WHEN TWO WORLDS COLLIDE

Tax under the new Coalition Government

“We contend that for a nation to try to tax itself into prosperity is like a man standing in a
bucket and trying to lift himself up by the handle” ~ Winston Churchill

“Any coalition has its troubles, as every married man knows” ~ Arthur H. Sulzberger

The announcement of an Emergency Budget on 22 June 2010 by the new Chancellor,
George Osborne, follows hot on the heels of the indecisive election result, and the
dramatic events which led to the Conservative-Liberal Democrat Coalition Government.
As has already been widely reported in the Press, some major tax reforms are on the
way.

Whilst we do not know the details of these changes, there are indications in the election
manifestos of the two parties, and in the Full Coalition Agreement (the “Agreement”)
which brings together their sometimes widely differing proposals, as to what these may
be. The purpose of this Election Tax Update is to review some of the likely changes
which have already been signposted in these documents.

RAWILINSON & HUNTER

Election Tax Update

May 2010



Capital Gains Tax

Capital Gains Tax (“CGT”) has featured heavily in recent headlines. The UK has enjoyed a relatively benign
regime for taxing gains on investment assets for a number of years now and, although the abolition of Taper
Relief and introduction of Entrepreneurs’ Relief two years ago resulted in a less generous regime for business
assets, non-business assets were actually taxed more lightly following these changes.

The fundamental issue is that, with a top rate of tax of 50% now applying to annual income in excess of
£150,000, the disparity between Income Tax and the 18% CGT rate for investment gains has never been
greater. It is therefore not surprising that CGT is a target for change. Indeed, Mr Osborne has recently
insisted that an increase in CGT is needed to crack down on Income Tax avoidance due to an “enormous
amount of income shifting”.

Although the Conservatives did not make any specific pledges about CGT in their election manifesto, the
Liberal Democrats stated that it was their intention to tax capital gains at the same rate as income. This was
echoed in the Agreement in which the parties state that capital gains on non-business assets should be taxed
“at rates similar or close to those applied for income”, but with the proviso that there would be “generous
exemptions for entrepreneurial business activities”.

As a result, it is likely that CGT on non-business assets, such as quoted stocks and shares, second homes
and investment properties, will increase to up to 50% for those with annual income in excess of £150,000.
Whether this rate increase will apply from Budget Day on 22 June 2010, from 6 April 2011, or even, as some
anticipate, is back-dated to 12 May 2010 when the proposal to increase in CGT was first announced,
remains to be seen. However, it is certain that CGT on non-business gains will be increased substantially.

As far as business entrepreneurial activities are concerned it is not clear whether the existing rules on
Entrepreneurs’ Relief will remain in place, or whether they will be amended or superseded by a different relief.
Again, we will have to wait for the announcement on Budget Day.

One of the major issues with Entrepreneurs’ Relief is that certain assets, such as shareholdings of less than
5% and properties let to trading entities, which had qualified as business assets under the old taper relief
provisions, are no longer eligible for relief. Whether the proposed “generous exemptions” will include these
types of assets is uncertain.

The Lib-Dems have stated that they would like the CGT annual exemption for individuals (currently £10,100)
to be cut to a more modest £2,000, although the Conservatives have indicated that they favour a reduction to
£5,000. Either way this could significantly increase the number of individuals who are required to complete a
tax return due to relatively small investment asset disposals.

CGT Increase - Window Of Opportunity

The proposed increase in the CGT rate on non-business assets from 18% to up to 50% is likely to hit
some taxpayers very hard. However, there remains a small window of opportunity before Budget Day
on 22 June during which swift action should be considered in order to mitigate this increase. You
should therefore consider action if you are:-

- A UK resident individual or partnership who owns a non-business asset that is standing at a gain,
including a second home, an investment property or quoted shares;

- A UK resident individual who previously sold his company in exchange for loan notes which
remain outstanding;

- An employee who owns less than 5% of the voting shares in his employer, where these shares
are standing at a gain;

- A UK resident individual who owns an overseas company that owns a non-business asset
standing at a gain, including an investment property or quoted shares;

- A UK resident, non-domiciled, individual who is considering remitting gains to the UK over the
next few years;

- A UK resident, non-domiciled, individual who is funding UK expenditure from a "segregated" or
“income-free" offshore trust; or

- A UK domiciled settlor or beneficiary of a trust.

If your circumstances are as set out above, then please contact the Rawlinson & Hunter partner who
normally acts for you as soon as possible to discuss taking urgent action.




Corporation Tax

The Conservative election manifesto included a
pledge to cut the main Corporation Tax rate from
28% to 25%, and the small companies’ rate from
21% to 20%, with further cuts to be made “over
time”, and to reduce “complex reliefs and
allowances”. There was also a pledge to announce
in the first Budget a “5-Year Road Map” setting out
the direction of Corporation Tax reform and
simplification.

However, the Agreement states that there will be a
reform of the Corporate Tax system in order to
“reduce headline rates”. This will be achieved by
“simplifying reliefs and allowances, and tackling
avoidance” with the aim of making the UK “the most
competitive corporate tax regime in the G20”. It
therefore seems likely that a cut in the Corporation
Tax rate will be announced on Budget Day, although
it is not clear how much the cut will be, or when it
will take effect.

The Chancellor has also stated that he intends to
reform the complex Controlled Foreign Companies
rules that seek to tax the profits of certain overseas
subsidiaries of UK parented groups, although no
further details have been announced as yet.

IR35

There is reference in the Agreement to a review of
“IR35” as part of a “wholesale review of small
business taxation”. Broadly, this complex legislation
seeks to prevent the avoidance of PAYE using
disguised employment through a service company,
where payments made directly to the individual
would have been subject to PAYE. This has been
much criticised for the additional administration it
places on “one-man” companies, and the
uncertainty of its application in certain
circumstances.

Personal Allowances

Another Lib-Dem manifesto pledge, which has been
adopted in the Agreement, is an increase in the
individual personal allowance, with the long term aim
of increasing it from £6,475 to £10,000. The
Agreement stated there would be a “substantial”
increase in the personal allowance announced in the
first Budget to take effect from 6 April 2011, but with
the benefits “focused on those with lower and
middle incomes”. It is therefore likely that the current
restrictions on personal allowances for those with
income over £100,000 will remain in place, and that
these restrictions could be extended to those with
incomes above a new limit set below £100,000.

The Lib-Dems intended to use their proposed 1%
“Mansion Tax” on properties worth more than £2

million to help pay for the increased personal
allowance. However, this tax was scrapped during
Coalition negotiations, so alternative funding
measures have had to be found.

The Conservative manifesto pledge to introduce a
transferable tax allowance for married couples
remains a sticking point for the Lib-Dems. As a
result, the measure has been included in the “To Do”
list in the Agreement, but the Lib-Dems have been
granted the right to abstain from voting on this issue
in future.

Pensions

The previous Government announced restrictions on
both the amount of pension contributions which can
be made, and the levels of tax relief available.
Although the Agreement makes no specific reference
to tax relief on pension contributions, the Lib-Dem
manifesto included a pledge to abolish higher rate
tax relief for pensions contributions, and the
appointment of Lib-Dem Steve Webb as pensions
minister makes a change here look more likely. Any
change could perhaps be achieved by gradually
reducing the income level above which higher rate
relief is given - initially perhaps from £150,000 (the
current upper limit) to £100,000.

Both parties’ election manifestos pledged to remove
the obligation to purchase a pension annuity at age
75, and this has been carried over into the
Agreement. It also states that the default retirement
age at 65 will be phased out, presumably to coincide
with the phased increase in the age at which
entitlement to the state pension begins.

National Insurance Contributions
(“NIC”)

The manifestos of both parties made reference to
the previous Government’s plan for a 1% increase in
both Employees’ and Employers’ NIC from 6 April
2011. However, whereas the Conservatives
favoured scrapping the plan altogether for those
earning less than £35,000, the Lib-Dems favoured
reversing the increase “when resources allow”. As a
compromise, the Government has agreed that the
increase in Employees’ NIC will take effect in full, but
that the increase in Employers’ NIC will not affect
employers whose employees earn less than around
£35,000 per annum.

In practice, this means that, from 6 April 2011,
Employees’ NIC and Class 4 NIC on the self-
employed will increase by 1% with no upper limit.
This is equivalent to a 1% increase in Income Tax on
all earned income. In addition, from 6 April 2011,
Employers’ NIC will increase by 1% with no upper
limit, although the threshold below which no



Employers’ NIC is due has been increased by around
£1,600. Therefore despite the political rhetoric, there
will be a very significant increase in employment
taxation from 6 April 2011.

Income Tax Rates

Taking all of the proposals on Income Tax, personal
allowances and NIC together, the position from

6 April 2011 is that there will be a 52% tax rate on
income for those earning more than £150,000.
Those earning between around £44,000 and
£150,000 will suffer a 42% tax rate, with the
exception of those individuals earning between
£100,000 and £112,950 who will suffer a 62% tax
rate on their earnings above £100,000 (due to the
tapering away of their personal allowances).

Consequently, from next tax year, the UK will have
very high marginal tax rates on earned income and,
in particular, those earning above £150,000 will be
paying away more than 50% of their earnings in
income taxes. 50% has always been recognised as
a psychologically important barrier for taxation as it
can cause taxpayers to change their behaviour by
taking more steps to reduce their tax liabilities, often
causing a Government's Income Tax revenues to
actually go down.

This issue has been recognised by the new Prime
Minister, David Cameron, who said on the day after
the Agreement was published, "We will always be
looking at the yields from different taxes to see
whether they are effective and efficient. | have
always had my doubts that 50p will yield a lot of
money. But the great thing about being in office is
we can give you the figures now. Let's have a look
and see. We don't like high marginal rates of tax.
They are not good for the country, but we always
had a queue and the (front of) the queue is cutting
tax for the low paid."

Inheritance Tax (“IHT”)

The Conservative pledge to increase the IHT
threshold to £1 million is another casualty of the
Coalition negotiations. Although this was opposed
by the Lib-Dems, the proposal has not been
completely abandoned. However, the Agreement
acknowledges that there are other priorities before
this is implemented.

VAT

VAT is the “elephant in the room” as it has been
ignored by all concerned to date. Neither party
made any pledges about VAT in their manifestos, nor
in the Agreement. [t is therefore widely expected that
VAT will increase from the current rate of 17.5% to at
least 20% in the Budget. This would bring the UK
more in line with the majority of other EU countries
(the UK currently has the fourth lowest standard VAT

rate after Cyprus, Luxembourg and Spain), although
the maximum permissible rate under EU law is 25%
(currently in force in Sweden).

In addition, items which are currently zero-rated for
VAT purposes (such as food, books, newspapers
and magazines, and children’s clothing and footwear)
could be re-categorised so that they are also subject
to VAT at the standard rate or a reduced rate. Again
this would bring the UK into line with the position in
many EU countries for certain goods and services.

Stamp Duty Land Tax (“SDLT”)

The Conservatives pledged in their manifesto to
abolish SDLT for first time buyers on house
purchases up to £250,000. However, the Agreement
has removed this pledge and instead promised to
“review the effectiveness of the raising of the stamp
duty threshold for first-time buyers”.

Furthermore, the previous Government’s proposal to
increase SDLT from 4% to 5% on the sale of
residential property for more than £1 million from

6 April 2011 has now become law in the 2010
Finance Act. This is not mentioned in the
Agreement, and it therefore appears that this rate
increase will go ahead on 6 April 2011.

Anti-Avoidance

The Lib-Dems made it clear in their manifesto that
they intended to tackle tax evasion and avoidance
“with new powers for HM Revenue & Customs”, in
order to raise an extra £4.6 billion per annum. The
Agreement states that the Government will make
“every effort to tackle tax avoidance including detailed
development of the Lib-Dem proposals”.

The Lib-Dems have previously stated that they are in
favour of a General Anti-Avoidance Rule (“‘GAAR”),
and it is therefore possible that the new Government
could introduce such a rule despite previous
misgivings about how this would work in practice.

One of the specific anti-avoidance areas mentioned
in the Lib-Dem manifesto was to introduce new rules
to prevent the avoidance of SDLT on UK property
using offshore trusts. It is therefore expected that
this rule will be introduced in the Budget.

Non-Domiciled Status

The Lib-Dem manifesto pledged they would reform
the taxation of non-UK domiciled individuals so that
after seven years they would become subject to UK
tax on all overseas income. On the other hand, the
Conservative manifesto contained no new proposals
on this issue. The Agreement states the Government
will “review the taxation of non-domiciled individuals”.
Some may take encouragement from this
announcement given that the previous Labour



Government also announced a review of the non-domicile rules, and it took
them six years, and a change in Prime Minister, before they announced any
changes.

Air Passenger Duty

Another Lib-Dem manifesto pledge which has been adopted in the
Agreement is to switch from a “per passenger” duty for air travel to a
payment “per plane”. This will mean that air freight is taxed for the first time.

It is also a stated intention that the additional revenues which arise from this
change will be used to help fund the increase in the personal allowance.

This proposal is therefore likely to prove a significant revenue-raising measure
for the Government.

Banking Reform

The Conservative and Lib-Dem manifestos both pledged that they would
introduce a bank tax, and promised measures to curb the bonus system.
The Agreement reflects this, and states that as well as introducing a banking
levy, detailed proposals will be announced to “tackle unacceptable bonuses”
in the financial services sector with the aim of reducing the associated risks,
whilst creating a more competitive banking industry.

Conclusion

A new Government’s first Budget is always subject to careful scrutiny, but in
the current economic circumstances not only the electorate, but the markets,
will see this Budget as an indication of the Coalition’s stance on tackling the
unprecedented deficit, and bringing the UK’s finances back on track.

Whatever changes are introduced in the Budget, it is certain that taxes wil
be increased, and that these will inevitably hit entrepreneurs and their
businesses, as well as shareholders and individual taxpayers. However,
there remains a small window of opportunity for those who may be affected
to review their affairs before Budget Day, and to take any appropriate action
to avoid the tax increases - in particular in relation to CGT planning.

If you are interested in any of the issues raised in this Election Tax Update,
please speak to your usual R&H contact to discuss how we may assist you.

What to do next...

If you are interested in any
of these issues and wish to
discuss them in more
detail, please call the
Rawlinson & Hunter partner
who normally acts for you.
If you are not one of our
regular clients but would
like more information or
advice, a full list of partners
is provided on this page
and any of them will be
delighted to help you.

Rawlinson & Hunter
Chartered Accountants

Eighth Floor

6 New Street Square
New Fetter Lane
London EC4A 3AQ

and at

Lower Mill
Kingston Road Ewell
Surrey KT17 2AE

T +44 (0)20 7842 2000

F  +44 (0)20 7842 2080
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www.rawlinson-hunter.com

Partners
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Mark Harris rFoa
Frances Stephens Aca
David Barker c1a
Kulwarn Nagra rca
Ben Melling roa
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Sally Ousley cta
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Andrew Shilling Fca

Directors

Mike Cunningham AcA
Craig Davies ~cA
Karen Doe
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Graham O’Connell Aca

Consultants

K'W Dent rca
R A Stockwell Fca

a substitute for specialist advice in respect of individual situations.

The information contained in this bulletin does not constitute advice and is intended solely to provide the reader with an outline of the provisions. It is not

Registered to carry out work and regulated for a range of investment business activities by the Institute of Chartered Accountants in England and Wales.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


