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Budget 2009
Headlines

Public borrowing to increase
from £34.6bn in 07/08 to
£175bn in 09/10

GDP expected to fall by 3.5%
in 2009

Temporary 40% first year
allowances for capital invest-
ment

Improved tax relief on trad-
ing losses (carry —back ex-
tended)

Improved incentives for EIS
and VCT investments

VAT rate confirmed to revert
to 17.5% from 1 January
2010

Reduced tax relief on pen-
sion contributions for high
earners.

From 2010, higher income
tax bills for those with earn-
ings over £100,000

THE UK ECONOMY : WHAT HAS

HAPPENED?

As a business manager you
will know all about the ef-
fects of the current eco-
nomic climate. The rate of
change in economic condi-
tions appears to have caught
everyone by surprise, but
what caused this position
and what can be learned
from it.

The UK economy is moving
into a recession as defined
by reduced gross domestic
product (economic activity).
The chart shows that the
recessions in the mid 70’s,
early 80’s and early 90’s
followed increases in infla-
tion and interest rates. The
current recession is accom-
panied by low interest rates
and relatively low inflation.

The economy has suffered
from reduced demand, be-
cause of the widely reported
credit crunch. The recent
past has witnessed asset
prices at seemingly record
levels. The failure of the
banks to regulate retail lend-
ing has meant that asset
prices have increased to
unsustainable levels.

What is remarkable is that
the reduction in asset values

—— Interest rates

— Inflation

—~ GDP growth

has been in the context of
the low headline interest
rates.

Of course, for many small
businesses, the cost of
obtaining credit has risen
dramatically as the econ-
omy weakened and lending
risks increased.

With demand now reduced
in the economy, the chal-
lenge being faced is—how
can demand be stimu-
lated? There is no easy
answer, the rekindling of
consumer demand through
interest rate cuts is slow to
work because of the level

of confidence in the econ-
omy. The current govern-
ment weapon (that of fiscal
easing) will result in ever
increased government
spending. As tax receipts
are falling so government
borrowing is increasing as
was declared in the
budget. It is this that car-
ries the risk for the econ-
omy in that the old enemy
of inflation may re-emerge.

Whatever happens to the
UK economy, successful
businesses will need to be
able to adapt to the new
economic climate.

HOW TO SURVIVE AND THRIVE IN DIFFICULT

TIMES

With the UK economy suffer-
ing from reduced consumer
demand, this is the time to
concentrate on working on
your business. To do this you
may need to :

o |dentify your target market
and concentrate on fulfill-
ing their needs

e |dentify your most profit-
able products or services.
This will involve an analysis
of how you and your staff
spend your time and re-
sources

e Manage your cash-flows
and plan your financing
requirements

e Keep in control of cus-
tomer credit and avoid bad
debts by doing your home
work

® Review your business and
personal goals and con-
sider your tax structure
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"Your needs will drive the
service we deliver”

Russell Spencer established Acconnts (@ Hay Limited to provide quality accounting, taxa-
tion and business advice, to add value fo business.

Although he provides traditional accountancy services, Russell now provides a unigue tailored
approach to business owners, working with businesses and providing management information
to assist business owners to achieve their potential.

We specialise in providing interin accounting support as and when you need it. Russell's ex-
tensive experience means that he has almost certainly encountered the issues that you face and
his flexible problem-solving will ensure that you can get on with running your business know-
ing that you have the back up of a "safe pair of hands". Russell has demonstrated his unique
ability to analyse businesses so as to highlight areas for change that deliver real improvements
to efficiency and profitability.

By keeping our overbeads low we can offer high quality service at rates that mean that you can
afford more involyement from us, that will add real value to your business in addition to the
traditional “once-a-year” services. For your peace of mind, we will agree onr charges in adyance
and can provide you with a fee pledge.

For a free no-obligation meeting to discuss your requirements, please do contact Russell by

phone on (01497) 888201 or by e-mail at russell@acconntsathay.co.uk

BUDGET 2009 COMMENTARY

The 2009 budget was
unlike any other in re-
cent history. As usual,
most of the measures
announced were either
old news or hinted at
previously. The differ-
ence in this years
budget was the sheer
scale of the problem
with the government
finances.

The chancellor an-
nounced that net bor-
rowing is expected to

The contrast with the
capital gains tax rate
of 18% is now even
more  pronounced.
Many commentators
have noted that the
effect on taxation
receipts from these
income tax rates will
not be dramatic.

There was some good
news for businesses.
Notably, in addition to
the 100% annual
investment allowance

grow to £175bn in
2009/10. That is over
five times the level of
borrowing in 2007/08.
To make this worse, the
chancellor expects to issue
even more than this figure in
government stocks. The ef-
fect of this on the price of
money (interest rates and
exchange rates) cannot be
accurately predicted. Even if
interest rates are kept under
control, UK individuals and
businesses will inevitably
have to repay this debt that
is expected to increase to
over 76% of GDP by
2013/14.

With this level of finance
being required by the UK

The 2009 budget revealed the scale of the problem  Of

with the government finances

government the wider econ-
omy (individuals and busi-
nesses) will need to act to
secure the finance that they
need at affordable rates.

The budget did have some
headline announcements.
The removal of personal
allowances for those earning
over £100,000 and the in-
crease in the highest income
tax rate to 50% will mean
that the marginal rates of tax
(for higher earners from
2010) will vary considerably
between 40% to 60%

(on the first £50,000
capital expendi-
ture), there will also
be a first year allow-
ance of 40% on capi-
tal investment over
£50,000.

Small company corporation
tax rates were also held at
21% until 2010.

As always there was a lot of
detail in the budget, but the
overall impression was that
significant increases in tax
rates or cuts in spending will

happen, just not this year.

This Spring Update is designed as informa-
tion for readers. It cannot be relied upon to
cover specific circumstances and readers
should therefore seek professional advice
before acting or refraining from acting on
any of the contents of this publication.



