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June 2010

N E W S L E T T E R

The Emergency Budget


This newsletter is devoted to the emergency budget introduced by the new coalition government.  It has been no secret that this budget would be painful, with tax increases and cuts in public services seen as inevitable and necessary to close the alarming gap in government finances.  What was surprising was that the Chancellor announced plans covering the whole of this parliament, with the aim of balancing the budget after five years.  The aim is now to achieve roughly 80% of this through spending cuts and the rest through tax increases.  This newsletter concentrates on the tax changes which affect most people.  


As usual, the information given is based on the budget press releases and I can neither guarantee that the proposals will be enacted, nor accept any responsibility for their accuracy.  On any individual tax problem, there is no substitute for taking specific advice.

VAT


The standard rate of VAT will increase from 17.5% to 20% on 4 January 2011.  The odd date is presumably to avoid businesses in the leisure industry having to change their systems during the New Year holiday weekend.  The percentages used for the flat-rate scheme will be increased to reflect the new rate.


There is no change to the 5% reduced rate (for items such as domestic fuel) or the zero rate for books and children’s clothes.

Insurance Premium Tax


The standard rate will increase from 5% to 6% on 4 January 2011.  The higher rate, which applies to insurance sold with things like domestic appliances, will rise from 17.5 to 20% to reflect the increase in VAT.

Capital Allowances for Businesses

1. Businesses can currently write off up to £100,000 of expenditure on plant and machinery (other than cars) in the year of purchase.  From April 2012 that Annual Investment Allowance will be reduced to £25,000.

2. Expenditure not covered by the Annual Investment Allowance is written off at 20% (most plant and machinery) or 10% (integral fixtures and cars with high emissions) a year.  In April 2012, those rates will be reduced to 18% and 8% respectively.

Income Tax


The personal allowance will be increased by £1,000 to £7,475 in April 2011, the first step towards a commitment to increase it to £10,000.  The limit for basic-rate tax will be reduced at the same time, so that higher-rate taxpayers do not benefit.  Very high earners (over £100,000) already lose the personal allowance, so I assume that there will also be some adjustment to that threshold to avoid them being worse off because of the reduction in the basic-rate tax band.

Capital Gains Tax


As widely predicted, Capital Gains Tax has been increased, with a new rate of 28% for higher-rate taxpayers instead of 18% from the day after the budget.  This produces the unique situation of having two rates of CGT in one tax year.  There is no change to the rate for entrepreneurs, so gains on the sale of businesses will still generally be taxed at only 10%.  Moreover, the lifetime limit for entrepreneurs’ relief has been increased from £2m to £5m of gains.

Corporation Tax


The main rate, for companies with profits over £300,000 will be reduced from 28% to 24% over four years from April 2011.  The small companies’ rate, which was due to rise from 21% to 22% in April 2011, will instead be reduced to 20%.  Assuming no changes to Income Tax rates, the small companies’ rate will then be the same as the basic rate of Income Tax again.

National Insurance

1. It seems that the proposed 1% increase in both employer’s and employee’s contributions (which was much criticised by the government when in opposition) will go ahead in April 2011, but the point at which employers start to pay will be increased by £21 a week.

2. New businesses in areas outside the South and South East will be able to claim exemption from paying employer’s contributions (up to £5,000 for each employee) for each of the first ten employees hired in the first year of business.  Detailed rules, with the start date, will be published shortly.  The scheme will last for three years.
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