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Introduction

Today, the Chancellor of the Exchequer
Alistair Darling delivered his third Budget to
the House of Commons. As ever, his
predecessor Gordon Brown looked on with a
watchful eye. This publication focuses only
on the main taxation provisions in the Budget
Report. It does not cover or comment on the
Government’s Spending Review. It distils 3
Press Notices (40 pages), 71 Budget Notes
(161 pages) and approximately 50 other
documents running to some 300 or so pages.

Chancellor Alistair Darling has already
warned people not to expect a " giveaway"
Budget. Speaking to the BBC on 11 March
2010, Mr Darling said that the Budget would
be "sensible" and "reflect the timesin which
we live". Hereaffirmed his commitment to
halve the country's budget deficit over afour-
year period. But he said the government
would continue to spend money to support
the economy and keep peoplein jobs.

Changes we knew
about beforehand

The Tax Faculty team at ICAEW issued a
useful summary on 22 March 2010 listing the
tax changes that we have been told about in
advance. Some of these are due to begin this
year and some are scheduled for 2011:

Rates and Allowances

Income tax rates and allowances

The income tax rates will be the samein
2010-11 asin 2009-10, with the addition of
the 50% rate which will apply to incomein
excess of £150,000 (42.5% on dividendsin
the top band). The trust rate of tax will be
increased to 50%.

Income tax allowances and thresholds for
2010-11 have been frozen at 2009-10 levels,
but the personal allowance will be tapered
away by £1 for £2 of income where income
exceeds £100,000.

Corporation tax

There is no change to the CT rates and
thresholds. For the financial year beginning
in April 2010, the main rate is 28% and the
small companies’ rate is 21%.

Capital gains tax
The capital gainstax (CGT) rates and annual
exemptions for 2010-11 were not mentioned

in the PBR. No changes to the 18% rate were
previously announced.

Inheritance tax
The nil rate band has not been increased - it
will be £325,000 for 2010-11.

National insurance rates

In his PBR 2009 speech the Chancellor
announced a further 0.5% increase in the
rates of NIC which will apply from April
2011. Thisison top of the 0.5% increase
aready announced in PBR 2008.

The rates and thresholds for NIC in the next
two years will be as follows:

. 2010-11

NIC rates and thresholds will remain
unchanged from the 2009-10 figures.
There are two exceptions to this. The
Lower Earnings Limit, which determines
access to state pensions and other
contributory benefits, which will
increase by £2 to £97 per week. The
special Class 2 rate for volunteer
development workers will increase by
10p to £4.85 per week.

. 2011-12

As a result of the 0.5% increase
announced in PBR 2008 and the further
0.5% increase announced in December
2009:

Class 1 and 4 main rates will
increase to 12% and 9%
respectively.

Class 1 secondary (i.e. employer)

rate and Classes 1A and 1B will
increase to 13.8%.

The additional rates of Classes 1
and 4 will increase to 2%.

The primary (i.e. employee) threshold for
Class 1 and lower profits limit for Class 4
will beincreased by £570 so that the increase
only affects those earning over £20,000.

Tax credits and children

Most elements of Working Tax Credit
(WTC) and Child Tax Credit (CTC), Child
Benefit and Guardian’s Allowance increase
by 1.5% from April 2010. Exceptions are
that the child element of CTC will rise by
£20 above indexation (i.e. by £65 in total)
and the threshold for receiving maximum
CTC will increase to £16,190 in 2010-11.
Some elements and thresholds for tax credits
will remain unchanged.
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Tax credits: WTC for those aged 65-
plus

The working hours requirement for Working
Tax Credit (WTC) iseither at least 30 hours
aweek, or at least 16 hours aweek in certain
circumstances. Older people currently have
to meet the 30 hours rather than the 16 hours
reguirement unless they have dependent
children or qualify for a disability element or
for the ‘return to work’ element (for those
aged 50-plus who have been on benefits).

From April 2011, to provide more support to
older people who wish to stay in work,
people aged 65 and over will be ableto claim
WTC if they work at least 16 hours a week
(regardless of whether they have dependent
children etc).

Pension limits and allowances

The annual allowance increases to £255,000
and the lifetime alowance to £1.8min 2010-
11.

Minimum retirement age increases from 50
to 55 from 6 April 2010 for those with a
private pension.

State pension

The state pension increases by 2.5% from
April 2010, giving a full basic state pension
of £97.65 per week. Pension credit will be
increased to £132.60 aweek for single
pensioners and £202.40 for couples from
April 2010.

Pensions - restricted tax relief for the
higher paid

From April 2011, pension relief for the
higher paid will be restricted so that above a
limit they will only benefit from basic rate
relief on their premiums paid.

Therestriction will start where total income
is£150,000. Tax relief will then gradually
taper until at an income of £180,000, the
relief obtained isonly at 20%. Individuals
with income less than £130,000 should not
be affected.

Pensions anti-forestalling legidlation applies
for 2009-10 and 2010-11.

Business Issues

Furnished holiday lettings

The special rules which have applied to
furnished holiday lettings (FHL) since 1984
are withdrawn altogether from April 2010.

The FHL rules were extended to all
properties within the EC with immediate
effect from the Budget 2009 announcement.

From April 2010, FHL will be treated as
property businesses, but they will not be
trades. As such, they will be taxed on
property income in the UK, or property
income from overseas, and taxed in pools
according to those respective rules.

Independent business reviews

With effect from April 2010 a business
applying to the Business Payment Support
Service for time to pay atax bill of £1m or
more will need to engage, at their own
expense, asuitably qualified professional
adviser to carry out an Independent Business
Review (IBR) in support of its application.

Electric vans: capital allowance changes
A 100% capital allowance for the purchase of
new, unused (not second-hand) electric vans
applies to expenditure on or after 1 April
2010 for companies and on or after 6 April
2010 for other businesses subject to income
tax.

Industrial buildings and agricultural
buildings allowances

The rate of writing down allowance falls
from 2% to 1% for those businesses claiming
IBAsand ABAsfor thisfina year.

Empty property rate relief
Thetemporary increase in the threshold at
which an empty property becomes liable for
businessrates is extended for ayear. For
financial year 2010-11, empty properties
with arateable value of less than £18,000
will be exempt from business rates.

Enterprise Management Incentives

The Enterprise Management Incentives
(EMI) rulesrequire aqualifying company’s
activitiesto be ‘wholly or mainly’ in the UK.
For EMI options granted on or after 6 April
2010, a company will need only a
‘permanent establishment’ in the UK.

Landline duty
From 1 October 2010, a new landline duty of
50p per month will apply to UK landlines.

Employee Issues

Workplace canteens and salary sacrifice
The tax exemption for workplace canteens
will be restricted from 6 April 2011. The
exemption in section 317, ITEPA 2003 will
not apply when used in conjunction with
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salary sacrifice or flexible benefit
arrangements. The exemption will continue
to apply for subsidised canteens that are
available to all employees.

Company cars

From 6 April 2012, a new lower 10% band
will be introduced for company cars with
CO, emissions of up to 99g/km. From this
date the taxable benefit on employees and the
Class 1A NIC charge on employers for cars
with these emissions will be calculated at
10% of thelist price.

Thiswill extend the system of bands so that
they increase by 1% point with every 5g/km
CO, from 10%.

Electric cars: benefit-in-kind changes
The company car benefit for electric cars will
be reduced to nil from 6 April 2010 for five
years. Thiswill affect both the employee
benefit and the Class 1A NIC charge on
employers.

Electric vans: benefit-in-kind changes
Since April 2007, vans provided to
employees and directors for their private use
have been subject to aflat rate charge of
£3,000. The benefit will be reduced to nil for
electric vansfor afive year period from 6
April 2010. Thiswill affect both the
employee benefit and the Class 1A NIC
charge on employers.

Fuel benefit changes: cars and vans
From 6 April 2010, the fuel benefit charge
multiplier for calculating the fuel benefit
where free fuel is provided to an employee or
director will increase as follows:

. Cars: from £16,900 to £18,000

. Vans: from £500 to £550

E-filing

The e-filing revolution continues:

PAYE

Small employers (with fewer than 50
employees) will be required to filein-year
PAY E forms online from April 2011.

VAT

Large, medium-sized and most small traders
(those with turnover over £100,000) and all
newly registered VAT traders are required to
file online and pay electronically from April
2010. It seemslikely that al other VAT
registered businesses will be required to e-
file their returns from April 2011.

Corporation tax

Online filing and electronic payment for all
CT returns using the iXBRL standard is
mandatory from April 2011.

What the Chancellor
actually said

BBC News summarised the main points from
Chancellor Alistair Darling’'s Budget Report as
follows:

. Mr Darling started by talking about the
global financial crisis and the tough
decisions it left the government facing.
He said "the record shows the right calls
were made". Recession has not become
depression, unemployment is lower than
feared, "but the recovery is still in its
infancy" and the task now is to find a way
to bring down borrowing without killing it
off altogether.

. "Our economy is at a crossroads" and this
Budget will set out "a route to long-term
recovery", Mr Darling said. At its heart is
a package to invest in small and medium-
sized businesses and jobs, he added.

. Onto the banks. Mr Darling said the
government was right to bail them out
and those that are state-supported are
starting to turn things around. He said
the Treasury has already received more
than £8bn from them in return for the
support it gave. The 50% tax on bank
bonuses - announced in the pre-Budget
report last year - has also raised more
than £2bn so far - more than predicted.

. Mr Darling said he is going to press for an
internationally co-ordinated tax on banks.
The Tories want to go ahead with this
unilaterally but the chancellor thinks this
is a bad idea, he said.

. Mr Darling said that everyone in the UK is
to be guaranteed access to a bank
account. This will extend the facility to
more than a million currently denied it,
the chancellor said.

. The chancellor said many people opposed
the government's efforts to respond to
the recession. But, he added, without
them, "families would have been left to
their fate".

. For those over 60, the chancellor said he
will cut the number of hours they need to
work to qualify for working tax credits. He
also said the government is looking into
scrapping the compulsory retirement age.
He announces that that the guaranteed
offer of work or training for those under
24 who are unemployed for more than six
months will be extended until March
2012.

. First-time home buyers will pay no stamp
duty on properties worth up to £250,000.
That will apply this year and next. This
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will be paid for by a hike in stamp duty to
5% for properties costing over a million
pounds.

The ISA limit will be raised from £7,200
to £10,200 (already announced) and will
increase each year after that in line with
inflation.

Mr Darling said he has revised
downwards slightly the growth forecast
for 2011 to between 3% and 3.5% to
bring it more in line with predictions from
the City. Growth is predicted at 1% to
1.5% for 2010.

Mr Darling said he has revised
downwards slightly the growth forecast
for 2011 to between 3% and 3.5% to
bring it more in line with predictions from
the City. Growth is predicted at 1% to
1.5% for 2010.

Another policy confirmation - next
month's planned 3p increase in fuel duty
will be staged to soften the blow. It will
go up by 1p in April, another 1p in
October and a final 1p in January 2011.

On to the country's borrowing. Mr Darling
said it will be £167bn this year - £11bn
lower than the earlier forecast of £178bn.

Overall, the chancellor said, debt will be
£100bn lower by 2013-14 than he
predicted at last year's Budget.

Mr Darling goes through the tax rises for
richer members of society that he had
already outlined. But he said he has no
further announcements on VAT, income
tax or National Insurance.

The IHT threshold (£325,000) will be
frozen for four years.

Alcohol duty will rise and that on cider
specifically will go up by 10% from
midnight on 24 March 2010. Smokers will
also pay more as tobacco duty will
increase by 1% immediately, then 2% in
subsequent years.

On efficiency savings and cuts, the next
public sector spending review will be
"very tough", Mr Darling said. The pay bill
will reduced for senior civil servants and
reforms will be made to cut the pensions
bill. Staff will also be relocated from
"expensive London offices" to elsewhere
in the country - some 15,000 posts within
the next five years.

Cuts will be made to housing benefit paid
to those in very expensive properties, the
chancellor said.

Mr Darling said the UK "can't take growth
for granted" and that government must
play its part in helping businesses to
grow. Access to finance, in particular, is
key, so the chancellor said that over the
next year he has agreed with the Royal
Bank of Scotland and Lloyds - both state-
subsidised - that they will lend some
£94bn - at least half to small and
medium-sized firms.

Mr Darling said he is creating a new
investment corporation - called UK
Finance For Growth - to oversee the
government's £4bn range of support for
businesses and help them negotiate the
bureaucracy involved. He also said he will
increase by 15% the number of
government contracts that go to small
and medium-sized firms.

Business rates are to be cut for a year
from October, meaning a tax reduction
for 500,000 small firms in England. The
annual investment allowance will also be
doubled to help new companies get off
the ground. The chancellor said he is also
increasing the relief on capital gains tax
for entrepreneurs - and leaving the main
rate of capital gains tax unchanged for
the rest of us.

Acknowledging the toll the recent bad
weather has taken on roads - and the
explosion in the number of potholes -
there will £100m for local road repairs
and £285m for motorway improvements
and expansion projects, such as allowing
hard-shoulder running in busy times, the
chancellor said.

The chancellor said he want to set up an
investment bank controlling £2bn of
equity which will focus on investing in
greener, cleaner energy and transport -
focusing first on wind turbines.

Mr Darling said he wants to help industry,
but "will not go back to the
interventionism of the past".
Nevertheless, he takes a moment to take
some credit for Nissan's announcement
last week that it will build a new
generation of electric cars in the UK. He
also said he's going to offer some new
help to the computer games industry.

There is to be a £35m university
enterprise capital fund to support
innovation and help start-up companies
set up by new graduates to get going. Mr
Darling said that "universities must make
efficiency savings", but despite this
they're going to get a one-off £270m to
help them create 20,000 more places for
students to study subjects like maths,
science or engineering. The cost of this
"will be repaid many times over" in the
coming years through a better skilled
workforce.

To get at people avoiding their UK tax
liabilities by residing in other
jurisdictions, Mr Darling said agreements
are going to be made with three
additional countries. These are Dominica,
Grenada and Belize.

For families, those with one and two-
year-olds will get an extra £4 a week in
child tax credits, regardless of whether
the recipients are single parents,
cohabiting or married. The pensioners'
higher winter fuel payment, brought in
during the worst weather this winter, will
also continue into next year.
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Summary of the
Proposals

Income Tax Rates, Rate Limits and
Personal Allowances for 2010-11

Tax rates and allowances are shown in the
Tables section later on in this publication.

Bank Payroll Tax

This measure will affect banks, certain
financial businesses and holding companies
in banking groups (defined in the legidation),
building societies, certain financial
businesses and holding companiesin
building society groups and UK branches of
foreign banks (“ataxable company”) that
award relevant remuneration (“abonus’)
exceeding £25,000 to arelevant banking
employee directly or through an
intermediary.

The tax has effect from 12.30 pmon 9
December 2009 until 5 April 2010 for all
discretionary and contractual bonus awards.
There is an exception for contractual bonus
entitlements where the payer has no
discretion as to the amount of the bonus
because of a contractual obligation existing
at the time of the Chancellor’s announcement
in PBR.

Corporation Tax Main Rates and
Corporation Tax Small Profits Rate

These rates are shown in the Tables later on
in this publication.

Capital Distributions

The “worldwide debt” cap was introduced
last year to guard against excessive debt
funding of UK companies. The legidation,
which has now been rewritten into Part 7 of
the Taxation (International and Other
Provisions) Act 2010, does this by restricting
relief for UK financing costs where these
exceed the financing costs of the worldwide

group.

In November 2009, the Financial Secretary to
the Treasury announced a number of changes
to the legislation to be made in Finance Bill
2010. These changes have come about as a
result of consultation with business, and will
ensure that certain aspects of the debt cap
work as originally intended. Since the 2009
Pre-Budget Report (PBR), consultation has
brought to light some further areas where
changes are to be made.

The Government intendsto legislate these
changes in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The debt cap legidation as awhole applies to
periods of account of the worldwide group
beginning on or after 1 January 2010, and
with one exception the changes will apply
from that date. The exception is the extension
of the scope of “relevant assets’ and
“relevant liabilities’ for the gateway test,
where groups may elect for the change to

apply only prospectively.

Changes in Accounting Standards

This measure will affect UK companiesin
receipt of distributions.

This measure will put beyond doubt the
corporation tax (CT) treatment of certain
distributions received by UK companies. The
new legidation will mean that distributions
will not be prevented from falling within the
distribution exemption regime at Part 9A of
the Corporation Tax Act 2009 because they
are capital in nature.

The Government intendsto legidate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

Relief for Interest: Amendments to
the “"Worldwide debt cap” legislation

This measure will affect groups of companies
— but not groups that consist wholly of small
or medium-sized enterprises.

This measure will affect companies for
which the accounting standards on financial
instruments, such as loans and derivatives,
have a significant impact on the computation
of profits and losses for corporation tax (CT).
Smaller companies that have adopted the
Financial Reporting Standard for Smaller
Entities are less likely to be affected.

Legidation will be introduced in Finance Bill
2010 to allow regulations to be made to
amend the CT rules on loan relationships and
derivative contracts, whereit is necessary to
change tax rules as a consequence of a
change in accounting standards.

The legidation will alow regulationsto
come into force on or after the date that
Finance Bill 2010 receives Royal Assent.
However, where a change of accounting
treatment is effective in an accounting period
beginning before that date, such regulations
may apply retrospectively.
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North Sea Fiscal Regime:
Reinvestment Relief

This measure will affect oil and gas
companies that operate in the UK or on the
UK Continental Shelf (UKCS).

Budget 2009 announced a package of
measures that were introduced in the Finance
Act (FA) 2009 to provide support through the
UK oil and gasfiscal regime for investment
in the UK and UK CS. This measure will
make a small change to one of these
measures.

FA 2009 provided that chargeable gains
would not arise in some circumstances where
disposal proceeds are reinvested in new oil
trade assets and the disposal and acquisition
qualify for rollover relief. The measure
ensures this reinvestment relief can apply as
intended in a group context when the
company making the reinvestment is not the
company making the disposal.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The change will have effect in relation to
disposals made on or after 24 March 2010.

Capital Allowances: Plant and
Machinery: Increase in the Amount
of the Annual Investment Allowance

arising as aresult of relevant tax avoidance
arrangements.

The increase will have effect for expenditure
incurred on or after 1 April 2010, for

busi nesses within the charge to corporation
tax (CT), and on or after 6 April 2010, for
busi nesses within the charge to income tax.

The anti-avoidance legidation will apply to
losses arising as aresult of certain
arrangements entered into on or after 24
March 2010.

Capital Allowances: Plant and
Machinery: Cushion Gas

This measure will affect businesses investing
more than £50,000 a year in plant or
machinery.

Legislation will be introduced in Finance Bill
2010 to double the maximum amount of the
annual investment allowance (AlIA) from the
current limit of £50,000 to anew limit of
£100,000.

The AlA iscurrently available to:

. any individual carrying on a qualifying
activity (this includes trades,
professions, vocations, ordinary
property businesses and individuals
having an employment or office);

. any partnership consisting only of
individuals; and

. any company (subject to certain
limitations).

Anti-avoidance legislation will also be
introduced alongside this change to disallow
property lossrelief against general incometo
the extent that the loss is attributable to the
AlA. Thisrestriction will apply to losses

This measure will affect businesses operating
gas storage facilities and lessors of cushion
gas.

Legislation will be introduced in Finance Bill
2010 to treat:

. all leases of cushion gas as funding
leases; and
. all expenditure on cushion gas as

special rate expenditure, qualifying for
writing-down allowances (WDAs) at 10
per cent a year.

The provision in relation to leases of cushion
gas will apply to leases commencing on or
after 1 April 2010, except where thereisa
contract for the lease before that date, and the
contract is unconditional or, if conditional,
the conditions have been met and no terms
remain to be agreed.

The provision in relation to the rate of WDAs
on cushion gas will apply to expenditure
incurred on or after 1 April 2010.

Enhanced Capital Allowances for
Energy-Saving and Water Efficient
(Environmentally Beneficial)
Technologies

This measure will affect businesses
purchasing designated plant and machinery
which is energy efficient, reduces water use
or improves water quality.

The Energy Saving and Water Efficient
(environmentally beneficial) Enhanced
Capital Allowance (ECA) schemes allow
businesses investing in designated
technologies that reduce energy
consumption, save water or improve water
quality to write off 100 per cent of the cost
against the taxable profits of the period
during which the investment was made.
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This measure amends the lists of
technologies covered by the schemes.

The changes to the schemes will have effect
on and after adate to be appointed by
Treasury Order to be made prior to the
summer 2010 Parliamentary recess.

Venture Capital Schemes

This measure islikely to affect investors
under the Enterprise Investment Scheme
(EIS) and Venture Capital Trust (VCT)
schemes, companies receiving investment
under the schemes and V CT's themsel ves.

This measure will make the final four
changes to the EIS and VCT schemes agreed
with the European Commission as a
condition for their approval by the
Commission as approved State aids.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The changes generally will have effect on
and after the date that the legislation receives
Royal Assent, with the exception of the
definition of eligible shares for VCTs, which
will not affect monies raised by the VCT
before that date.

Enterprise Management Incentives

(formerly Schedule 10 to the Finance Act
(FA) 2006, the “Sale of Lessor Companies’
legislation) when alessor company is sold.
Draft legislation to achieve thiswas
published at the 2009 Pre-Budget Report
(PBR). Thisdraft legidation will now be
amended to ensure that the el ection operates
fairly and that the full amount of tax will be
collected on the profits of the leasing
business following the sale.

The measure was brought into effect on and
after 9 December 2009. Changes that benefit
the taxpayer will have effect on and after 9
December 2009, other changes will have
effect on and after 24 March 2010.

Release of Loans to Participators in
Close Companies

This measure will affect companies wishing
to offer share optionsto their employees
under Enterprise Management Incentives
(EMI). It amends the requirement that a
company granting qualifying EMI optionsto
its employees must operate “wholly or
mainly” in the UK. A company granting EMI
options will now be required instead to have
a " permanent establishment” in the UK.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The change will have effect in respect of
EMI options granted on or after the date that
the legislation receives Royal Assent.

Sale of Lessor Companies: Option
to Elect

This measure will affect close companies that
release or write-off aloan or advance of
money made to arelevant person whoisa
participator in that company or an associate
of such a participator.

Legislation will be introduced in Finance Bill
2010 to deny a corporation tax (CT)
deduction for the amount of the release or
write-off.

The measure has effect for debt (or part debt)

releases or write-offs on or after 24 March
2010.

Risk Transfer Schemes

This measure will affect companies carrying
on abusiness of leasing plant or machinery.

Legislation will be introduced in Finance Bill
2010 to offer an option to elect for an
aternative treatment under Chapters 3 and 4
of Part 9 of the Corporation Tax Act 2010

This measure will affect large multinational
groups of companiesin the financial sector.

Legidation will be introduced in Finance Bill
2010 to include a regulation-making power
in the legidation relating to risk transfer
schemes announced at the 2009 Pre-Budget
Report.

The regulation-making power will be brought
in alongside the provisions relating to risk
transfer schemes. The commencement date
for these provisionsis 1 April 2010 but
transitional provisions will apply for schemes
that straddle this date. Any regulations made
under this power will have effect from the
date laid.

Countering Double Tax Relief
Avoidance

This measure will affect banks and financial
institutions using avoidance schemesto
receive double tax relief (DTR) where they
have not suffered the cost of the foreign tax.
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Legidation will be introduced in Finance Bill
2010 to confirm a person may only deduct
foreign tax from any foreign income where
that person has included the foreign tax in his
taxable income. Legidation will also be
introduced to reaffirm the scope of the
targeted DTR anti-avoidance rule.

Regulations will be made and laid to amend
the manufactured overseas dividend (MOD)
regulations. In particular, changes will be
made to the offset rules to stop financial
traders effectively obtaining relief for foreign
tax twice. There will be consequential
amendments to certain other provisionsin the
regulations that could be exploited in similar
ways.

The amendments to primary legislation will
have effect for foreign tax paid or payable on
or after 1 April 2010, as regards corporation
tax, and 6 April 2010, as regards income tax
and capital gains tax.

The amendments to secondary legislation
have been laid on 24 March 2010 and have
effect in relation to MODs paid or treated as
paid 21 days after 24 March 2010.

Insurance Premium Tax: Premium
Splitting

Life Insurance Companies:
Apportionment of Income and Gains

The measure will affect companies carrying
out life insurance business who defer
recognition of profits from business arising
in anon-profit fund and companies who
acquire non-profit business by way of a
transfer of business.

As announced in the 2009 Pre-Budget Report
(PBR), Finance Bill 2010 will modify the
apportionment rules to ensure that, when
recognised, deferred profits are taxed on an
appropriate basis. It has now become clear
that the application of the modified rules
could be avoided by the transfer of non-profit
business from one non-profit fund to another.

The Government intendsto legislate for an
anti-avoidance rule in a Finance Bill to be
introduced as soon as possible in the next
Parliament.

The measure will have effect for transfers of
business which take place on or after 24
March 2010.

Life Insurance Policies: Deficiency
Relief

This measure will affect businesses that
charge feesto an insured personin
connection with contracts of insurance.

Insurance premium tax (IPT) is paid by an
insurer on the premium charged under a
taxable insurance contract, which includes
any commissions or fees unlessthey are
charged to the insured under a separate
contract.

The 2009 Pre-Budget Report (PBR)
announced that legidation would be
introduced in Finance Bill 2010 to prevent
avoidance involving fees charged under
separate contracts and draft legislation to
close this loophole was published for
comment. In light of further discussion with
industry representatives, the draft legidation
has been refined to better target the
avoidance and replaces the measure
announced at PBR.

The amended legislation will have effect for
fee payments received on or after 24 March
2010. Such payments will now form part of
the premium from which the insurer will be
required to account for IPT in line with
normal |PT accounting procedures.

The measure will affect individuals who are
subject to the additional rate of tax from
2010-11 and who are entitled to deficiency
relief on a surrender of their policies on or
after 6 April 2010.

This measure will provide that life insurance
deficiency relief will be made available to
reduce tax due on income subject to the
additional rate and dividend additional rate of
tax.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The measure will have effect on and after 6
April 2010.

Financial Services Compensation
Scheme Interventions in Relation to
Insurance Contracts

The measure will affect policyholders with
insurance or annuity contracts and insurers
providing those products, where the
Financial Services Compensation Scheme
(FSCS) intervenesto protect policyholders.
Intervention by the FSCS can include the
provision of financial assistance to an
insurer, transferring policyholders’ rightsto
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another insurer or paying compensation to
the policyholder.

Legislation will be introduced in Finance Bill
2010 to provide regulation-making powers to
ensure that if the FSCS takes action to
protect policyholders, there will be broadly
the same tax treatment as if the FSCS had not
intervened.

The measure will have effect on and after the
date that Finance Bill 2010 receives Royal
Assent. Once the regulations have been
made, they can apply to an earlier period,
provided they do not increase any person’s
tax liability.

UK Real Estate Investment Trusts
and Stock Dividends

Stamp Duty Land Tax: Rates and
Thresholds

The measure will affect purchasers of
residential property at over £1 million.

Legidation in Finance Bill 2010 will
introduce a higher stamp duty land tax
(SDLT) rate of 5 per cent for purchases of
residential property where the consideration
exceeds £1 million.

The new higher rate will apply to residential
purchases where the effective date (normally
the date of completion) ison or after 6 April
2011.

Stamp Duty Land Tax: First Time
Buyers

This measure will affect UK Real Estate
Investment Trusts (REITS) and shareholders
in UK REITs.

This measure will allow UK REITsto issue
stock dividendsin lieu of cash dividendsin
meeting the requirement to distribute 90 per
cent of the profits from the property rental
business of the REIT.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The legidation will have effect for property
income distributions made on or after the
date that it receives Royal Assent.

Stamp Duty and Stamp Duty
Reserve Tax Relief for Members of
Clearing Houses

The measure will affect first time purchasers
of residential property.

Legidlation in Finance Bill 2010 will
introduce relief from stamp duty land tax
(SDLT) for purchases of residential property
at up to £250,000 where the purchaser or all
the purchasers are first time buyers and
intend to occupy the property as their only or
main home. Thisrelief istime-limited to two
years.

The new relief will be available for
residential purchases where the effective date
(normally the date of completion) ison or
after 25 March 2010 and before 25 March
2012.

Stamp Duty Land Tax Partnerships

The measure will affect entities that are
members of clearing houses, the clearing
houses themselves, existing and planned
securities trading platforms, and the buyers
and sellers of UK securities that want their
trades to be cleared.

Legislation will be introduced in Finance Bill
2010 to make explicit that the power to make
regulations to remove multiple charges to
stamp duty or stamp duty reserve tax
(SDRT), extends to regulations providing
relief for members of clearing houses and
their nominees.

The measure will have effect on and after the
date that Finance Bill 2010 receives Royal
Assent.

The measure will affect those who seek to
exploit the special stamp duty land tax
(SDLT) rulesfor partnerships.

Some companies and individuals currently
exploit the SDLT partnerships rules to reduce
artificially the SDLT payable on some land
transactions.

Legidation will be introduced in Finance Bill
2010 to ensure that the existing SDLT anti-
avoidance rules apply to prevent this.

The measure will apply where a“notional
land transaction” created by the anti-
avoidance rules has an effective date on or
after 24 March 2010, subject to transitional
rules.
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Capital Gains Tax: Increase in
Lifetime Limit on Entrepreneurs’
Relief

The measure will affect individuals and
trustees of settlements.

Legislation will be introduced in Finance Bill
2010 to increase the lifetime limit on gains
qualifying for entrepreneurs’ relief from £1
million to £2 million.

The change has effect for disposals on or
after 6 April 2010.

Indexing Individual Savings Account
Limits from 2011

The measure will affect al individuals who
invest in Individual Savings Accounts
(ISAs).

From April 2011 and over the course of the
next Parliament, the ISA limits will be
increased in line with the Retail Prices Index
(RPI) on an annual basis.

Indexation of the ISA limits for the tax year
2011-12 will have effect on and after 6 April
2011. Indexation of the | SA limits for
subsequent tax years will have effect on and
after 6 April of each year.

Tax Changes for Certain Trusts
Compensating Asbestos Victims

taxed on the income of atrust they have set
up (asettlor-interested trust).

Settlors (people who set up atrust) may
receive repayments of tax on trust income if
they areliable to income tax at a lower rate
than the trustees. This measure will require
settlors to pay any such repayments of tax
they receive to the trustees. The result of this
will be that these payments to trustees will be
disregarded for inheritance tax purposes.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The measure will have effect for repayments
relating to income tax chargeable on or after
6 April 2010.

Inheritance Tax: Nil Rate Band

The measure will affect trustees of certain
trusts that have been specifically set up as
part of an arrangement made by a company
with its creditors to pay compensation to
asbestos victims.

This measure will exempt trustees of certain
trusts from capital gainstax (CGT),
inheritance tax (IHT) and income tax. The
trusts that will benefit are those set up on or
before 23 March 2010 as part of an
arrangement made by a company with its
creditors and specifically to pay
compensation to, or in respect of, individuals
with asbestos related conditions.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

This measure will have effect on and after 6
April 2006.

Income Tax Adjustments between
Settlors and Trustees

The measure will affect executors and
personal representatives of people who have
died, individuals and trustees.

The 2009 Pre-Budget Report announced that
legislation will be introduced in Finance Bill
2010 to freeze the limit of the inheritance tax
(IHT) nil rate band for the tax year 2010-11
at the current level of £325,000. This will
now be extended to cover the tax years 2011-
12 to 2014-15.

The measure will have effect for chargeable
IHT events made on or after 6 April 2010
and before 6 April 2015.

Extending UK Charity Tax Reliefs to
Certain Organisations in Europe

The measure will affect individuals who are

Those likely to be affected by this measure
are:
. trustees, directors and managers of UK

charities and UK Community Amateur
Sports Clubs (CASCs);

. managers of organisations equivalent
to a UK charity or CASC in the EU or in
Norway or Iceland;

. UK resident donors and non-UK
resident donors with UK source income
who give to UK charities and similar
organisations in the EU and in Norway
and Iceland; and

. non-UK resident individuals with UK
source income who make Gift Aid
donations

Legidation will be introduced in Finance Bill
2010 to extend UK charitable tax reliefsto
certain organisations equivalent to UK
charitiesand CASCsin the EU and in the
European Economic Area (EEA) countries of
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Norway and Iceland, following ajudgment in
the European Court of Justice (ECJ) in
January 2009.

A number of changesto the law and
processes are being introduced at the same
time. These will:

. align the definition of a charity across
all charity tax reliefs and charity
exemptions administered by HM
Revenue & Customs (HMRC);

. limit the scope for fraudulent claims to
charitable tax reliefs;

. remove inconsistencies in the current
rules; and
. ensure that HMRC can maintain a cost

efficient service to charities.

The new rules will mostly have effect later in
2010-11, subject to a commencement order,
with the following exceptions:

. restrictions on the payment of
charitable funds outside the UK which
will have effect on and after 24 March
2010;

. changing the nature of payroll giving
income such that it will need to be put
to charitable purposes to qualify for
exemption, to have effect on and after
24 March 2010;

. the new definition of a charity will apply
to donations by individuals to charities
under Gift Aid on or after 6 April 2010;
and

. the rules aligning the treatment of UK
resident and non-UK resident taxpayer
donors who make donations under Gift
Aid without sufficient tax to cover the
repayment to the charity will have
effect on and after 6 April 2010.

Implementing the Restriction of
Pension Tax Relief

Legidation will be introduced in Finance Bill
2010 to recover tax relief above the basic rate
on pension contributions made by or on
behalf of individuals with high income. For
people with annual income of £150,000 or
over but below £180,000, tax relief on
pension contributions (including the value of
employer contributions for those in
employment) will reduce gradually from the
individual’s marginal rate to basic rate as
income increases. Where income is £180,000
or over, the measure restricts tax relief on
pension contributions to basic rate.

Therestriction of pensions tax relief will
have effect on and after 6 April 2011.

Pension Schemes: Laying of
Treasury Order to Set the Lifetime
Allowance and Annual Allowance
from 6 April 2011

The measure will affect:

. employees who save in a registered
pension scheme, with total annual
income of £130,000 or over before
deduction or relief for pension
contributions and charitable donations
and whose income (before deduction or
relief for pension contributions and
charitable donations) together with the
value of any employer pension
contributions is £150,000 or over.

. Other individuals, with total income
before deduction or relief for pension
contributions and charitable donations,
of £150,000 or over.

. Employers of individuals affected by
this measure.

. Scheme administrators of registered
pension schemes and advisers with
clients that are affected by this
measure.

The measure will affect:

. pension scheme members who take
pension and lump sum benefits on or
after 6 April 2011 valued at more than
£1.8 million, and who do not have
existing transitional protection.

. pension scheme members with
contributions valued at more than
£255,000 to a registered pension
scheme on or after 6 April 2011.

Tax-relieved saving in aregistered pension
scheme for an individual is subject to an
overall limit called the lifetime alowance
(LTA). The annual contributions limit on
which tax relief can be claimed is called the
annual allowance (AA).

As announced in the 2008 Pre-Budget
Report, the 2010-11 LTA of £1.8 million and
the AA of £255,000 will continue to apply,
with their rates held constant, for afurther
five tax years, i.e. up to and including the tax
year 2015-16.

A Treasury Order has been laid before
Parliament today to put thisinto effect.

The measure will have effect on and after 6
April 2011.

Changes to Pension Taxation

The measure will affect employers, their
employees (referred to as “jobholders’ in the
Pensions Act 2008), the National
Employment Savings Trust (NEST) and its
members, other qualifying pension schemes
when automatic enrolment of jobholdersis
introduced from 2012 and scheme
administrators of all registered pension
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schemes.

This measure will:

. allow NEST to register with HM
Revenue & Customs (HMRC) for tax
purposes, and to be subject to the
same tax rules as other tax-registered
pension schemes;

. remove the tax liability on any interest
charges on late pension contributions
made by an employer to qualifying
pension schemes;

. provide a regulation-making power to
deal with any unintended tax
consequences that may emerge as a
result of the implementation of

. NEST and the employer duties and
compliance as set out in the Pensions
Act 2008; and

. remove the tax charge on borrowing
linked to the cost of establishing and
operating a registered pension scheme,
subject to conditions.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The amendments will have effect on and
after the date that the legislation receives
Royal Assent.

Employer-Supported Childcare:
Relaxation of “Available Generally”
Condition

. a residence order, where that individual
is not the children’s parent or step-
parent (e.g. certain kinship carers).

This measure will mean that certain
payments to special guardians, and to certain
carerslooking after children under a
residence order, will be exempt from income
tax. The new exemption will be similar to the
current tax exemption for paymentsto
adopters.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

This change will have effect for payments
received on or after 6 April 2010.

The Remittance Basis: Relevant
Person

The measure will affect employers providing
childcare vouchers and directly contracted
childcare to their employees through salary
sacrifice arrangements.

This measure will relax the conditions for
exemption from the chargeabl e benefit for
employer-supported childcare, provided in
the form of childcare vouchers or directly
contracted childcare.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The amendments will have retrospective
effect for the tax year 2005-06 and
subsequent tax years.

Special Guardianship Orders and
Residence Orders

The measure will affect individuals who are
resident but either not domiciled or not
ordinarily resident in the UK.

The remittance basis is an optional basis of
taxation available to individuals who are
resident but either not domiciled or not
ordinarily resident in the UK. Individuals
who choose to use the remittance basis will
be subject to UK tax on their foreign income
and gains only when they are remitted to the
UK, rather than on their total worldwide
income and gains.

Finance Act (FA) 2008 introduced significant
changes to the remittance basis which
became effective from 6 April 2008. Minor
amendments to these rules were made in FA
2009 which were designed to make the rules
clearer and simpler to operatein practice.
Finance Bill 2010 introduces a further minor
amendment to the remittance basis.

This change will have effect on and after 6
April 2010.

Share Incentive Plans: Anti-
Avoidance

The measure will affect individuals who care
for one or more children placed with them
under:

. a special guardianship order (i.e.
special guardians); or

The measure will affect companies and their
advisers who use approved Share Incentive
Plans (SIPs) for tax avoidance.

Legislation will be introduced in Finance Bill
2010 to combat abuse of the corporation tax
(CT) deduction provision, where companies
pay money to SIP trustees to buy shares from
director-shareholders, but no real valueis
transferred to employees under the SIP.
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The measure will also close potential
loopholes in the provisions allowing HM
Revenue & Customs (HMRC) to withdraw
approval of a SIP where aterations to share
capital or changesin rights attaching to
shares materially affect the value of
participants’ plan shares.

The measure will have effect in relation to
payments made and alterations to share
capital or rights attached to sharestaking
place on or after 24 March 2010.

Company Share Option Plans: Anti-
Avoidance

same time as that Act. The inconsequential
amendment referred to is effective from 1
April 2009.

Zero-Emission Goods Vehicles: 100
per cent First-Year Allowances

The measure will affect companies that use
tax-advantaged Company Share Option Plans
(CSOP) and individuals who are granted
CSOP share options.

Legislation will be introduced in Finance Bill
2010 to counter avoidance arrangements
which are being used to circumvent the
financial limit in CSOP. CSOP share options
can no longer be granted over sharesina
company which is under the control of a
listed company.

The measure will have effect in relation to
options granted over sharesin a company
which is under the control of alisted
company on or after 24 March 2010.

Anti-Avoidance: Transactions in
Securities

The measure will affect businesses that
purchase new zero-emission goods vehicles.

This measure introduces a 100 per cent first-
year alowance (FY A) for business
expenditure on new and unused (not second
hand) zero-emission goods vehicles.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

This measure will have effect for a period of
five years for expenditure incurred on new
zero-emission goods vehicles on or after 1
April 2010 (corporation tax (CT)) or 6 April
2010 (income tax).

Taxable Benefit Charges on Zero-
Emission Vehicles and Low Emission
Cars

The measure will affect individuals entering
into transactions in securities to obtain an
income tax advantage.

Legidation will be introduced in Finance Bill
2010 to replace the existing transactionsin
securities legidation with clearer legislation
targeted more effectively at arrangements
involving tax avoidance.

The scope of the new legidlation islimited to
transactions with atax avoidance purpose but
now additionally appliesto certain
arrangements involving close companies.
The effect of the legidation continuesto be
to counteract the income tax advantage.

The opportunity has also been taken to
remove some confusing words in a heading
that should have been removed by SI
2009/56.

The measure will generally have effect for
transactions where the tax advantage is
obtained on or after 24 March 2010. Some
aspects of the measure affect the Corporation
Tax Act 2010 and will have effect at the

The measure will affect employees and
directors provided with a company vehicle
which is made available for private use, that
isacar or van which cannot produce CO,
engine emissions under any circumstances
when driven or a car which has an approved
CO, engine emission figure of 759 per
kilometre or less.

Individuals who, by reason of their
employment, are provided with a company
car or van which is made available for
private use are subject to ataxable charge on
the benefit. For cars, the benefit is normally
dependent on the list price of the vehicle
multiplied by the appropriate percentage. For
vans, the benefit is set as aflat rate charge.
Legidation in Finance Bill 2010 will
introduce a relief from the chargeable benefit
where the car or van concerned cannot
produce CO, engine emissions under any
circumstances when driven.

Finance Bill 2010 will aso introduce a
reduction to the chargeable benefit where a
car has an approved CO, engine emission
figure of 75g per kilometre or less.

The measure will have effect on and after 6
April 2010 until 5 April 2015.
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VAT: Changes in Fuel Scale Charges

The measure will affect businesses which
recover input tax on fuel used for private
motoring.

This measure amends the VAT fuel scale
charges for taxing private use of road fuel, to
reflect changesin fuel prices. It will also
amend the table of CO, bands to maintain
alignment with those used for direct tax
purposes.

Businesses must use the new scale charges
from the start of their next prescribed
accounting period starting on or after 1 May
2010.

VAT: Increased Turnover
Thresholds for Registration and
Deregistration

The measure will affect businesses whose
taxable turnover is close to the current VAT
thresholds for registration and deregistration.

The Tables section in this publication sets out
the registration/deregistration limits etc.

VAT: Change to Zero-Rating of
“Qualifying” Aircraft

The measure will affect suppliers of aircraft
and parts and services for aircraft; and
aircraft operators.

This measure will change the definition of
aircraft that can be supplied at the zero rate
from one based on weight and usage to one
based on the status of the customer. Supplies
of aircraft will be zero-rated only where
used by airlines operating for reward chiefly
on international routes.

The Government intendsto legidlate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The change will have effect for all supplies
made on or after 1 September 2010.

VAT: Place of Supply of Gas, Heat
and Cooling

and of heat and cooling. Under existing
arrangements gas supplied via the natural gas
distribution system is treated as supplied
where either a wholesale customer is
established or the natural gasis consumed.

UK customers who areregistered for VAT
are required to account for VAT on the
supplies of natural gasthey receive from
suppliers established abroad as areverse
charge. There are currently no rules which
specifically govern the application of VAT to
supplies of heat and cooling.

The existing rules which also include

electricity, are to be amended so as to:

. extend their scope to cover supplies in
all categories of natural gas pipeline;

. limit their scope to supplies involving
natural gas pipelines located in the EU
or linked to such pipelines; and

. extend the relief from VAT at
importation to all natural gas imported
via a network (including liquefied
natural gas by tanker).

The amended rules will be extended to apply
to heat and cooling supplied through
networks.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The measure has effect on and after 1
January 2011.

VAT: Postal Services

The measure will affect suppliers, importers
and VAT registered recipients of natural gas,
heat and cooling. Also providersand VAT
registered recipients of services comprising
access to, and use of, natural gas and heat
and cooling distribution networks.

This measure will implement changes to the
application of VAT to supplies of natural gas

The measure will affect business directly
affected by the changesis Royal Mail
Holdings PLC, the universal service provider
(USP) of public postal servicesin the UK.
Some customers of Royal Mail purchasing
the relevant services will also be affected, as
they will now have to pay VAT. But social
mail, including stamped mail, remains
exempt from VAT, so private individuals
should largely be unaffected.

This measure will apply VAT at the standard
rate to certain postal services provided by the
USP.

The zero-rating for passenger transport
services will also be updated to reflect the
status of the provider of a passenger transport
service made in conjunction with its postal
services.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
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soon as possible in the next Parliament.

The measure will have effect for supplies
made on and after 31 January 2011.

VAT: Reverse Charge for Emissions
Allowances

The measure will affect any business selling
or purchasing emissions allowances.

Legislation will be introduced in Finance Bill
2010 to amend the legal provision for a
reverse charge to combat Missing Trader
Intra-Community (MTIC) fraud in goods to
enableit to apply equally to services. This
change, when implemented will require any
VAT registered business purchasing certain
services, which will be specified in
secondary legidation, to account for and pay
the VAT chargeable instead of the supplier.
The measure will be used to introduce a
reverse charge for supplies of emissions
allowances, to replace the interim zero rate
for these services introduced on 31 July
2009.

This measure also provides an option of
introducing reporting requirements to deal
with fraud in the services sector. There will
be no additional reporting requirementsin
respect of emissions allowances and so
suppliers will not be required to submit
reverse charge sales lists for these supplies.

The reverse charge for emissions allowances
will have effect on and after 1 November
2010. At the same time the zero rate for
supplies of emissions allowances will be
withdrawn.

VAT: Lennartz Accounting:
Restricting Application and Securing
Revenue

due under the accounting mechanism.

The legidation relating to recovery of VAT
on directors accommodation will then be
redundant, as the implementation of the
Technical Directive and related European
case law will ensure that there is no
entitlement to any VAT recovery on the
private use of directors’ accommodation.
Thislegislation will be removed.

The Government intendsto legislate this
measure in a Finance Bill to be introduced as
soon as possible in the next Parliament.

The changes to implement the Technical
Directive and repeal the legislation relating
to directors accommodation will have effect
on and after 1 January 2011. The revenue
protection legislation will be treated as
having always had effect.

Landline Duty

The measure will affect owners of local
loops, wholesalers, retailers and end users of
local loops. A local loop isthe physical
circuit connecting a network termination
point to a public electronic communications
network.

Legidation will be introduced in Finance Bill
2010 to establish a new duty on landlinesin
the UK. Accompanying secondary legidation
will be laid after Finance Bill 2010 has
received Royal Assent.

The duty has effect on and after 1 October
2010.

Landfill Tax: Standard Rate

The measure will affect taxpayers buying
land, property, boats and aircraft which areto
be used for both business and private
purposes, as well as taxpayers already using
Lennartz accounting arrangements for any
assets. These arrangements deal with the
situation where assets are used partly for
non-business purposes

This measure will implement changes to the
recovery of VAT for immovable property,
boats and aircraft, implementing changesto
EC VAT law made by the Technical
Directive (Council Directive 2009/162/EU).
Revenue protection legislation will also be
introduced to ensure that existing Lennartz
accounting users continue to pay the VAT

The measure will affect businesses registered
for landfill tax.

Legidation will be included in Finance Bill
2010 to increase the standard rate of landfill
tax by £8 per tonne to £56 per tonne.

The new £56 per tonne standard rate will
have effect for disposals of waste made, or
treated as made, on or after 1 April 2011.

Landfill Communities Fund

The measure will affect businesses registered
for landfill tax and environmental bodies
enrolled under the Landfill Communities
Fund (LCF).

Landfill site operators may claim against
their annual landfill tax liability for
contributions made to bodies concerned with







