Budget - Tax Alert 2010

The main point of discussion arising from the Budget in
our Cheltenham office this afternoon has been the
announcement of duty increases of 10% over inflation
on cider sales from Sunday. For everybody who isn’'t a
South West stereotype, the Budget has, as expected,
failed to deliver any real excitement at all, although the
Chancellor’s speech did include some interesting
indications about the parts of society that the
Government will target for increased taxes if re-elected.
As ever, we've summarised the main points for you
below:

The speech
Mr Darling made a couple of statements this year that
are of particular interest.

The bankers’ bonus tax, which was originally expected
to raise in the region of £700m, is now expected to bring
in revenue for the Treasury of £2bn, money that will be
recycled into support for small businesses. This figure
does not take account of the income tax and NIC
payable on bonuses, so the overall receipts will be
significantly greater than this. Although the Chancellor
did not say so, it is clear that the country as a whole will
have benefited significantly from the payment of “fat cat”
bonuses!

The Chancellor expects 60% of his tax raising measures
to be borne by the top 5% of earners. This principally
relates to the new income tax and NIC rates announced
last year, but extra revenues are also being collected
from non domiciled UK residents.

There is a fine balance to be maintained between the
obvious need to raise income and the risk that doing so
will result in a mass exodus from the UK, actually
reducing overall tax yields. The degree to which the UK
relies on its highest earners to support public services is
very clear, and on the day on which a report by Citi
Private Bank and Knight Frank showed London falling
behind New York as the favourite city for wealthy
investors, the dangers to the UK economy of squeezing
high earners too hard are plain to see.

Income tax

As previously announced, the new “additional” 50% tax
rate for individuals with income above £150,000 comes
into effect from April 6, 2010, as does the additional rate
on dividend income of 42.5% (an effective rate of
36.1%).

Personal allowances will remain frozen for 2010/11. In
addition, from April 6, 2010, the personal allowance will
be gradually withdrawn for anyone with an income
above £100,000, at a rate of £1 for every £2 above that.
This will mean that anyone with income of £112,950 or
above will lose all personal allowances and employment
income between £100,000 and £112,950 will be taxed at
an effective rate of 61%.

Capital gains tax
There has been no change to the rate of capital gains
tax, which remains at 18%.

However, the limit for gains to which entrepreneurs’
relief will apply will double from April 6, 2010. The
effective tax rate will now be 10% on qualifying gains up
to a lifetime limit of £2m (previously £1m). The increase
will not apply retrospectively, so previous gains in
excess of £1m will not qualify, but anyone who has
claimed relief already will be able to relieve future gains
up to a total of £2m overall.

ISAs

As announced in the 2009 Budget, from April 6, 2010,
the ISA limit will rise to £10,200 for all investors, half of
which can be in cash. As a further small but welcome
change, the limits will increase annually in line with
inflation from 2011.

Inheritance tax

In a measure to collect more inheritance tax from a
larger pool of people, the nil rate band will be frozen at
£325,000 for 5 years until 2014/15. This replaces the
original plan to increase the nil rate band to £350,000 for
2010/11 and by inflation thereafter, and the Chancellor
announced that this was “intended to pay for increased
care for the elderly”.




VCT and EIS relief

Under the current rules, VCTs must be listed on the
London Stock Exchange. To comply with EU law this
requirement will be relaxed to include any EU regulated
market. Further, qualifying companies for EIS and VCT
purposes will now be required only to have a permanent
establishment in the UK, as opposed to the current more
restrictive requirement to carry on a qualifying trade
wholly or mainly in the UK.

However, the percentage of qualifying investments
which must be held by VCTs has been increased from
30 to 70%, significantly increasing the volatility of many
VCT investments. This will affect several VCTs which
were set up specifically to take advantage of the
relatively low percentage.

Pensions

Despite a consultation period, the rules restricting tax
relief on pension contributions have been introduced as
originally proposed for higher paid earners. Those
earning more than £180,000 will, from April 2011 receive
only basic rate tax relief on pension contributions and
those with relevant earnings between £150,000 and
£180,000 will receive a tapered relief.

In line with this year’s allowance-freezing Budget, the
2010/11 lifetime allowance of £1.8m and the annual
allowance of £255,000 will be held constant for a further
five tax years, up to and including 2015/16.

Residence and domicile

It was disappointing once again to have no
announcements in the Budget on residence and
domicile. In particular, with the ongoing absence of any
clear definition of residence, it is very difficult for anyone
entering or leaving the UK to have certainty over their
tax affairs. This affects not just a few super rich
entrepreneurs who may be leaving the UK primarily to
avoid tax, but also many ordinary workers with
connections to the UK.

Remittances

There has been only one change to the remittance rules
- a technical change to the definition of a “relevant
person” in relation to non-resident companies which will
reduce planning opportunities for a small number of
people.

Bank payroll tax

The original announcement of the payroll tax last
December was followed by extensive lobbying by
financial institutions requesting clarification of exactly
who would be affected. The legislation will now
incorporate the changes and clarifications announced in
response, with the effect that the tax will apply only to
those employed by deposit takers. The tax will cease to
apply from April 6, 2010, so bonuses paid after that date
relating to periods after that date will not be caught.

Tax avoidance

This was an unusually quiet Budget in terms of specific
anti-avoidance. This may be because drafting of
legislation is improving, or because the schemes are
getting cleverer! ltis certainly true that HMRC are now
much more aggressive in pursuing anyone who takes
part in a tax scheme. A very worrying sign of the times
is that HMRC are increasingly trying to impose the law
as they would like to interpret it, instead of enforcing the
legislation as it is written.

In something of a first, HMRC have announced that “the
opportunity has been taken to remove some confusing
words” from legislation relating to transactions in
securities! This should make it easier to carry out
commercially driven changes to business structures
without tax constraints.

Companies controlled by five or fewer people will no
longer be able to claim a tax deduction for the release or
write-off of a loan to a shareholder.

Approved share option plans which have been used to
obtain a tax saving for the employer, rather than the
employee, will now have their approval withdrawn. The
Government will also take action to tackle avoidance
through the use of trusts and other vehicles to reward
employees. It is not clear what this will involve, but
based on recent statements by HMRC, action is likely to
focus on small companies trying to use trusts to extract
profits for shareholders tax free.

Tax evasion

The penalties applying to offshore tax evasion are being
significantly increased. Different penalty rates will apply
from April 2010 depending on the country in which the
funds have been held, but maximum penalties will be
200% of the tax evaded.

Capital allowances

There is good news for small businesses, with the
annual investment allowance relating to the purchase of
certain capital assets, such as plant and machinery,
increasing from the current level of £50,000 to £100,000
from April 2010.

This allowance can be written off immediately against
taxable income.

SDLT

The support previously given to first time house buyers
has been extended by the decision to re-introduce relief
from stamp duty land tax (SDLT) for purchasers of
residential property up to £250,000, for the next two
years from March 25, 2010.

However this will be paid for by the introduction of a new
5% higher rate of SDLT on purchases of residential
property over £1 million from April 6, 2011, adding an
extra £10,000 to the purchase of a property for
£1,000,001.
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