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 last year’s budget

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’s 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 — 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 out from the
previous year’s liability.

Currently where the previous year’s liability is less than £500 no payments on account are due
and the 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” will now be aligned with the date a tax return is filed.

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 “enquiry window” rules means ¢
earlier in 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 will be able to use “remittance basis” for
(broadly) the 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.

. 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 r el axSadlyiwderadpectsofthedi vi dual s
definition 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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