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In a Budget that was supposedly designed to "restore confidence", the 

Chancellor did little to engender faith in his economic stewardship 

and forecasting.  Despite the inevitable wrangles over the seriousness 

and implications of the deficit, it's clear that government finances are 

in a desperate state and that borrowing will be vast. 

With a revised prediction that the UK economy will now shrink by 

3.5% this year - the worst return in modern times - you could be 

forgiven for questioning Darling's assertion that the economy will 

pick up at the end of the year and many people will be concerned that 

the borrowing situation can only get worse.  

What is clear is that previously announced tax rises are going to cut 

earlier and deeper than expected, with a new top tax rate of 50% for 

those with incomes of more than £150,000 from next April. This is a 

change from the pre-Budget report, perhaps reflecting the seriousness 

of the decline.  Tax relief for pension contributions will also be 

reduced for people on more than £150,000 a year from April 2011.  

But can the woes of the nation be solved by tinkering on the margins 

of higher rate taxpayers, who are, after all, those best placed to take 

adroit advice to avoid it? Whether or not they will be enough to plug 

the gap in government finances, these changes certainly raise some 

important planning questions for taxpayers themselves. 

With an election looming, will the present government be around to 

see these measures through? As Darling himself said in his speech, 

there are no quick fixes and many of his proposals will be deferred 

until a later date. Perhaps of greater importance therefore are the 

measures taking more immediate effect, such as changes to capital 

allowances, loss relief and fuel duty. 

As ever, careful scrutiny of the Budget proposals is required, some of 

which we have summarised in this document. Your Shipleys contacts 

will be on hand to guide you through the detail. 

  
Guy Fisher 
Managing Principal 



 

 

 

 

Budget Highlights 

Income tax:   New 50% higher rate with effect from 6 April 2010. 

Pension contributions:  Relief restricted to basic rate only for those with taxable incomes 

over £150,000 with effect from 6 April 2010 but forestalling provisions take effect from 22 

April 2009. 

Personal allowances:  Restricted for those with taxable income in excess of £150,000 with 

effect from 6 April 2010. 

Loss relief:  Carry back period extended to three years. 

SDLT:  Exemption for residential property acquisitions of less than £175,000 extended to 

31 December 2009. 

Capital allowances:  First year allowance increased to 40% from 20% for expenditure on 

plant and equipment incurred before April 2010. 

VAT:  Standard rate of 17.5% to be re-introduced on 1 January 2010. 

Penalties:  Fixed payment regime to be introduced for late filing and late payment except 

if late payment terms agreed. 

Income Shifting:  The changes due to take effect from 6 April 2009 have been deferred. 
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Personal Taxation 

Income Tax 

Rates and Bands 
(2008/09 figures in brackets) 

 Dividends Interest Other 

The first £2,440 (£2,320) 10% (10%) 20% (10%) 20% (10%) 

£2,441- £37,400 (£2,231 - £34,800) 10% (10%) 20% (20%) 20% (22%) 

Over  £37,400 (£34,800) 32.5% (32.5%) 40% (40%) 40% (40%) 

Dividends are treated as the top slice of total income, interest as the next slice. From 2009/10 the 10% rate band 

applies to savings (interest and dividends) income only. If non-savings taxable income is in excess of £2,440 the 

10% rate band does not apply. 

Discretionary and Accumulation & Maintenance Trusts: 32.5% on dividends (32.5%), otherwise 40% (40%), save 

that the first £1,000 (£1,000) income is taxed at 10% or 20% according to its nature, and trusts for the most 

vulnerable may elect that the trust income is taxed as the beneficiary’s. 

Construction industry sub-contractors: tax deduction on account 20%, or 30% if the sub-contractor is unregistered. 

Allowances  

 2009/10 

£ 

2008/09 

£ 

1ÌÓÐÌÍɯÈÛɯÐÕËÐÝÐËÜÈÓɀÚɯÛÖ×ɯÛÈßɯÙÈÛÌɯ   

Personal - aged under 65 6,475 6,035 

 - aged 65 – 74* 9,490 9,030 

 - aged 75 or over* 9,640 9,180 

Blind person’s allowance 1,890 1,800 

Relief at 10%   

Married couple* (only available to those born before 6 April 1935) 6,965 6,625 

* The allowances for those aged over 64 are reduced by £1 for every £2 of income in excess of £22,900 (£21,800), 

to a minimum allowance of £6,475 (£6,035) for the personal allowance and £2,670 (£2,540) for the married 

couple’s allowance. 
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Future Changes With effect from 6 April 2010 taxable income exceeding £150,000 will be 

taxed at 50%. 

Basic personal allowances will be reduced by £1 for every £2 where an 

individual's "adjusted net income" exceeds £100,000.  Adjusted net income 

is total income less specified deductions such as trading losses, payments 

made to pension schemes (grossed up if necessary) and grossed-up gift 

aid contributions. 

There will be three rates of tax on dividends, 10% for basic rate taxpayers, 

32.5% for 40% taxpayers and a new rate of 42.5% for 50% taxpayers. 

Trusts will pay tax on their dividend income at 42.5% (32.5%), and the rate 

on the other income will be increased from 40% to 50%. 

Pensions: Tax Relief for 

High Income Individuals 

 

With effect from 6 April 2011, individuals with income in excess of 

£150,000 will have their income tax relief restricted to the basic rate. 

Provisions are included to prevent access to relief being accelerated prior 

to the new provisions taking effect. They apply to contributions made on 

or after 22 April 2009. 

Personal Dividends With effect from 22 April 2009, UK residents with any shareholdings  in 

non-UK resident companies (previously less than 10%) will be entitled to 

a non-repayable tax credit of one-ninth of the dividend providing the 

source country is a "qualifying territory". 

The Remittance Basis Individuals with Small Amounts of Foreign Employment Income 

With effect from 6 April 2008 those individuals with overseas 

employment income of less than £10,000 and bank interest of less than 

£100, all of which is subject to foreign tax will not be obliged to file a tax 

return. 

Remittances of Property 

With effect from 6 April 2008, the exemption for personal effects, assets 

costing less than £1,000, etc is extended to such property purchased out of 

foreign employment income and gains when brought to the UK. 

Application of Remittance Basis Without a Formal Claim 

With effect from 6 April 2008 individuals whose unremitted foreign 

income and gains are less than £2,000 will be treated as using the 

remittance basis unless they notify HMRC that they wish to be taxed on 

an arising basis. 

A claim will not be required where an individual's total UK income or 

gains are less than £100 which has been taxed in the UK and no 

remittances have been made. 
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The Remittance Basis and the Settlement Legislation  

Transitional provisions which prevent certain income that arises before 6 

April 2008 from being taxed as a remittance if it is brought to the UK on or 

before that date will be extended to individuals taxed under the 

settlements legislation.  

With effect from 22 April 2009 legislation will be introduced to clarify the 

interaction between the remittance basis and tax rules applying to 

settlements which are settlor interested. 

Gift Aid Donations 

With effect from 6 April 2008 the £30,000 remittance basis charge will be 

considered tax paid to frank a gift aid payment. 

Anti-avoidance Provisions 

Further clarification of anti-avoidance provisions has been provided. 

Financial Services 

Compensation Scheme 

Individuals who receive compensation which includes interest after 

October 2008 from the Financial Services Compensation Scheme (FSCS) 

because of the default to a financial institution such as a bank, will be 

subject to tax on the accrued interest received as part of the compensation. 

Venture Capital Schemes For investments made from 22 April 2009 there will be improvements to 

the various venture capital schemes. 

For the Enterprise Investment (EIS), Corporate Venturing (CVS) and 

Venture Capital Trust (CVT) schemes the time limit for use of the 

investment in the business will be relaxed. 

There are additional improvements to EIS including an extension to the 

period and amount of carry back relief, a capital gains tax anomaly is 

removed for some share exchange situations and linkage to other shares 

of the same class issued at the same time as qualifying shares will be 

removed. 

Offshore Funds With effect from 22 April 2009, individuals with a shareholding in an 

offshore fund will be entitled to a non-repayable tax credit of one-ninth of 

the dividend.  If the offshore fund holds more than 60% of its investments 

in interest bearing forms then any distribution will be treated as interest 

and taxed as such. 

Individual Savings 

Accounts (ISAs) 

The ISA limit will be raised to £10,200, (£5,100 of which can be invested in 

cash) for those aged 50 and over from 6 October 2009 and for all ISA 

investors from 6 April 2010. 
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UK Personal Allowances 

and Reliefs for Non-

residents 

From 6 April 2010, non-resident Commonwealth Citizens who normally 

benefit from personal allowances and reliefs from tax will no longer do so 

solely by virtue of being Commonwealth Citizens, although most will still 

benefit through other means, such as double taxation treaties or being 

EEA resident. This change is being implemented to comply with the 

Human Rights Act. 

Charities: Substantial 

Donors Regulations 

With effect from 23 April 2009, the threshold of relievable gifts a person 

may make before becoming a substantial donor will increase from 

£100,000 to £150,000 for donations made over a period of six years. The 

annual threshold of £25,000 will remain the same. The substantial donor 

rules are targeted to tackle those that establish charities to avoid tax rather 

than for charitable intent. 

Agricultural Property and 

Woodlands Relief Beyond 

the UK 

There is to be an extension of Agricultural Property Relief and Woodlands 

Relief for inheritance tax due on or paid after 22 April 2003, to property in 

the European Economic Area (EEA) rather than in the UK, Channel 

Islands and the Isle of Man. 

There is an associated extension of capital gains tax holdover relief on 

gifts or sale at undervalue of agricultural property located in the EEA. 

Motor Car Benefits The taxable benefit is a percentage of the car’s list price.  If a car is at least 

15 years old and worth £15,000 or more, market value is adopted for list 

price. If the list price exceeds £80,000 it is capped at that figure. 

For cars registered after 1997 with approved CO2 emissions no higher 

than 135 g/km (2008/09 135 g/km) the benefit is 15% of list price (18% if 

diesel), increased by 1% for every 5 g/km over that level to a maximum of 

35%; unless their CO2 emissions do not exceed 120 g/km.  The taxable 

benefit for such cars is 10% of list price, 13% if diesel. 

The 3% supplement for diesel cars is waived for cars meeting Euro IV 

standards.  However, this waiver is withdrawn for all cars registered from 

1 January 2006.  

For cars registered before 1998, or after 1997 without approved CO2 

emissions, the benefit is as follows: 

Engine Size Registered after 1997 Registered before 1998 

0 – 1400cc  15% (18% if diesel) 15% 

1401cc – 2000cc  25% (28% if diesel) 22% 

over 2000cc  35% 32% 

Electric Cars  9% 15% 

Others with no cylinder capacity   35% 32% 
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The income tax on the benefit of a car being provided by an employer 

to an employee is to be amended from 6 April 2011 as follows: 

• the lower threshold CO2 emissions figure will be reduced to 

125g/km; 

• the £80,000 price cap will be abolished; 

• the "appropriate percentage" applicable to electrically propelled 

cars will be reduced to 9%;  

• reductions currently given to hybrid cars together with diesel 

cars will also be abolished. 

• the measure of benefit has yet to be set. 

Motor Van Benefits The annual taxable benefit for an employee’s private use of a van (not 

over 3,500kg) is £3,000. This amount is reduced if the van is not used for 

the whole tax year or if someone else also uses the van for private travel 

or if something is paid for using the van privately. 

Fuel Benefits (Cars and 

Vans) 

Where the employer also provides fuel for private motoring in a car 

provided to an employee a further benefit is taxable.  For 2009/10, it is the 

‘car benefit percentage’ of £16,900 (2008/09 £16,900). This figure is also 

subject to NIC for employers.  Where fuel for private use of a van (not 

over 3,500kg) is provided, a benefit charge of £500 applies. 

A 2% discount on the company car fuel multiplier for benefit in kind 

applies if the car is capable of being run on E85 fuel (unleaded petrol 

mixed with 85% bioethanol). 

Anti-Avoidance Interest Relief 

New legislation will be introduced to prevent individuals claiming relief 

for interest on loans used to invest in partnerships or small companies 

under arrangements that guarantee that the borrower will be able to make 

a profit as a result of the availability of the relief. Normal commercial 

arrangements will be unaffected.  

The legislation will have effect for interest payments made on or after 19 

March 2009. 

Living Accommodation Provided by Reason of Employment: Payment 

of Lease Premiums 

Legislation will be introduced to prevent attempts to avoid tax where 

accommodation is provided to employees by reason of their employment 

through the payment of a lease premium. Where a lease premium is paid 

for a lease of ten years or less, the same tax treatment will apply as if the 

lease premium were actual rent paid. This will apply to leases entered into 

or extended from 22 April 2009. 
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Losses on Offshore Life Policies 

The Finance Bill is to include provisions to prevent income tax loss relief 

from being available from transactions on offshore life policies. Although 

the legislation will apply from 6 April 2009, the Government does not 

accept that previously the schemes have the effect sought or that there are 

any circumstances in which income tax loss relief can arise on life policies. 

The legislation is ‘to put the position beyond any doubt’.  

The Bill will ensure that claims cannot be made for income tax loss relief 

from offshore life insurance policies relating to the years 2009/10 onwards. 

Furthermore, it will ensure that tax deductions will not be allowed for the 

years 2009/10 onwards even if the loss related to a previous year. 

The change will also have effect from 1 April 2009 to all new offshore life 

insurance policies. It will also apply to existing offshore policies which on 

or after that date are wholly or partly assigned to the person claiming a 

deduction, become used as security for a debt, or are varied so as to 

increase the benefits secured. 

Capital Gains Tax The annual exempt amount for 2009/10 is £10,100 (2008/09 £9,600). This 

applies to individuals, to trusts for the benefit of mentally disabled 

persons or those in receipt of an attendance allowance or disability living 

allowance (and the personal representatives of a deceased person for the 

year of death and the following two tax years). The exempt amount for 

such trusts is divided by the number of such trusts made by the same 

settlor after 9 March 1981, subject to a minimum of £1,010 (2008/09 £960). 

For other trusts the annual exempt amount for 2009/10 is £5,050 (2008/09 

£4,800), divided by the number of trusts made by the same settlor after 6 

June 1978, subject to a minimum of £1,010 (2008/09 £960). 

Gains net of any entrepreneurs’ relief and the annual exempt amount are 

charged at 18%.  
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Inheritance Tax  

Rates at Death From 6 April 2009 From 6 April 2008 

Nil £325,000 Up to £312,000 

40% over £325,000 Over £312,000 

Lifetime chargeable transfers are charged at 20%. 

Transfers between spouses are exempt, except when the transferor is UK domiciled and the transferee is not, when 

the exemption is £55,000. 

Business property relief is 100% for shares in most unquoted trading companies and for most unincorporated 

trading businesses. 

Agricultural property relief is 100% for qualifying holdings of agricultural land. 

Annual exemption for lifetime gifts is £3,000. 

Small gifts annual exemption per donee is £250. 

Regular gifts out of income are exempt provided that the donor can maintain his or her usual standard of living 

without resort to capital. 

 

Reduced tax charge on transfers within seven years of death 

Years between gift and death  0-3 3-4 4-5 5-6 6-7 

Percentage of tax chargeable on death  100% 80% 60% 40% 20% 
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National Insurance Contributions  

  2009/10 2008/09 

Class 1 Employees’ contributions (weekly)   

 On earnings up to £110 (2008/09 £105) Nil Nil 

 On earnings between £110 and £844 (2008/09 £105 and £770) 11% 11% 

 On earnings over £844 (2008/09 £770) 1% 1% 

    

 Employees’ contracted-out rebate (weekly)   

 On earnings between £95 and £844 (2008/09 £90 and £770) 1.6% 1.6% 

    

 Married women’s reduced rate (weekly)   

 On earnings between £110 and £844 (2008/09 £105 and £770) 4.85% 4.85% 

 On earnings over £844 (2008/09 £770) 1% 1% 

    

 Employers’ contributions (weekly)   

 On earnings up to £110 (2008/09 £105) Nil Nil 

 On earnings over £110 (2008/09 £105) 12.8% 12.8% 

    

 Employers’ contracted-out rebate (weekly)    

 On earnings between £95 and £844 (2008/09 £90 and £770)   

 Salary-related schemes 3.7% 3.7% 

 Money purchase schemes 1.4% 1.4% 

    

Class 1A Employers’ contributions on taxable benefits in kind 12.8% 12.8% 

    

Class 2 Self employed contributions (weekly) £2.40 £2.30 

 Small earnings exception (annual) £5,075 £4,825 

    

Class 3 Voluntary contributions (weekly) £12.05 £8.10 

    

Class 4 Self-employed (annual profit related)   

 On profits between £5,715 and £43,875 

(2008/09 £5435 and £40,040) 

8% 8% 

 On profits over £43,875 (2008/09 £40,040) 1% 1% 
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Business Taxation 

Corporation Tax 

Rates and Bands Year to 31 March 2010 Year to 31 March 2009 

Main rate 28% 28% 

Small companies rate 21% 21% 

Small companies limit* £300,000 £300,000 

Small companies marginal band* £300,000 - £1.5m £300,000 - £1.5m 

Marginal rate 29.75% 29.75% 

* Shared among active associated companies 

For the year to 31 March 2011 the rates and bands shown above will remain the same. 

The small companies rate is not available to a ‘close-investment company’ 

 

Release of Trade Debts 

Owed by Connected Debtor  

Where a company writes off a money debt that has arisen in the course of 

a trade or a UK or overseas property business, the debit is brought within 

the loan relationships rules. Where the creditor company is unconnected 

with the debtor, the creditor will get relief for the impairment, either as a 

trading expense or as part of a non-trading loan relationships deficit. 

Relief is also available if the debit arises from the creditor having formally 

released the debt. If, however, the creditor is connected with the debtor 

company (for example, they are companies within the same group) no 

relief for impairment losses is available. However, where a trade or 

property business debt is released, nothing in the loan relationship rules 

applies to the credit that will appear in the debtor’s accounts. This means 

that the debtor’s ‚profit‛ will be taxable, unless the release occurs as part 

of a statutory insolvency arrangement. It does not matter whether or not 

the debtor company is connected with the creditor.  

Thus, where a creditor releases a trade or property business debt owed by 

a connected debtor company, the creditor will get no tax relief but the 

debtor will be taxed. This mismatch can inhibit debt releases that might 

otherwise occur in group reconstructions, for example as a result of 

mergers of acquisitions.  

The Finance Bill is to remove this asymmetry by bringing the debtor 

within the loan relationships rules so that, where the parties are 

connected, the debtor will not have a taxable credit. The change is to 

apply for accounting periods beginning on or after 1 April 2009. 
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Preference Shares and 

Group Relief 

The Finance Bill will provide that preference shares that carry a right to 

dividend of a fixed amount or at a fixed percentage of the nominal value 

of the shares, but that give the issuer the right to pay a smaller dividend in 

certain circumstances, are not disqualified from being treated in the same 

way as 'Fixed Rate Preference Shares' for the purposes of the tax group 

rules solely because of this feature. The change is to apply for accounting 

periods beginning on or after 1 January 2008, in respect of all shares in 

issue. 

Late Paid Interest Between 

Connected Companies 

The Finance Bill will change the position where interest payable by a 

debtor company to a connected person remains unpaid 12 months after 

the end of the accounting period, and corresponding amounts are not 

brought into account for corporation tax purposes. In such a case, the 

interest is deductible for tax purposes only when it is paid, rather than on 

an accruals basis in accordance with the normal loan relationships rules.  

For accounting periods beginning after March 2009, deductibility of the 

interest will only be denied if it is payable to a connected creditor 

company located in a ‘non-qualifying territory’. 

Foreign Currency 

Denominated Losses 

The Finance Bill will provide that, where a company computes its profits 

or losses for corporation tax purposes in a currency other than sterling, 

any losses carried forward to future accounting periods or back to a 

previous accounting period will be translated into sterling at the same 

exchange rate as the profits they are offsetting where the translation is for 

the purpose of computing profits or losses (including losses that are to be 

carried-back amounts or carried-forward amounts) that arise in 

accounting periods beginning  on or after 29 December 2007 unless an 

election is made to defer commencement until the first accounting period 

beginning after the date of Royal Assent. 

Capital Allowances Plant and Machinery: Temporary First-Year Allowances 

Expenditure on general plant and machinery in the 12 months from 1 

April 2009 (for corporation tax) or 6 April 2009 (for income tax), will 

attract a 40% first year allowance where not covered by the Annual 

Investment Allowance of £50,000. 

This is restricted to general plant and machinery which is currently 

eligible for 20% writing down allowance and does not include any 

expenditure that currently attracts writing down allowances of 10% per 

annum. 

Energy Saving and Water Efficient Technologies 

There has been a further expansion of the technology within the Energy 

Efficient and Water Saving (Environmentally-beneficial) Enhanced 

Capital Allowances (ECA) scheme to include uninterruptible power 

supplies, air to water heat pumps and close control air conditioning 

systems. The normal rate of capital allowances on plant and machinery is 
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20%. The ECA rate is 100%. 

Certain sub technologies will be removed from the designated list. 

Business Expenditure on 

Cars 

With effect from 1 April 2008 (companies) or 6 April 2008 (unincorporated 

businesses) cars costing more than £12,000 will no longer have a separate 

capital allowance pool.  The cars will be allocated to the two general pools 

depending on the CO2 emissions.  Cars with CO2 emissions of 160g/km or 

less will be added to the main rate pool and will attract writing down 

allowance (WDA) at 20% and for cars with CO2 emissions exceeding 

160g/km at 10%. 

A separate pool will be needed for any cars with non-business use. 

New car lease rental payments entered into after April 2009 will be 

subjected to a flat rate 15% disallowance for cars with CO2 emissions in 

excess of 160g/km. 

Dividends for Lloyd's 

Corporates 

With effect from 1 July 2009 UK and foreign dividends received by 

Lloyd's corporate members will be exempt from corporation tax. 

Disguised Interest Legislation will be introduced to ensure that a large company that 

receives an investment return that equates to interest will be treated in the 

same way as if it were interest for corporation tax purposes.   

Although the legislation will apply on investment returns received on or 

after 22 April 2009, it will apply to certain arrangements in place before 

that date that are within the scope of the existing disguised interest 

legislation.  

The new rules will not apply where: 

• the return arises from an increase in the value of shares of a 

connected company; and 

•  a main purpose of the arrangements is not to ensure the return is 

charged to tax as income. 

Manufactured Interest Following a recent High Court case doubt has been cast on the tax 

treatment of manufactured interest made by large companies.  

To prevent the High Court decision affecting the tax treatment of real 

payments of manufactured interest, legislation will be introduced to 

ensure that the tax treatment follows the treatment of the payments in the 

company accounts prepared in accordance with Generally Accepted 

Accounting Practice.  

This measure had been announced by the Financial Secretary to the 

Treasury on 27 January 2009 and will apply to manufactured payments 

made before this date as well as afterwards. For "deemed payments" of 

manufactured interest, the legislation will apply only to payments made 
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on or after 27 January 2009. 

Agreements to Forgo Tax 

Reliefs 

New provisions will be introduced to ensure that where a company 

surrenders its rights to tax losses and other reliefs under the Governments 

Asset Protection Scheme or similar arrangements designated by the 

Treasury, these agreements are not overridden by the automatic 

provisions of the Corporation Taxes Acts, such as the automatic carry 

forward of losses. 

The legislation will apply to qualifying arrangements entered into after 21 

April 2009. 

Anti-Avoidance Tax Avoidance using Artificial Deductions for Employee Liabilities 

The Finance Bill will include provisions, effective from 12 January 2009, to 

deny tax relief for certain employee liabilities which are regarded as 

artificial. The government does not accept that these highly contrived 

arrangements have the effect that is sought, but the legislation is to be 

included ‘to put the matter beyond doubt’. Those who are not engaged in 

tax avoidance arrangements will not be affected by the change. 

Plant and Machinery Leasing 

Legislation will be introduced to counter avoidance involving the leasing 

of plant and machinery. It will have effect for transactions entered into on 

or after 13 November 2008, but some aspects will have effect on or after 22 

April 2009.  

The legislation will ensure that: 

• a business entering into a sale and leaseback or lease and 

leaseback does not gain more relief than it would have done had 

it obtained loan finance; 

• tax is not avoided when a lessor grants a long funding lease; and 

• when a long funding lease ends the lessee has obtained an 

appropriate amount of relief.  

In addition: 

• the definitions of sale and leaseback arrangements in existing 

anti-avoidance legislation will be amended for consistency and 

to achieve their objective; and 

• amendments will be made to ensure initial payments under a 

lease do not escape taxation and to ensure consistency with the 

taxation of chargeable gains.  

Sale and leaseback arrangements 

For sales on or after 22 April 2009, the two definitions of sale and 

leaseback within the Capital Allowances Act 2001 will be amended to 
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ensure that it covers a sale and leaseback to a person connected to the 

seller where that person continues to use the asset in their qualifying 

activity after the date of the sale.  

Minor amendments and clarifications 

From on or after 22 April 2009, where any part of an initial payment 

under a lease is not taken into account for capital allowances purposes 

then that part is taxed as income. Additionally, amendments will be made 

to the Taxation of Capital Gains Act 1992 to reflect the revised capital 

allowance disposal value. 

Sale of Lessor Companies 

Schedule 10 to the Finance Act 2006 prevents a lessor company with a 

deferred tax liability being sold to a group which has losses that it can 

surrender to the lessor company by imposing a balancing charge on all 

leased assets prior to the change of ownership, with corresponding relief 

following the change of ownership. Complex transactions involving lessor 

companies owned by consortia or companies carrying on a leasing 

business in partnership have exposed areas where the legislation may not 

give the expected result.  

Changes will be made to ensure that companies carrying on a leasing 

business in partnership benefit from the full amount of the relief due as a 

consequence of an increase in their interest in the business and to prevent 

a charge being calculated where a partnership is dissolved or ceases to 

carry on a leasing business. Where there is an intra-group transfer 

involving a lessor company owned by a consortium, the measure 

similarly prevents the calculation of a balancing charge. The changes 

apply to transactions which take place from 22 April 2009 and losses 

which are incurred in accounting periods ending after 22 April 2009. 

Foreign Exchange Losses 

Effective from 22 April 2009, provisions will be introduced to ensure that 

exchange gains or losses on borrowings or currency derivatives can only 

be "matched" if they do not arise from tax avoidance arrangements. 

Legislation is being introduced to stop arrangements such as those that 

create an allowable foreign exchange loss if foreign currency moves in one 

direction, but does not give rise to a taxable gain if currency moves in the 

opposite direction. 

Double Taxation Relief  Mixer Cap 

Following the consultation on the effect of the reduction in the 

corporation tax rate from 30% to 28%, and with effect from 1 April 2008, 

the Finance Bill will ensure that the mixer cap continues to limit the 

amount of double taxation relief available with reference to the 

corporation tax rate applicable to foreign dividends. 

Avoidance: Repayment of Foreign Tax 

Some overseas territories make refunds of corporation tax paid on profits 
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arising in that territory when a dividend is paid. A UK company which 

receives such a refund currently has to reduce any claim for relief for 

underlying tax accordingly. New provisions will put beyond doubt that a 

UK company which has received such a dividend has to reduce its claim 

for relief for underlying tax when foreign tax is refunded, regardless of 

who receives the refund. 

Taxation of Foreign Profits Under current legislation, a UK company is exempt from corporation tax 

on dividends or distributions received from another UK company, but is 

taxed in full on dividends or distributions received from overseas 

companies (with a credit for withholding tax or underlying corporation 

tax where appropriate). Most dividends or distributions from all 

companies, whether located in the UK or overseas, which are received 

from 1 July 2009 will be exempt from corporation tax. 

UK companies are currently taxed in full on the profits of Controlled 

Foreign Companies (CFCs), subject to exemptions for 'exempt activities' 

and where the CFC distributes at least 90% of its profits within 18 months 

of the end of the accounting period concerned. It appears that deemed or 

actual income that is apportioned from CFCs arising from 1 July 2009 will 

fall under the exemption for dividends and distributions from overseas 

companies. The exemptions for superior and non-local holding companies 

will be removed after a two-year transitional period. 

The amount of interest and finance expenses that UK members of a group 

of companies, which includes overseas companies, can claim as a 

deduction in accounting periods beginning on or after 1 January 2010 will 

be restricted to the consolidated interest or finance expense of the group 

as a whole. It is currently proposed that the net interest expense of the UK 

members of a group will be restricted to the consolidated gross interest 

expense of the group before interest income of the group is taken into 

account. 

The requirement to obtain Treasury consent before undertaking certain 

transactions involving companies outside the UK will be repealed and 

there will be a post-transaction reporting requirement for transactions 

undertaken from 1 July 2009 with a value of £100m or more, subject to a 

number of exclusions. The report must be made within six months of the 

transaction. 

Corporate Transparency For accounting periods beginning on or after the date of Royal Assent, 

senior accounting officers of large companies and large groups will be 

required to take reasonable steps to establish and monitor internal 

accounting systems. They will be required to certify annually that the 

accounting systems are adequate for the purposes of accurate tax 

reporting or specify the nature of any inadequacies and confirm that those 

inadequacies have been notified to the company's auditors. 

The identity of the senior accounting officer must be notified to HMRC.  

Both the senior officer and the company will be subject to penalties for 

careless or deliberate failure to comply with their obligations or for giving 

an incorrect certificate or notification. 
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Corporate Intangible Fixed 

Asset Regime 

Legislation will be introduced to confirm that for the purposes of the 

corporate intangible regime: 

• goodwill includes internally-generated goodwill; 

• all goodwill is treated as created in the course of carrying on the 

business in question; 

• goodwill is treated as created before 1 April 2002 where the 

business was carried on at any time before 1 April 2002;  

•  all assets representing non-qualifying expenditure are treated as 

created before 1 April 2002 where the asset was held by the 

company or related party at any time before 1 April 2002.    

Extension of Trading Loss 

Carry Back 

It was announced in the Pre Budget Report that the period for which 

trading losses of continuing businesses could be carried back would be 

extended from the preceding one to the preceding three years. For 

corporation tax, this applied to losses incurred in an accounting period 

ending between 24 November 2008 and 23 November 2009 inclusive, and 

for income tax, this applied to losses incurred in the year ended 5 April 

2009. The amount of trade loss that can be carried back for more than one 

year was restricted to £50,000 for the loss making period. 

This additional relief has now been extended to losses incurred in 

accounting periods ending between 24 November 2009 and 24 November 

2010 (for corporation tax) and losses incurred in the tax year ended 5 

April 2010 (for income tax). The amount of the trade loss that can be 

carried back for more than one year is restricted to £50,000 for each loss 

making period. 

Reallocation of Chargeable 

Gains for Groups 

From Royal Assent, group companies will be able to match gains and 

losses on disposals of chargeable assets without the need to transfer 

ownership of assets within the group. 

Real Estate Investment 

Trusts: Amendments 

Legislation will have effect on and after 22 April 2009 that make the 

existing REIT legislation clearer and more consistent, and prevent certain 

restructuring within groups enabling companies to meet the REIT test. 
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Other Taxation  

Value Added Tax (VAT) 

 From 1 April 2009 From 1 April 2008 

Standard Rate* 15% 17.5% 

Registration level £68,000 £67,000 

De-registration level £66,000 £65,000 

* Until 31 December 2009, then 17.5% 

Change of Standard Rate As reported in the 2008 Pre-Budget Report, the temporary reduction in the 

standard rate of VAT will cease on 31 December 2009. 

Anti-Forestalling Legislation 

Anti-forestalling legislation will be introduced to counter schemes 

designed to artificially apply VAT at 15% to goods or services supplied on 

or after 1 January 2010 when the standard rate reverts to 17½%. 

These provisions will apply a supplementary 2.5% charge where a 

supplier has issued an invoice or received payment before the rate rises 

and one of the following conditions is met: 

• the customer cannot recover all the VAT; 

• the supplier and the customer are connected parties; or 

• the supplier funds the purchase of the goods or services; or 

• a VAT invoice is issued by the supplier where payment is not 

due for at least 6 months. 

These provisions will take effect on or after 25 November 2008. 

A supplementary charge will also apply where a prepayment in excess of 

£100,000 is made before the rate rise in respect of a supply of goods or 

services (or a grant of a right to receive goods or services) to be provided 

after 1 January 2010.  The supplementary charge will not apply where the 

prepayment is normal commercial practice. 

This provision has effect on and after 31 March 2009.  

Cross-Border VAT Changes 

2010 

Major alterations to the rules for intra EU supplies of services are being 

introduced as part of an EU-wide project known as the ‚VAT Package‛. 
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Place of Supply of Services Rules 

The place of supply rules are used to determine whether or not VAT 

should apply in relation to an intra EU B2B supply of services and, if so, 

whether the VAT should be accounted for by the supplier or the recipient 

using the reverse charge. 

The current position is that only those services included on a specific list 

can be supplied VAT-free.   If the service is not on the list, VAT must be 

charged. 

With effect from 1 January 2010 the rules will reverse so as to identify 

those situations in which VAT must be charged and the default position 

will be for VAT not to apply. 

The services where UK VAT must be charged include: 

• supplies of cultural, artistic, sporting, scientific, educational, 

entertainment and similar services if physically performed in the 

UK; 

• admission to cultural, artistic, sporting, scientific, educational, 

entertainment events taking place in the UK; 

• services relating to UK real estate; 

• short term hire of means of transport made available in the UK; 

• restaurant and catering services in the UK. 

If VAT is not charged it will be the responsibility of the recipient to 

account for VAT using the reverse charge which means that UK 

businesses receiving services from abroad are, in most cases, unlikely to 

be charged VAT by the supplier but will be obliged to account for UK 

VAT on the value of the service received. 

Time of Supply Rules 

There will also be changes to the time of supply rules for cross-border 

supplies from 1 January 2010: 

• single supplies of services – the tax point will be the earlier of 

date payment received or date of completion of the service; 

• continuous supplies of services subject to billing or payment 

periods – the tax point will be the earlier of date of payment or 

the end of each billing or payment period; 

•  continuous supplies of services not subject to billing or payment 

periods – the tax point will be the earlier of the date of payment 

or 31 December of each year. 
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EC Sales Lists 

Also, from 1 January 2010, businesses involved in making intra EU B2B 

supplies of services will be obliged to record the VAT numbers of their 

customers and include these on quarterly EC Sales List returns together 

with the total value of supplies made to each customer during the period. 

Returns will have to be submitted for each calendar quarter within: 

• 14 days from period end for paper returns; or 

• 21 days from period end for returns submitted electronically. 

There will also be a new requirement to file monthly EC Sales List returns 

for goods where the value exceeds £70,000 in a quarter. 

Refund Procedure 

With effect from 1 January 2010 the current paper-based system for 

making claims to recover VAT paid in other EU countries will be replaced 

by an electronic system.  Other changes include: 

• the deadline for submission of claims will increase from 6 to 9 

months from the end of the calendar year in which the VAT was 

incurred; 

• claims will no longer be submitted to the country in which the 

VAT was incurred and will instead be submitted to the local 

VAT authorities i.e. UK claimants will submit claims to HMRC; 

• the time limit within which the VAT authorities must make the 

repayment will reduce from 6 to 4 months although this time 

limit can be increased to 8 months if further information is 

required; 

• if the refund time limit is breached interest will become payable; 

• claimants will have a right of appeal against non-payment. 
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Stamp Duty and Stamp Duty Land Tax 

Rates and Bands 

Transfers for consideration* Percentage of total consideration 

Shares and marketable securities  0.5% 

Interests in land and partnerships  

Residential:   

£0 - £125,000 (£175,000 to 31 December 2009) Nil 

£125,001 - £250,000 1% 

Non-residential::  Nil 

£0 - £150,000 Nil 

£150,001 - £250,000 1% 

Residential and non-residential:   

£250,001 - £500,000 3% 

Over £500,000 4% 

Net present value of lease rentals** 1% 

* and certain transfers of land to a connected company and in connection with partnerships, where market 

value is substituted if more than actual consideration 

** to the extent it exceeds £150,000 (non-residential) or £125,000 (residential) (residential - £175,000  to 31 December 

2009) 

Temporary Increase in 

Thresholds 

The temporary exemption from Stamp Duty Land Tax on the acquisition 

of residential property costing no more than £175,000, is extended to 31 

December 2009. 

Leasehold Enfranchisement The relief, which currently only applies to acquisition of a freehold block 

of flats on behalf of the leaseholders under statutory rights by "Right to 

Enfranchise" (RTE) companies, will be extended for transactions after 22 

April 2009 to include a statutory right of enfranchisement claimed by any 

nominee or appointee acquiring on behalf of leaseholders, as originally 

intended. 
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Other Matters 

Deliberate Tax 

Defaulters 

Legislation is to be introduced enabling HMRC to publish names and 

details of individuals, business and company taxpayers who are penalised 

for deliberate defaults leading to the loss of tax of more than £25,000. This 

will also apply to taxpayers penalised for deliberately committing certain 

VAT or Excise wrongdoings. Those making an unprompted or full 

prompted disclosure within the required time will not be affected. 

HMRC Charter Legislation will be introduced requiring HMRC to prepare and maintain a 

Charter, which will set out standards of behaviour and values to which 

HMRC aspires in dealing with taxpayers and others. This Charter must be 

in place by 31 December 2009. 

Reclaiming Tax 

Overpayments 

Legislation will be introduced to clarify when and on what grounds 

income tax, capital gains tax and corporation tax can be reclaimed in 

certain circumstances where too much tax has been paid under self-

assessment, for example because of an error in a return. Currently, where 

there is no statutory right, it is up to HMRC to determine what amount, if 

any, is just and reasonable. Also, from 1 April 2010, the time limit for 

making repayment claims will be reduced to four years. 

HMRC Powers and 

Managed Payment 

Plans 

HMRC proposes to introduce "managed payment plans" (MPPs) which 

allow the payment of income tax and corporation tax to be spread over a 

number of instalments before and after the normal due date.  This 

legislation is not expected to come into force before April 2011. 

HMRC will propose to introduce legislation which will enable it to collect 

small tax debts for individuals with income taxed through the PAYE 

system.  This is not expected to begin before April 2012. 

A power will be introduced to enable HMRC to obtain details from 

companies or other third parties to disclose the address and contact 

details of tax debtors with effect from Royal Assent. 

Environmental Taxes A new framework for individuals and businesses involved with 

environmental taxes (aggregates levy, climate change levy and landfill 

tax), insurance premium tax, stamp duty land tax, stamp duty reserve tax, 

inheritance tax and petroleum revenue tax can be viewed at the HMRC 

website. 

 

 


