Hugh Davies & Co.

2008 BUDGET SUMMARY

Chancellor Alistair Darling presented his first Budget on 12 March 2008.
As usual, the events at the House of Commons are more of a noisy smokescreen than anything else.
The real details have to be extracted from a tangle of press releases — some on the Treasury website,
some on HMRC" smam propesals haddedn pré-dmeounced in one form or another.
Many of the measures outlined in the Pre-Budget report last October were heavily criticised. However,
after representations from the business community, many of the original proposals have been
amended.
In particular, the proposals to stop the tax savings availablefroms o cal |l ed “iofcome shi
business income between family members have been postponed. The government plans to consult
further about these issues, and the start date will now be delayed to April 2009.
Meanwhile, the main propositions from the pre-Budget Report have now been confirmed — as follows;

e The abolition of taper relief and indexation allowance for capital gains tax (CGT)

e The introduction of a flat rate of CGT for individuals of 18%

¢ A significant change in inheritance tax relief for married couples and civil partners

¢ Non domiciles to pay an annual charge of £30,000 for their tax advantaged status

e Anincrease in the car fuel scale charge

You will find more detail in the following summary.
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PERSONAL TAX Hugh Davies & Co.

Income Tax rates and allowances for 2008/09 confirmed

The 22% basic rate of tax will be reduced to 20%. The higher rate of tax will continue at 40%.
The 10% starting rate will only now be available for savings and investment income, not salary or
pension. These changes were announced in | ast year

s bu
Foreign dividends will now be allowed a 10% tax credit.

Personal tax allowances for those under the age of 65 have been increased by roughly 4% to £5,435.
Higher rate tax bands have also gone up by 4%, so you will now pay tax at top rates if your total
income exceeds £ 41,435. However, personal allowances for older people have increased by about
19% (from £7,550 to £9,030, if 65+, and from £7,690 to £9,180 if 75+)

Comment

Whilst the reduction in the basic rate of tax sounds nice, other changes mean that many people with
substantial earnings will lose more in increased NIC& than they gain from lower tax rates ! The
changes to the 10p band have also proved (belatedly) controversial as the starting rate will now only
benefit people whose non i savings income (for example a pension) is less than their personal
allowance, and who also have bank interest. NIC changes are covered in more depth in the section
headed Employment Issues.

Payments on account (POA) threshold

Individuals who complete a self assessment tax return have to make direct payments to HMRC of their

income tax and Class 4 national insurance contributions. These are made on 31 January and 31 July

each year with a balancing payment for the tax year being made by 31 January following the end of

the tax year. The payments on account are worked outfromt he pr eviliahility. year " s
Currently where the previous year“s liability is | €
taxpayer just makes one payment on 31 January following the end of the tax year, which settles their

full liability.

From 2009/10 the £500 threshold will be doubled to £1,000. The first Payments on Account affected
by this change will be those due on 31 January and 31 July 2010.

Comment

This measure is expected to remove 367,000 taxpayers from the payments on account system
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Hugh Davies & Co.

Self assessment changes

o Paper returns for 2007/08 are now due by 31 October 2008. The deadline for online filing
remains as before —i.e. 31 January 2009.

o The “enquiry window” wil/ now be aligned with th

o There are new rules for penalties for incorrect returns such that penalties will vary with the
amount of tax understated and taxpayer behaviour.

o From Autumn 2008 you will be able to use a credit card to pay your tax bills — but HMRC will
pass on the credit charge admin fee to you!

Comment

The changes to the fAenquiry windowo rules means gi \
the year. The old rules in effect gave HMRC a longer time to select early filed returns for further
investigation. Now they will only have 12 months from the filing date. Almost all Hugh Davies clients

already file tax returns electronically.

Residence and domicile

UK residents who are not “domiciled” in the UK wil/|
first seven years they stay here. This means they do not pay UK tax on overseas income / gains

which they keep out of the UK. After the time limit expires they can continue to use the remittance

basis if they pay an annual tax charge of £30,000. Their Inheritance Tax exemptions remain

unchanged.

o Users of the remittance basis will lose entitlement to the UK £5,435 personal allowance, unless
their unremitted overseas income is less than £2,000. This should ensure that most migrant
workers will not be disadvantaged.

o The rules defining remittances have been considerably tightened up.

o The government has backed down from their original proposals to impose retrospective tax
charges on offshore trusts

o In order to decide whether someone is UK resident in any tax year, we will now have to count
the number of midnights spent here. This will generally means that days of arrival will be
counted — but the day of departure will be ignored.

Comment

When these reforms were put forward, they attracted a huge amount of criticism from those affected. It
remains to be seen whether any mass exodus of wealthy foreigners will really happen. Minor changes
have been made to make the original proposals more workable. The method of counting days in the
UK has been changed to reflect greater international mobility, and does include some relaxation for

i ndi vi du al. Sadl¥ wider aspecsrofthe ddjinition of UK residence remain problematic.
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SAVINGS AND INVESTMENTS Hugh Davies & Co.
ISA Annual Limits confirmed | |

The Cash ISA annual limit is increased to £3,600.

The annual limit for a Stocks and Shares ISA goes up to £7,200.

Enterprise Investment Scheme

The maximum amount on which an investor can claim relief will go up to £500,000.
Shipbuilding, and Coal and Steel production are to become excluded activities.

Comment

The increases in relief are subject to State Aid Approval from the European Commission, so the start
date is as yet unknown.
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EMPLOYMENT ISSUES Hugh Davies & Co.

Company cars and the fuel scale charge

Where a car is provided f orablabenettarigds whickislased gnithe vat e
list price of the car and its CO2 emissions. The percentages range from 15% to 35% for most cars.
From 6 April 2008, if the car"s emissions are | ess than 1200¢g

and there will be a 2% discount for cars that have been manufactured to run on E85 fuel.

If free fuel is provided for private motoring then a fuel benefit tax charge arises based on the
percentage used f or t hiee €da2008/0%the entiltiplter figuredavill iacreasmu | t i p |
from £14,400 to £16,900. There are indications that future increases in the fuel benefit charge could

be higher than the rise in the Retail Price Index.

Tax-free mileage allowances rates and thresholds will be maintained at current levels.
Comment

This rise, combined with an increase in the car benefit percentages for 2008/09, means that many
employees will see a substantial increase in their tax bills from April 2008.

Employers should seriously consider whether the fuel benefit is worth maintaining, as the associated
Class 1A payable by employers on benefits in kind will also go up. Freezing the tax free mileage
payments is not good news when petrol prices have increased so much since the 40p and 25p rates
were introduced

National Insurance Contributions (NIC&)

For 2008/09 the upper earnings limits (UEL), above which employees continue to pay contributions of
1% on earnings, will be increased by £75 per week above general inflation, to £770 per week
(equivalent to £40,400 p.a.)

The upper profits limit for Class 4 national insurance for the self-employed will also be increased in
2008/09 from £34,840 to £40,400 p.a.

In 2008/09 the upper earnings limits will be aligned with the point at which the higher rate of income
tax becomes payable.

Comment

This means that more earnings will be subject to main rates of NIC. The government claims the
increases in national insurance are aimed at simplifying the tax system but it comes at quite a cost to
employees and the self-employed.

ENTERPRISE MANAGEMENT INCENTIVES

The investment | imit for each individual s qualifyi
The qualifying rules are tightened, excluding companies with more than 250 employees, and excluding
companies involved in shipbuilding or coal and steel production.
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CORPORATE AND BUSINESS TAX Hugh Davies & Co.
Corporation tax

The rules about associated companies have been simplified. Companies owned by a business partner
will now only be taken into account where they are part of arrangements to create a tax advantage.

Corporation tax rate changes from 1 April 2008 (all pre-announced)
e The small company rate rises to 21% on 1 April 2008 and further rising to 22% in 2009.
¢ The mainstream rate will be cut from 30% to 28% with effect from 1 April 2008.
Comment

The welcome changes to related company rules have been lobbied for some time. The increase in
small company tax rates affects all companies with profits of less than £1.5 million. The government
claims that the rate increase will be offset by the new treatment of capital expenditure 7 but this will
only be true if these businesses spend a lot of money on capital equipment!

Research and Development

Subiject to clearance from the EU, the enhanced deduction available will be increased
e For small and medium enterprises; from 150% to 175%
e For large companies; from 125% to 130%
e The SME relief will be limitedto€ 7. 5 mi | | Dprojectper R +

Comment

The date these changes will take effect is not yet known. Qualifying rules are also to be tightened.
Special rules will allow loss making companiestoc | ai m a fAtax credit styl eo r e

Industrial Buildings

Previous budgets have announced the main changes. This budget supplies further details:
e Writing down allowances on Industrial and Agricultural buildings are being gradually phased
out. For April 2008, the allowance will reduce from 4% to 3%, on cost, with further reductions
in later years.
e Enterprise Zone allowances (EZAs) are also being withdrawn, but the effect of this is slightly
di fferent. Where relevant buildings ( i.e. on wl
balancing charges may still arise if the building is being sold within 7 years of its first use

Comment

This was announced as a simplification measure, but of course is also a withdrawal of tax reliefs which
would have been factored in to the original investment decision. The reduction in main tax rates may
offset the pain for larger businesses, but smaller enterprises will suffer disproportionately.
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Hugh Davies & Co.

Capital Allowances: pre-announced changes confirmed.

These changes take effect from 1 April 2008. The main features of the new scheme are as follows;
e Most writing down allowances reduce from 25% p.a. to 20%
e Integral fixtures (e.g. electrical systems, lifts) to a building now only get 10% WDA.

o Instead of First Year Allowances, businesses can now write off all capital expenditure on
gualifying fixed assets against profits in the year of spend, up to a maximum of £50,000 each
year. ( Annual Investment Allowance; AlA)

e Existing codes giving 100% allowances for various types of eco-friendly equipment will
continue to be available in addition to the AIA .There are further special rules for losses
attributable to claiming these reliefs.

e 100% allowances for new cars with low emissions will continue. From April 2008 this will only
be available for new cars with emissions not exceeding 110g/km (previous threshold was
120g/km).

e But the treatment of cars will change more radically from April 2009. Expenditure on cars with
CO2 emissions below a threshold will attract 20% Writing Down Allowance (WDA) and
expenditure on cars with CO2 emissions above the threshold will only get a 10% WDA. The
initial threshold in 2009 will be 160g/km, but by 2012 this will have reduced to 135g/km.

Comment

These are quite radical changes and may be advantageous for smaller businesses in some
circumstances. If your accounting year does not end on 31 March, you may not qualify for the full
£50,000 AlA straight away.

Fire safety capital allowances

Legislation extending capital allowances to expenditure on building alterations, made in response to a

notice from a Fire Authority, is to be repealed for expenditure from April 2008.

Relief for expenditure on fire safety equipment such as fire alarms and sprinkler systems will continue

tobe avail able for al | businessesgrladt fwixitlurfes!| un

Comment

The repeal sounds more severe than it actually is. The rules giving relief for fire safety alterations were
introduced in 1974 to encourage businesses to ensure that existing buildings met fire safety
standards. But since that date fire safety legislation has been reformed and now operates on a self-
assessment basis. The tax relief provision applies only to those who have not complied with fire safety
requirements and, as a result, are issued with a prohibition notice by a Fire Authority. To ensure that
this does not encourage businesses to delay vital safety improvement work, the relief is being
removed.
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Hugh Davies & Co.

VAT ADMINISTRATION

Where errors have been made in a VAT return, the limits allowing correction to simply flow through the

nextquart er s return have been significantly increase
£10,000 (or 1% of turnover, subject to a maximum of £50,000).

e Registration threshold rises from £64,000 to £67,000 from 1 April 2008.
e The turnover limit for de-registration rises from £62,000 to £65,000
e Similar extensions will apply for other indirect tax returns — Insurance Premium Tax,
Landfill Tax, Aggregates Levy, Climate Change levy, and Air Passenger Duty.
Comment

The welcome concession on error adjustments comes from one of the simplification reviews set up
last Autumn. Other aspects are still being worked on, including partial exemptions.

VAT scale charges on Car Fuel
The scale used to charge VAT outputs on fuel used for private motoring will be amended for VAT

periods beginning on or after 1 May 2008. The banding of CO, levels is also moved downwards. The
full table can be obtained from the following link. http://www.hmrc.gov.uk/budget2008/bn76.pdf

Comment

This matches up with the changes to company car benefit treatments, which all seek to encourage us
to use cleaner cars.

VAT administration 7 Land and Buildings

Legislation will be introduced to streamline the administration of opting to tax, and to simplify the
process of revoking options to tax.

Comment

This will be effective on or after 1 June 2008.
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Hugh Davies & Co.
CAPITAL TAXES |

Capital gains tax (CGT) reform introduced from 6 April 2008
o CGT will now be charged at a flat rate of 18%

o Taper relief and indexation relief are withdrawn.

. The 2008/09 annual exemption will be £9,600

Comment

CGT calculations will become a lot simpler. The main winners will be those selling assets which did
notcomei nt o t he ol d datbgoryi such asshuydodes popeities, or quoted shares.

Entrepr ene inraddcedfroin b Apfil 2008

This will be available where an individual disposes of all or part of a trade or on a disposal of shares in
an individual " s per Fherelefis irt respedtioftiee first €1n9P00A0yof qualifying
lifetime gains realised by the taxpayer, counting from 6 April 2008. These gains will be taxed at 10%
instead of 18%.

Comment

This is only a partial compensation for the loss of Business Asset Taper relief, but it is better than
nothing! Most Employee shareholdings do not qualify, and there will be difficulties with certain
common business structures.

Inheritance tax (IHT)
The IHT nil rate band increases to £312,000 with effect from 6 April 2008.

The pre-Budget Report was confirmed: any nil-ratebandunused on a person"s deat|
transferred to their surviving spouse or civil partner who dies on or after 9 October 2007. It does not

matter how long ago the first spouse died. The amount of the nil-rate band available for transfer will

be based on the proportion of the nil-rate band which was unused when the first spouse or civil partner

died. The following example illustrates:

Fred was married to Mary. Fred died 10 years ago and left all his estate to Mary, so none of his nil
rate band was used. Mary dies on 15 April 2008 with an estate of £1000, 000. Her estate is now
protected by two nil rate bands (her own plus F r e ddtafling £624,000 and therefore only £376,000 is
subject to Inheritance Tax.

Comment

This is an interesting way of addressing a problem that has arisen over recent years, hamely that
house price increases have meant that many people have been dragged into the IHT net. Certainly
the change will help address this issue. Finding old records may be time consuming, but worthwhile.
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Hugh Davies & Co.
Stamp Duty and Stamp Duty Land Tax (SDLT) changes !

The rates applicable to residential property are unchanged.

e Transactions involving residential and non-residential property where the chargeable
consideration is less than £40,000, will no longer need to be notified to HMRC.

e Transfers that currently attract stamp duty not exceeding £5 will be exempt and will not have to
be presented for stamping.

e From 19 July 2007, with retrospective effect, there will be no charge to SDLT, where changes
in profit shares within a partnership create a transfer of an interest in a property. SDLT will still
be chargeable on an outright sale of a partnership interest.

The summary does not cover the more technical legislation to counter complex avoidance schemes
such as the following:

o financial products - disguised interest (and thus taxable) as dividends (which are exempt from
tax for companies)

. abusing the availability of interest relief through the payment of interest in advance
o avoidance involving finance leases
o Controlled Foreign Companies

o arrangements to create loss relief claims for individuals carrying on a trade in a non active
capacity.

For more information, contact Hugh Davies on 01722 336647.

Disclaimer i for information of users

This summary is published for the information of clients. It provides only an overview of the main proposals announced by the Chancellor of
the Exchequer in his Budget, and no action should be taken without consulting the detailed legislation or seeking professional advice.
Therefore no responsibility for loss occasioned by any person acting or refraining from action as a result of the material contained in this
summary can be accepted by the authors or the firm.
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