at the firm.
For more information on how to apply
please visit www.jamescowperkreston.
co.uk/new-careers-and-jobs

Finally, we use our specialist
knowledge and experience to provide
consultancy services for clients of
other firms, on tax planning matters
and in dealing with HM Revenue and
Customs enquiries.
For more information on how the
Rural Team can assist your business
please contact Stephen Barratt
at sbarratt@jamescowper.co.uk
or Fiona Hawkins at
fhawkins@jamescowper.co.uk,
alternatively you can
call +44 (0)1635 35255

jamescowperkreston.co.uk
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James Cowper Kreston

Audit and
Artificial Intelligence

- Supporting charity

Artificial Intelligence (AI)
has been around for some
time and is becoming
more advanced with
every passing year.

and community

As a firm we strive to create the right
culture for all our staff so that they are
able to develop and grow to be the best
they can be at work, whilst appreciating
that we all have lives outside of the office
that we also need to keep in balance.

We have all seen the articles and news
reports on which parts of the accountancy
profession may become redundant in the
future and replaced by new systems,
processes and ‘bots’; but have many of us
stopped to think that AI could potentially be
beneficial for the finance industry?
Depending on the business in question, the
audit process is one which can be lengthy
and complex. The audit team has a large
amount of data to review and traditional
audit techniques are based on a sampling
approach which can mean that only a small
portion of this data is actually checked.
New AI and data analytics systems can
help the audit team test a complete data
set rather than reviewing smaller samples.
Whilst the audit can still not detect every
error there is a better chance of detecting
fraud whilst also processing greater
quantities of data at an increased rate.
The result is a higher quality audit.
A further benefit is by taking away a
proportion of the administrative work,
AI allows those in charge of the audit
to spend more time interacting with the
clients themselves. This could result in
a better relationship between the
accountancy firm and its clients and
a better understanding of all the facets
of a business for a smoother audit and
better business advice.
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So far this year we have been busy
raising awareness and funds for our
two chosen charities: Myeloma UK
and Southampton General Hospital.
Six brave staff and our intrepid managing
partner undertook a skydive freefalling
for approximately 13,000 feet over the
countryside of Brackley, Northants in
aid of Myeloma UK raising £4,265.

Sometimes that balance can tip either way
and it’s at those times in particular where
we want to be as supportive as we can to
our staff as well as assisting them with
maintaining that balance once it’s achieved.
Earlier this year we launched ‘Wellbeing
at Work’, a programme of initiatives
designed to help support all of our staff
and partners in both their professional
and personal lives. Whether it be supporting
their financial wellbeing, their mental
wellbeing or their physical wellbeing, we
have taken steps to ensure that everyone
at James Cowper Kreston has access
to the information they need.

While the concern of AI taking jobs away
from an industry is quite real, the ICAEW
reassures us that this won’t be the case
anytime soon as many of these ‘bots’
are still in the trial and testing period,
such as the example they feature on
their website. Audit firms should consider
these technological advancements as
an aid, rather than a hindrance and use
them to ensure clients are getting best
possible service.

One initiative we recently rolled out was
in support of Mental Wellbeing. We have
provided training to all our managers and
above in Mental Health at Work, providing
them with the guidance and confidence to
be better able to support staff with mental
health issues. We want to eradicate any
stigma attached to mental health issues
in the workplace and provide a supportive
and safe environment where staff are
encouraged to talk about their wellbeing
and, where appropriate, we will do
everything we can to support them.

For more information on audit contact
Alex Peal on +44 (0)118 9590261
or apeal@jamescowper.co.uk
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A band of our knitters
have produced over
70 Myeloma buddies.
The buddies have
attended charity
events and gone
around the world with
staff raising awareness.

•

Business Tax

•

Corporate Finance

•

Outsourcing

Considering the environment
We have been taking stock of our
impact on the environment. A small
working party has been looking at
every part of our business identifying
where we can reduce our paper
consumption and storage
requirements. Over the coming
months we will be implementing
their recommendations to reduce
our environmental impact.
Staff welfare

June saw the whole firm taking part
in Myeloma awareness week with
a variety of activities including cake
baking, sweepstakes, wearing pin
badges and putting up car stickers
to promote awareness.

Our staff are extremely important
to us and their health and well-being
is a priority. As part of our continuing
commitment to staff welfare we have
run workshops for line managers
providing training on mental health
issues in the workplace which is
discussed in the article opposite.
We are also undertaking a
programme of financial well-being
workshops available to all staff.

We are very grateful to the Solent Business
Awards for choosing Myeloma UK as its
charity of the year raising £2,200 at its
annual awards dinner held in October.

We look forward to all we can do
in the next year to benefit charities,
our communities and the
environment. Watch this space!

We have also supported the fundraising
activities of Southampton General
Hospital by attending their curry and
quiz night and raising funds from office
tuck shops and other activities.
Further fundraising activities are
planned with opportunities for
clients and contacts to get involved
– so watch out for our email invites!

•

Payroll

•

Private Client Tax

jamescowperkreston.co.uk
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LIMITED COMPANY OR SOLE TRADER?
The question of which is the correct
business vehicle to use is a recurring
issue for many small businesses.
In some cases it will be obvious what the
structure should be, but in other cases it
may be more difficult to assess. It is also
worth remembering that what may be the
best structure to use now may not always
be the case in the future, so it is important
to think longer term.
In most situations the choice will be between
a sole trader or limited company, although
where there are several business owners an
unincorporated partnership or limited liability
partnership may also be relevant.
It is useful to consider some of the key
differences between a sole trader and
limited company:
>>	
A limited liability company is a separate
legal entity from its shareholders.
>>	
In general terms, a company director
cannot easily be held personally
accountable for the company’s activities,
so a company may be best where there
is significant business risk.
>>	
A sole trader will be personally liable for
any outstanding debts if the business fails.
>>	
Once you start growing significantly, and
employ a number of people, a limited
company is likely to be more suitable.
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>>	
In some sectors the business may be
better perceived as a limited company.
>>	
A limited company is required to have
certain information available to the
public at Companies House.
>>	
The tax advantages will vary depending
on specific circumstances, and it is
important that the choice of vehicle is
not determined by tax alone.
Setting up as a sole trader is generally
very straightforward, whereas more issues
need to be considered in setting up a
limited company, albeit that companies
can be formed very quickly. It is also
possible to transition from a sole trader to
a limited company if the business grows,
although care must be taken to ensure tax
liabilities are not inadvertently triggered.
One important advantage of sole trader
status is that it is easy for the business
owner to access the funds of the
business, whereas funds are usually
extracted from companies by salary or
dividends. For those looking for simplicity
or who might struggle to segregate
personal and business transactions,
the sole trader route may be best.

this generates some significant national
insurance savings. The advantage has
reduced in recent years and the monetary
amount will vary depending on profits
levels. For a business with profits of
£50,000, the tax saving might amount to
around £2,000, although some of these
savings will be taken up by the additional
running costs of a company.

JOB

James Cowper Kreston’s international breadth is well recognised in the market, not only because of
the diversity of the people working with us, especially in the expat taxation team that employs several
French speakers, but also for the bespoke advice we can provide to clients from every country.

We are strengthening our membership
of the Italian Chamber of Commerce,
increasing the involvement and
participating in several of their events
over recent months, such as a wine
tasting evening and the well-known
SMAU Italian tech fair in London. We
are now in the process of organising
some events in London to be hosted in
conjunction with the Chamber, to which
we will invite both members of the
Chamber and some of our clients and
contacts with a connection to Italy. In an
attempt to further expand our Italian
connections, we also recently attended
a breakfast seminar organised by
Business Club Italia to mix with a variety
of Italian professionals in London.

Each case needs to be considered
on its own merits.
For more information contact
Mike Farwell on +44 (0)1635 35255
or mfarwell@jamescowper.co.uk

And finally, we need to consider tax
factors. It is generally the case that the
company route is likely to be most
beneficial with profits being taken by a
combination of salaries and dividends;
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•

Business Tax

could arise from Milan and Cortina
d’Ampezzo’s 2026 Winter Olympics
bid. We have also been strengthening
our links with the Kreston firm in Italy:
following their recent visit to us in
Reading, and the visit Andrea returned
in July, we were asked to advise one of
their clients on the UK tax implications
of a potential UK property purchase.

As James Cowper Kreston’s resident
Italian speakers, Andrea Terraneo
and I have been making strides to
reinforce the firm’s relationship
with Italy and to increase the
connections with potential Italian
clients and professionals.

A further tax advantage of operating as
a limited company is the ability to retain
profits in the business with tax payable
at 19%, dropping to 17% in 2020.
This may be very useful as a means
of generating funds for investment as
the business grows.

•

Corporate Finance

•

Outsourcing

Pictured: Andrea Terraneo, Charlotte Firth and Nicholas Vaughan

Over a convivial coffee and croissant we
were pleased to listen to Allegra Antinori,
of Marchesi Antinori winery, explaining the
success of her family wine company.
Our relationship with Italy is not only
professional, but also institutional as
Andrea has met with Martina Cambiaghi,
the Secretary of Sport of the government
of Lombardy, who is keen to maintain a
relationship and attend future firm events.
This would also allow the firm and firm’s
clients to be kept informed of any
potential business opportunities which

•

Payroll

•

Private Client Tax

We strongly believe in the Italian
market, as Italy is seventh placed
in the world in terms of GDP and
Italian entrepreneurs and companies
are enjoying success in the UK.
We are confident that we can
provide bespoke advice for every
circumstance they could face,
especially with a view to Brexit.
For more information please contact
Charlotte Firth or Andrea Terraneo
on +44(0)118 9590261 or
cfirth@jamescowper.co.uk or
aterraneo@jamescowper.co.uk

jamescowperkreston.co.uk
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THE BENEFIT OF ENTREPRENEURS’ RELIEF

The October budget saw a few significant
changes to Entrepreneurs’ Relief (ER)
meaning it is now more important than
ever to plan ahead to take maximum
benefit from this valuable tax relief.

HMRC will use social media
to track down tax evaders
The government is committed to
tackling tax avoidance and evasion
and HMRC has access to a huge
amount of information to assist
in tracking down those who have
undisclosed tax liabilities.
Investment in state of the art
computer software has been well
publicised in HMRC’s quest to
stamp out tax evasion but what
of less sophisticated methods?
HMRC’s own personal information
charter states it may “observe,
monitor, record and retain internet
data which is available to anyone”.
This type of data is known as ‘open
source’ material and includes:
>>	Blogs and social networking sites
>>	Companies House and Land
Registry records
>>	Internet sites and;
>>	News reports

8
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HMRC goes on to state that it may
use this information in a number of
ways – including to check taxpayers
existing information is accurate,
to verify an entitlement and to
compare it against other information
to help combat fraud and crime.
Whilst it might be expected that HMRC
will look at Land Registry records to
look for undisclosed property sales
what about social media as an
information gathering tool?
If no privacy settings have been applied
HMRC will be able to gain a real insight
into individual taxpayers’ lifestyles by
what has been posted on social media
websites. Those who show travel to
exotic destinations or post pictures of
expensive cars may find themselves
subject to scrutiny by HMRC especially
if the income declared on submitted tax
returns does not correlate with the
taxpayer’s social media profile.Those
with undisclosed income should

Audit and Assurance •

>>	5% of the voting rights, 5%
of the profits available for
distribution and 5% or the
assets on a winding up; or

Most business owners, whether operating
through a limited company, as a sole trader
or in partnership, will be aware that ER
can halve the Capital Gains Tax rate that
is payable on a disposal of their interests
in the business, and certain associated
assets, to just 10%.

The Chancellor first announced an increase
in the minimum ownership period from
12 months to 24 months. This change
will come into force on 6 April 2019.

Not only will this provide peace
of mind but generally speaking
unprompted disclosures will mean
lower penalties when compared
with those discovered by HMRC.

A more significant change applies only
to share ownership and is effective from
29 October 2018. Previously, to qualify
for ER, an individual needed to hold 5%
of the voting rights and 5% of the Ordinary
Share Capital of a qualifying trading
company (or the holding company of a
trading group). As a result, it was relatively
straightforward and commonplace to
achieve ER for shareholders even where
they did not have 5% of the economic
value, for example on a sale or winding up.

For more information please
contact Louise Wickens on:
+44 (0)118 9590261 or
lwickens@jamescowper.co.uk

The new measures add a 5% economic
interest requirement which can be satisfied
in two alternative ways. Alongside the
wider ER requirements and throughout
the minimum ownership period, for an
individual to claim ER on a disposal
of shares they will, broadly, need to

•

Business Tax

>>	5% of the voting rights
and 5% of the total sales
proceeds (based upon the
assumption that the entire
company is sold);

WHAT HAS CHANGE D?

consider approaching HMRC with
the assistance of a tax professional
to get their affairs up to date.

Business Restructuring and Insolvency

hold at least 5% of the Ordinary Share
Capital (which entitles them to):

•

Corporate Finance

•

Outsourcing

There was initially widespread concern
that the changes would deny ER on
common Alphabet share arrangements
where the directors can vary dividends
between classes. However the recently
announced 5% of total sales proceeds
alternative described above is expected
to largely resolve this issue.
A final change will allow shareholders who
are diluted below 5%, for example as a
result of a fundraising, to ‘bank’ their ER
entitlement up to the date of the dilution.
Whilst this change is welcome, any gain
arising after the dilution will not ordinarily
qualify for ER, meaning this relaxation
will be of limited benefit in many cases.
The change applies where the dilution
takes place after 5 April 2019.

be contemplated, if other shareholders
in the business are amenable to this,
but it may prove difficult to achieve
without creating other tax charges.
The 5% ownership requirement is relaxed
for Enterprise Management Incentive
option holders and specialist advice
is needed in these circumstances.
In practice, the majority of business
owners will rightly assume they qualify
for ER both before and after the changes,
but nevertheless, as with any generous
relief, there are a number of pitfalls to be
avoided. For example, if a business needs
to be restructured prior to a disposal care
will be needed to ensure ER entitlement
is maintained.
It has always been prudent to review
ER entitlement periodically and especially
so at least 12 months in advance of
a planned disposal. Forward planning
will now need to take account of the
24 month ownership requirement.
For more information please contact
Alex Nicholson on +44(0)2380 221222
or anicholson@jamescowper.co.uk

WHAT ACTI ON SHOULD I TAK E ?
Clearly, anyone who no longer meets the
5% ownership requirement is advised to
take advice. Varying of share rights might

•

Payroll

•

Private Client Tax

jamescowperkreston.co.uk
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Retail and Restaurant

RESTRUCTURES
Retailing has changed significantly
since my childhood in the 1970s, but
arguably has now gone full circle.
I recall the mobile village shop with
doorstep deliveries and independent
retailers on the high street. We now have
Ocado delivering our groceries and the
decline of the retail giant in favour of
independent sellers, albeit online.
Eating out was a rarity with a limited
choice of restaurants; now, despite all
of the cookery programmes, people
are not cooking at home which has
led to an increase in chain restaurants.
However, all this change has come
with casualties.
In 2018 there have been over 30 failures
affecting c.2,000 stores and restaurant
chains, employing some 39,000 people.
The notable failures include House
of Fraser, Toys ‘R’ Us, Maplin,
Poundworld, Prezzo and Gaucho.
Retailers have been under significant
financial pressure with rises in the
minimum wage, mandatory employers’
contributions to pension schemes,
apprenticeship levies, upward only rent
reviews and heavy discounting. Changing
consumer habits to the convenience and
price transparency online, and an uneven
playing field with online retailers in respect
of higher business rates, have also
contributed to the fall of the high street.
Retailers have found the inflexibility of
long-term leases in the face of changing
shopping habits particularly challenging,
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making out of town or tired locations
unsustainable; this prompts the business
to look at restructuring. Recently, the
Company Voluntary Arrangement (CVA)
has been the insolvency procedure of
choice to restructure; it provides a legally
binding framework in which to reschedule
and reduce liabilities to creditors whilst
companies continue to trade under the
control of the directors.

with an empty property such as rates,
insurance and security.

To propose a CVA a company needs
the services of a qualified insolvency
practitioner to act as nominee. The
nominee needs to be satisfied that the
company’s proposal correctly reflects the
financial positon, is not manifestly unfair
and has a reasonable prospect of being
approved and implemented.

CVAs have a poor track record, with
few going to full term (typically 5 years)
without failing or being varied; companies
often underestimate how disruptive it
will be and the adverse impact it has
on profitability. Finance during a CVA
can be particularly challenging with
credit extremely hard to come by
and consumers’ confidence is often
knocked resulting in poor sales.
However, I suspect that over the coming
months and years we will see more retail
failures and the deployment of the CVA.

Approval of a proposal requires at least
75% by value of creditors voting to
vote in favour. The value of landlords’
claims are typically restricted to arrears
of rent, an amount equivalent to one
year’s rent for loss of future rent and
one month’s rent for dilapidations. It is
possible for large unsecured creditors
to force through CVA proposals and for
smaller landlords to be stuck with the
consequences.

Unsurprisingly, CVAs are not universally
popular with landlords. Aggrieved
landlords can seek the help of the courts
to challenge a CVA on the grounds that
it unfairly prejudicial to them and have
sometimes been successful, as in the
case of Powerhouse.

CORPORATE FINANCE // UPDATE 2018
The James Cowper Kreston Corporate Finance team had an extremely
busy 2018; completing 16 deals with an aggregate value over £230m.
Deal highlights include:
M&A services to:
 loyds Development Capital
>> L
on the management buy out
of Martin Audio
>>	Kendall Brothers on its disposal
to Aggregate Industries, a
subsidiary of LaFarge Holcim

For more information on CVAs please
contact Sandra Mundy on: +44 (0)2380
221222 or smundy@jamescowper.co.uk

>>	The Appointment Group on its
disposal to Apiary Capital
>>	R.I.W Limited on its disposal to
GCP Applied Technologies Inc.
>>	Navtech on its sale to Halma PLC

Proposals can include terms to:
restructure rent obligations, change terms
of leases, remove the right for forfeiture,
remove guarantors, and jettison
locations. Whilst this is bad news for
landlords, they may take the view in that
it is in their best interest to agree as it is
better to have tenants paying some rent
and not suffering other costs associated

Audit and Assurance •
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>>	Renasci on its sale to Sygnature
Transaction support for:
>>	Warwick Estates for its
acquisition on Esstoo
>>	HSBC Bank in respect to its
lending facilities provided to
Re:Cognition Health

•

Business Tax

•

Corporate Finance

•

Outsourcing

>>	Foresight on its investment
in New English Teas Ltd
In addition to the busy deal doing outlined
above, the team welcomed two new
members. Brad McAvoy joined from KPMG
as a director and Nathan Willis joined as an
executive. The enhancement of the team has
already borne fruit with assignments for both
Private Equity and local banking institutions.

strong and with both the economy set
reasonably fair and our new Corporate
Finance Director, Brad McAvoy on
board we are looking forward to 2019,
despite the possibility of Brexit.”

For more information on our range
of corporate finance services, please
contact Nick Rogers on +44 (0)118
9590261 or nrogers@jamescowper.co.uk

Nick Rogers, Partner and Head of Corporate
Finance, said: “2018 was an exceptional year,
the team have performed exceptionally and
executed a good number of successful deals.
I am really grateful for their tremendous
efforts. The deal list shows our ability to
deliver across different commercial sectors,
from primary industries to very high tech
and manufacturing to services. Again, cross
border deals feature highly on our deal sheet
proving our ability to bring international
buyers to the table. Our pipeline is really

•

Payroll

•

Private Client Tax

jamescowperkreston.co.uk
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GROWING YOUR
FAMILY BUSINESS

VAT RECOVERY

on merger and acquisition costs

The value of professional services
associated with mergers, acquisitions
and corporate reorganisations
typically, have a substantial value.
It is important, therefore, to seek VAT advice
before engagements are made and invoices
issued by third party providers, in order to
legitimately maximise VAT recovery. Some
professional services, including those from
financial intermediaries or share underwriters,
are VAT exempt but legal and due diligence
services are standard rated when the supplier
and recipient are both established in the UK.
HMRC have successfully challenged VAT
recovery on merger and acquisition costs
recently, primarily for the following two reasons:
>> T
 he supply of professional services is not
made to the person attempting to recover
the VAT as input tax. Only the person to
whom the supply was made can make a
valid input tax claim, a fundamental principle.
It overrides the question of who may have
paid for the supply or who may hold the

12

Accounts and Business Advisory •

relevant invoice or other evidence.
There are a number of other factors
that HMRC use to determine the true
recipient including the engagement
letter or contract. Clearly, the default
position for VAT recovery is that the
claimant must hold a tax invoice
addressed to them, but such an invoice
does not automatically allow recovery.
Sometimes, it is common practice for a
third party to pay for goods or services
which are supplied to someone else,
such as payment by a borrower for
asset valuation or a viability study by a
lender. The person making the payment
cannot recover VAT even if the payment
was made due to a legal requirement.
>>	
The recipient of the supply of services
is not making or intending to make
onward taxable supplies. HMRC policy
was overturned recently by a European
Court VAT decision. Previously, HMRC
routinely allowed VAT recovery by a
group member which did not itself make
taxable supplies to customers outside
the VAT group, so long as other

Audit and Assurance •

members of the same VAT group made
taxable supplies. It is important that the
recipient of the costs of the merger is
itself making or will make onward
taxable sales. A holding company that
acquires, holds, issues and sells shares
in subsidiaries, makes disposals,
receives dividends and lends money
is not making taxable sales, as these
activities are either outside the scope
or VAT exempt. Holding companies
need to supply genuine management
services to subsidiaries to be able to
recover VAT on costs. If a new company
is established as part of the transaction,
the timing of the incorporation is
important, so that engagement letters
are signed after the recipient is created.
If the recipient of the costs has not yet
made taxable sales, their intention to
do so should be documented in detail,
in say board minutes.

Operating a family business can have
its challenges. There are those which
come with the territory e.g. maintaining
relationships, but there are also those
associated with the changing environment.
It is easy to become settled into the way
‘things have always been done’ and
‘keeping it in the family’ which could
potentially impede the growth of the
company, eventually rendering it old
fashioned, out of touch and defunct.
So when does it become necessary
to make changes for growth?
A prime indicator would be when the
sector in which your business operates is
changing; perhaps new technology is being
introduced or your product is in need of
innovation to maintain market share. One
of the first steps is to consider bringing
new staff on board. While this can be
daunting, especially for the smaller family
owned business, introducing someone with
expertise in a certain field can quickly take

For more information on this subject or
for any other VAT enquiries please contact
Meera Rajah on +44 (0)1635 35255
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your business to the next level and can
eliminate the cost of training existing
staff externally. These changes do not have
to be permanent as many professionals
can work on a contract basis, training
members of the business in house, then
completing their contract when the
objective has been reached.

not only relating to issues of succession
but also in terms of future funding.

Of course, one of the biggest issues faced
by a family business is the resolution of
conflicting objectives; these are more than
likely to arise when the business is faced
with making changes to facilitate growth.
Disagreements within the family on the best
way to expand, or whether to try and
expand at all, will take time to resolve which
could put the business behind the curve in
terms of adapting. It is therefore imperative
that a management structure is set up with
clear procedures on how to mitigate these
situations so that the business and its profits
do not suffer. In terms of profits, family
owned businesses should put serious
consideration into their future planning,

For more information on family
businesses please contact
Darren O’Connor on
+44 (0)118 9590261 or
doconnor@jamescowper.co.uk
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At James Cowper Kreston we work with
many family owned businesses, helping
them to make the most of their assets
and ensuring that they can find solutions
to any issues.

jamescowperkreston.co.uk
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Bringing life back to the
Newbury Tennis Club
– James Cowper Kreston
in the community.
Sheila Colman, Manager in our
Outsourcing team, worked alongside
her local comminuty to help revitalise
an important resource.

SMEs - Acquisition
for growth

THE

EXOTIC
DANCER

An SME often gets to a stage in its
lifecycle where growth aspirations need
a step change from an acquisition in
order to realise the full potential
for its owners.

WHO BEAT

“We moved to Newbury in 2011 and
joined Newbury Tennis Club in the
same year,” said Sheila.
“At the time the club was looking for
volunteers to go on the committee and
assist with its daily operation.
Frank, my husband, joined the committee
first, then I followed in his footsteps.
The club had gone through a bad patch
with the fences vandalised and had a very
low membership – under 30 adults.
Frank became Chair of the club in 2013
and I held the position of secretary;
later in 2016, I took over as Chair.
During our time on the committee
we brought in a coaching partner who
increased the junior membership to over
100 – we organised funding and a loan
from the LTA and had the outdoor courts
resurfaced which was a huge project.
I subsequently took part in the Greenham
Pitch to the Panel to procure funds resulting
in the installation of additional floodlights so
that all four courts are now well lit and safe.
We also had signs put up to improve the
profile of the club and ran annual open
days and social competitions.
There are now over 100 adult members
of the Newbury Tennis Club and it is
a thriving community resource.
When I stepped down as Chair at the
beginning of this year, Frank
and I were given lifelong
memberships in recognition
of all of our hard work over
the years which was much
appreciated but very
unexpected.
We hope that the club continues
to thrive in the years to come.”

14

Accounts and Business Advisory •

An exotic dancer, Gemma Daniels,
working at Stringfellows in
London has won a tax appeal
over her stage outfits.
There are many reasons for undertaking an
acquisition: new customers, new products
or services, expansion geographically,
increased diversification to name a few.
Ultimately, it comes down to the vision and
strategy of the business and, in the SME
world, this will also be linked to the goals
and wealth aspirations of the owners.
Where to find the right Target
Opportunities for acquisition can arise
from a number of sources. You may
want to do a targeted direct approach
for known businesses in your industry,
undertake research of other potential
targets in the region (or the world!) or
there could already be a business on the
market which would make an ideal fit.
How much should I pay?
This is always a point of negotiation
tension. Ultimately, valuation will be driven
by the earnings potential of the Target
and what the market is willing to pay.
A common valuation reference is to apply
a multiple based on ‘normalised’ earnings
of the business. ‘Normalised’ earnings
represent a level of normal expected
operating earnings excluding any one-off,
abnormal or non-commercial owner
transactions. Multiples vary based on the
industry sector, company growth stage
and location.
Don’t take shortcuts on due diligence
Identifying risks and taking appropriate
mitigations before acquisition can

Audit and Assurance •

potentially save a lot of cost, time and
frustration later. You will need financial,
tax and legal due diligence expertise
and, depending on the industry, other
specialists may be required; make sure
you are getting tailored due diligence
from experienced transaction advisers.
Also, if there are financiers involved,
they will want to rely on the due
diligence so ensure that they are also
involved early in due diligence scoping.

The dancer was told to pay thousands
of pounds after HMRC ruled that
she could not claim clothing as tax
deductible. However, a judge decided
that her ‘naughty nurse and schoolgirl’
outfits could be deemed expenses as
they were not suitable outside of work.
This might bring a smile to some faces
but it does demonstrate a key tax point
concerning the deductibility of trading
expenses for a self-employed person.

Don’t forget people
Don’t underestimate the importance
of cultural fit as different organisational
cultures can conflict to the point of
disruption; this will need to be actively
managed. Also, who are the key staff of
the Target and how can these staff be
retained in the business? The use
of earn-out targets, retention bonuses
or management equity are common
mechanisms used to ensure that key
staff are retained or that the former
owners have some continued
involvement in the business for a
sufficient transition period. At James
Cowper Kreston we are able to advise
you throughout the acquisition process,
provide structuring and valuation advice
and provide financial and tax due
diligence to support the transaction.

The general principle is that a deduction
is allowed for expenses incurred ‘wholly
and exclusively’ for the purposes of
the trade. On the face of it this sounds
quite simple but some expenses such
as clothing have an intrinsic duality
of purpose.
This was examined in the case
of a barrister who many years ago
claimed a deduction for expenditure
on replacement and laundering of
professional clothes. The barrister
complied with Bar requirements, and so
acquired and wore particular items of
clothing, both in court and to and from
the court to her chambers. The clothing
was such as might be used for ordinary
civilian purposes but she did not wear
such clothing away from work.

For more information please contact
Brad McAvoy in the Corporate Finance
team on +44 (0)118 9590261or
bmcavoy@jamescowper.co.uk
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The courts ruled that the cost of that
clothing was not deductible because
it might suitably be worn as part of
a hypothetical person’s ‘every day
wardrobe’. HMRC does recognise that
clothing costs, which are not part of an
‘everyday’ wardrobe, face no such bar
to deduction, quoting in their manuals
the examples of protective clothing
and a nurse’s uniform, though the
writer doubts whether the authors
of HMRC’s Manual had Ms Daniels
in mind when they wrote it.
In his ruling, tribunal judge Guy Brannan
said: “In the present case, we accept Ms
Daniels’ evidence that the dresses that
she acquired in order to perform at
Stringfellows were not appropriate to
be worn outside that club and that she
purchased them only for the purposes
of her performances.

the objective of Ms Daniels in
acquiring the dresses was the
reverse of the objective of the
provision of ‘warmth and decency’ ”.
Whilst what someone might or might
not wear outside a club is a very
subjective matter, the case does
provide further useful guidance
of what is tax deductible.
For more information on tax
deductible expenses please
contact Charmaine Puffett
on: +44 (0)1635 35255 or
cpuffett@jamescowper.co.uk

“She described them as ‘see-through’ and
‘skimpy’, they were often decorated with
sequins in order to catch the lights under
which she performed.
Maintaining warmth and decency are
often cited as tests for whether or not
clothing is ‘everyday’ but in this case
the judge said “we are satisfied that

•
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•

Private Client Tax

jamescowperkreston.co.uk
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James Cowper Kreston is pleased to announce
the promotion of three directors.

AUTUMN 2018

Effective from 1 November 2018, Meera Rajah,
VAT Director, Fiona Hawkins, Audit and Assurance
Director and Sarah Robert, Head of Expatriate
Services have been promoted to Partner.

BUDGET
CHANGES TO CAPITAL ALLOWANCES

MEERA RAJAH

FIONA HAWKIN S

SARAH ROBERT

Meera heads up James Cowper
Kreston’s VAT services and is also
head of our team for South East Asia.
She has built up an extensive technical
knowledge over more than 15 years
specialising in VAT.

Fiona leads the firm’s outsourcing team
as well as being an audit and assurance
Partner. She has been with the firm since
2004 and in that time has worked as a
specialist in both the rural and charities
and educations sectors.

Sarah heads the expatriate tax team and
deals with highly complex tax issues on a
global scale. Fluent in French, she has built
up a substantial expatriate tax team capable
of engaging with clients in the UK and
overseas in a number of languages.

mrajah@jamescowper.co.uk

fhawkins@jamescowper.co.uk

srobert@jamescowper.co.uk

The Budget contained a number
of measures aimed at encouraging
business capital investment.
Annual Investment Allowance (AIA)
The AIA allows a full (100%) write off for
spending on qualifying investment in plant
and machinery in the year of expenditure.
It will be increased from £200k to £1million
for all expenditure on or after 1 January
2019 until 31 December 2020.

Robert Holland, Managing Partner at the firm said: “It is an absolute pleasure to welcome three such high achieving directors to the
role of Partner at the firm. I would like to extend my congratulations to Meera, Fiona and Sarah and look forward to seeing how their
hard work and dedication to James Cowper Kreston benefits our clients in the years to come.”
James Cowper Kreston is always looking for the best talent to ensure that our clients are getting excellent
service. In the last six months we have appointed two senior members of staff who bring with them years
of expertise in their relevant specialisms.
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J E F F R U D DEL L

BRAD MCAVOY

S EN IO R VAT M AN AGE R

CORP ORAT E F INANCE DIRECT OR

Jeff has worked in the VAT sector
for over 30 years, amassing a great
deal of experience and technical
knowledge. In his former managerial
role at HMRC he specialised in VAT
repayments, complex VAT issues,
criminal and civil issues and has also
been responsible for leading national
training programmes and projects in the field.

Brad joins the Corporate Finance
Team from the Brisbane, Australia
division of one of the Big Four
accounting firms where he held
the position of Enterprise Division
Director. He brings with him a
wealth of experience working in
transactional services and providing
financial due diligence services for clients of all sizes.

On joining James Cowper Kreston Jeff said: “I’m very pleased
to have joined the firm and the VAT team. James Cowper
Kreston provides an excellent learning environment and it is
wonderful to see all of the staff so engaged in their work and
so dedicated to getting the best result for their clients.”

“I’m very pleased to have joined James Cowper Kreston,”
says Brad. “The environment here is definitely different from
anywhere I’ve worked in the past, it’s much more collaborative.
It’s great to be part of a team where everyone is on the same
page and supports one another.”

jruddell@jamescowper.co.uk

bmcavoy@jamescowper.co.uk
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Z Ltd, a UK trading company has a
31 March year end and enters into a
£3.75m contract to build new offices on
1 April 2019 with the following spend:
Office structures		

1,500,000

Integral features		

1,500,000

General P&M		

750,000

This is a new allowance which means that
non-residential structures and buildings –
but not land – will be eligible for 2% capital
allowances annually. It applies to contracts
entered into on or after 29 October 2018 and
provides relief for expenditure such as bricks
and mortar and other permanent structures
which don’t qualify as an integral features or
plant and machinery.

Total			£3,750,000

Unfortunately however, it was not
all good news.
Capital allowances special
rate reduction (8% to 6%)
From April 2019, the capital allowances
special rate for integral features – for example
electrical and lighting systems, heating and

•

Example

Structures and Buildings
Allowance (SBA)

There was previously an allowance for
industrial buildings and some other premises
such as hotels, but these were abolished in
2010. This is the first time that allowances
will be available for buildings such as offices.

Business Tax

air-conditioner units – will be reduced
from 8% to 6%, a move which it is claimed
to be more closely aligned with average
accounts depreciation.

Corporate Finance

•
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Assuming all the spend occurs before
31 March 2020, the total cumulative tax
allowances Z Ltd will be entitled to claim
under the new rules compared to the old
rules is summarised as follows:
New Rules

Old Rules

Year 1

£1.195m (31.9%)

£0.439m (11.7%)

Year 5

£1.749m (46.6%)

£1.038m (27.7%)

Year 10

£2.151m (57.4%)

£1.461m (39.0%)

Year 20

£2.589m (69.0%)

£1.867m (49.8%)

commencing 1 January 2019. Where
businesses have an accounting year that
straddles 1 January 2019 the AIA will need to
be pro-rated, so it will be necessary to keep
a note of expenditure before/after the New
Year Celebrations. The way that this allocation
works is not always straightforward though so
you should seek advice in advance.
Despite the new SBA, it will still be more
beneficial to identify items that can be claimed
as integral features and plant and equipment
on any building project. Discussing this
upfront with your builder / QS in tandem
with your tax adviser could save you tax.
It is also worth noting that the AIA is not
available for cars and that the special
rate rules also apply to cars with CO2
emissions above 110g/km – so if you
are sourcing a car for your business then
it would be sensible to consider the
emission stats carefully.
For more information on Capital
Allowances please contact Sharon
Bedford on +44 (0)1865 861166
or sbedford@jamescowper.co.uk

What action should I take?
The temporary increase in the AIA to
£1million per annum is the most significant
change affecting the timing of relief, so
if you are considering expenditure in
excess of £200k per annum – not just
on buildings – it might be sensible to
ensure it falls within the two year period
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MAKING TAX
DIGITAL FOR VAT:

YES

Do you currently file
your VAT return via the
Government Gateway?

RECENT DEVELOPMENTS
HMRC has recently delayed the
introduction of Making Tax Digital (MTD)
for some businesses by six months,
from 1 April 2019 to 1 October 2019.
MTD requires that submission of the VAT
return for businesses with a taxable turnover
exceeding £ 85,000 per year is made from
API-enabled software rather than by rekeying
data into the HMRC website and that
accounting records are maintained digitally.
MTD only applies to VAT returns that
commence on or after 1 April (or 1 October),
so a three month return ending 31 May 2019
is not within MTD.
Businesses for whom MTD
has been delayed:
>> U
 nincorporated ‘not for profit’
organisations
>> VAT groups
>> VAT divisions
>> Some public sector entities
>> Local authorities

18
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NO

>> Public corporations
>> O
 verseas companies with
a UK registration
If you currently prepare the VAT
return using any of the following three
methods, James Cowper Kreston
has a solution to enable you to meet
the MTD requirements for at least the
first year to April or October 2020.
>> manual records;
>> solely spreadsheets;
>> n
 on-compliant accounting software,
but have the function to export the
VAT return to Excel.
The solution, a bridging software
product, will allow the VAT return to be
submitted from the spreadsheet. This
product is particularly useful as a
short-term solution for a year, during
the “soft-landing” phase of MTD. This
introductory phase does not insist
upon digital links back along the chain

Audit and Assurance •

NO

Do you have taxable turnover
exceeding £85,000?

YES

You will no longer be able to file VAT returns this way
once MTD comes into effect. If you use accounting
software and could submit your VAT return another
way, continue with the question to the left.
If you are unsure, please contact us.

YES

Is this because
you are
maintaining
manual records?

NO

You will no longer
be able to file VAT
returns or keep
records this way.

YES

We have a solution,
contact us.

NO

Is this because
you are using
spreadsheets?

You are
compliant
for MTD.

YES

You will no longer
be able to file VAT
returns this way
but you are able to
use spreadsheets
to maintain your
records. You will
need a solution
for filing your VAT
returns via MTD.

NO

You are going to need a solution for MTD. This can either be
an approved bridging software or API enabled spreadsheet.

We have a solution,
contact us.

We have a solution, contact us.

List of approved software providers: www.gov.uk/guidance/software-for-sending-income-tax-updates

•

Henley
office

has moved...
but not far!

NO

(Link below)

To find out if you are MTD compliant
please use our flow chart on the
opposite page and for more
information on MTD, including an
explanation of the bridging software
described above, please contact
Toby Thorne on +44 (0)1635 35255

Business Tax

YES

Is your accounting software
on the list of approved
software providers?

There are some software providers for
specific sectors including education for
example, who have yet to upgrade their
software and obtain HMRC approval,
and so have less than five months (if
not within the delayed exceptions) to
do so.

•

YES

Can you file your
VAT return via your
accounting software?

of data preparation, which only need to
be introduced after one year of MTD.
In the first year the only requirement
of MTD is to use digital records and
to submit returns from API-enabled
software. An enhanced version of this
bridging software is available which
provides a permanent, long term
solution for MTD.

Business Restructuring and Insolvency

MTD for VAT does
not affect you but
you can opt in.
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We have relocated our Henley office to
larger, newly refurbished offices on the
same site in Newtown Road, Henley.
The move took place in early September
and has proved to be a hit with staff and
clients alike. This is the second office
relocation this year, the first being our
London office in Chancery Lane.
Remaining on the same site (on the
ground floor just by the entrance to the
car park) allows us to keep our address
and telephone numbers the same whilst
providing our staff access to better
facilities. Car parking is still available for
visitors and our allocated spaces are
close to the front door to the office.
We hope to welcome you to our new
premises soon.
Ian Miles – Partner

jamescowperkreston.co.uk
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A PARTNER: IN PERSPECTIVE

STUART WILLIAMS
Stuart is one of our Corporate Finance
partners and joined James Cowper
Kreston in 2003. After qualifying he
joined the Corporate Finance team
and has since acted on over 100
transactions on both the buy and
sell side covering all manner of
sectors, from healthcare to oil and
gas. Stuart was appointed to the
role of partner in 2017.

If you could have two celebrities to
dinner who would they be and why?

In this issue of Perspective we
sat down with Stuart to get to
know more about him.

Warren Buffet: To hear stories about his
life in investment and to get him to let me
know which stocks I should be buying!

What do you specialise in?
I specialise in Corporate Finance; helping
business owners and institutions to buy
and sell companies of all different sizes,
from local to global.

Matthew Le Tissier: As readers of
this will already know – the greatest
footballer to have ever played the game.
I would be interested to learn about his
life in football and quite how he managed
to have such a great career given his
obvious passion for fast food!

For more information contact
Stuart Williams on +44 (0)118 9590261
or swilliams@jamescowper.co.uk

When did you qualify?
I qualified in 2007, four years after
joining James Cowper Kreston.
What do you like to do
outside of work?
Outside of work I like to play a
variety of sports and spend a
significant amount of time with
friends and family touring
public houses.

Henley-on-Thames

Newbury

Reading

Videcom House, Newtown Road,
Henley-on-Thames, RG9 1HG
Tel: +44 (0)1491 848500

Mill House, Overbridge Square, Hambridge Lane,
Newbury, RG14 5UX
Tel: +44 (0)1635 35255

Reading Bridge House, George Street, Reading, RG1 8LS
Tel: +44 (0)118 9590261

London

Oxford

Southampton

5 Chancery Lane, London, EC4A 1BL
Tel: +44 (0)203 8179350

2 Chawley Park, Cumnor Hill, Oxford, OX2 9GG
Tel: +44 (0)1865 861166

The White Building, 1-4 Cumberland Place, Southampton, SO15 2NP
Tel: +44 (0)2380 221222
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