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Introduction

Budget for savers, bingo players and drinkers

Bill Dodwell, head of tax policy at Deloitte, comments on the Budget.

Today the Chancellor produced a Budget focussed on savers, with additional funds devoted to bingo players and 
drinkers.

Increasing the ISA limit to £15,000 from 1 July 2014 – and merging cash ISAs and stocks and shares ISAs – will 
help millions of savers and reduce administration for the fund management industry. Removing tax from a greater 
level of ISA cash savings helps counter‑act the impact of low interest rates – but the Exchequer cost of the measure 
will naturally increase as interest rates rise. This will cost £80 million next year, rising up to £230 million and then 
£325 million.

The proposed changes to defined contribution pensions – which now cover 13 million people – will help individuals 
manage their own savings more effectively. It is good to see that the Government is providing funds to help 
prospective pensioners with advice to cover the much wider range of choices. From 2015, it will no longer be 
necessary to take an annuity (relying on drawdown instead) and there will be some earlier relaxations from 27 March. 
The 25% tax‑free cash lump sum is retained but from April 2015 withdrawals in excess of this amount will be taxed 
at marginal rate, instead of the penal 55% rate applying currently. There will be consultation about how to extend 
some of the reliefs to defined benefit schemes.

The main avoidance measure will be the new requirement for users of tax schemes to pay up‑ front tax as if they had 
not undertaken the scheme. This takes effect from Royal Assent and is an acceleration of cash payments rather than 
an absolute increase in taxation. HMRC win far more cases than they lose, when they litigate tax avoidance schemes. 
This is estimated to bring in £4 billion over five years.

The main business tax measure is the boosting of the annual investment allowance – currently £250,000 per annum 
in the two years from January 2013 – to £500,000 and extended to 31 December 2015. This allows businesses to 
get immediate tax relief on investments in plant and equipment. Whilst the relief is welcome, constantly changing 
this relief is complicated to understand and may not have quite the beneficial effect intended.

Business will also note the Chancellor’s commitment to bring into effect quickly the proposals on internationals 
tax changes coming from the OECD. The first five actions in the Base Erosion and Profit Shifting project are due for 
approval in September 2015.

The increase in the personal allowance to £10,500 from April 2015 has been well flagged and it will be worth 
£100 to a basic rate taxpayer and £184 to a higher rate taxpayer – with a small cut from those earning over 
£100,000 who see the allowance withdrawn.

Overall, this Budget is a modest giveaway of some £500+ million, in the context of forecast taxes of over 
£600 billion.
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What our experts say

Growth forecasts announced in the Budget

Ian Stewart, Chief Economist at Deloitte, comments.

Mr Osborne’s message is that Britain’s on the mend, but he needs time to finish the job.

The Office of Budget Responsibility projects that the UK is heading for the strongest growth in seven years, enough 
for the UK to outperform two BRIC nations, Brazil and Russia, this year.

The OBR forecasts a boom in capital spending, with capex rising 50% over the next five years. This seems wholly 
credible and fits with record readings on corporate risk appetite coming from the latest Deloitte CFO Survey, high 
levels of capacity utilisation and growing investor pressure for investment.

Austerity will run through the next Parliament, with about half of all the required cuts in public spending to come 
after the election.

We are moving to a different stage of the fiscal cycle ahead of the election, with Mr Osborne announcing new public 
spending cuts to finance lower tax in the next Parliament. Lower taxes and sharply rising incomes point to a revival in 
consumer spending power in the next Parliament.

Mr Osborne has offered his economic vision for the next Parliament. It has three elements – a revival in corporate 
activity, rising incomes and lower taxes for consumers and the elimination of the public sector deficit through cuts 
in spending.

More detail on personal tax measures

Comments from Patricia Mock, a tax director in the private client services practice at Deloitte.

Pensions relaxations
A welcome relaxation to the pensions regime has been announced, with some measures to take effect from 
27 March 2014. Others will apply from April 2015 after some consultation.

At the moment, those going into retirement have a choice of buying an annuity or using ‘flexible drawdown’. 
There are immediate changes to the flexible drawdown rules, in particular an increase in the capped drawdown 
limit to 150% of an equivalent annuity, up from the current 120%. The minimum income needed to go into flexible 
drawdown is reduced from £20,000 to £12,000. Whilst these changes undoubtedly mean that more people will be 
able to access flexible drawdown, there are costs involved in doing this and these could be disproportionate at lower 
amounts.

There are also changes to the trivial commutation limits – at present if total pension pots are less than £18,000 these 
can be paid as a lump sum. This is to be increased to £30,000 – a welcome simplification for those affected who 
currently have to buy an annuity for a small amount.

Of more long‑term interest are the proposed changes for those in defined contribution schemes – some 13m 
according to the Chancellor. The proposal is that the need to buy an annuity will be abolished and people will be 
allowed a free choice around what to do with their pension fund. The tax free lump sum of 25% will remain and 
withdrawals will be taxed at the marginal tax rate (instead of the current 55% which applies to over‑withdrawals). 
There will be access to free advice to help people choose the best option for their circumstances. These rules are set 
to apply from April 2015 for those in defined contribution schemes with consultation for those in defined benefit 
schemes.

This will be of great interest to those people who have been affected by poor annuity rates at the time of their 
retirement. The only choice up to now has been to go into pension drawdown, which can be expensive for smaller 
pension pots.
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Tax‑free childcare
Detailed proposals around the operation of the new tax‑free childcare were announced yesterday. The ceiling, which 
was to have been 20% of childcare costs, up to a maximum of £1,200 per child per annum, will now be increased 
to £2,000 per child, so that costs of up to £10,000 per annum per child can be covered. Parents will need to pay 
£8,000 into a child care account (from which their childcare costs will be paid) to get the maximum Government 
contribution of £2,000. The scheme will be open to both employed and self‑employed parents, providing that 
neither has income of more than £150,000 per annum. Both parents need to work. The relief will be available for 
children aged up to 12, and will be rolled out to all eligible families within the first year of the scheme, rather than 
the gradual roll‑out originally proposed.

The childcare accounts will be run by NS&I and there will be a quarterly reconfirmation of entitlement. 
Whilst administration is apparently being kept to a minimum, there will undoubtedly be some form‑filling and the 
need for quarterly reconfirmation in order to continue to receive the payments. It is not clear whether there will be 
costs associated with running the account, or interest paid on credit balances. Those who already receive childcare 
vouchers from their employers will be able to continue to do this, providing employers continue to run the scheme. 
Those in such schemes, particularly those who joined them prior to 2011, will need to consider their options 
carefully, to make sure that they are in the scheme which will deliver the highest payment to them.

Social investment tax relief
The final piece of information has been announced concerning the new form of tax relief which is to be introduced 
for investments in qualifying social enterprises. The changes will apply for investments made between 6 April 2014 
and 5 April 2019 (inclusive) in such investments. The new relief will be modelled on the Enterprise Investment 
Scheme (EIS), though there will be some differences between the reliefs. In particular, in addition to equity 
investments, social investment tax relief will be available on loans to social enterprises where certain conditions are 
met and on investments into social impact bonds.

Relief will be available on investments up to 1m, and the rate of relief announced today, will be 30%, i.e. the same 
level that applies for investments into the Enterprise Investment Scheme.

Unfortunately, no relaxations have been announced to the operation of the scheme, and smaller social enterprises 
will find it very difficult to monitor their position to stay within the complex rules involved.

Individuals – non‑resident capital gains tax
There have been two measures included in today’s Budget notes relating to the taxation of non‑UK residents.

The first, as announced in the Autumn Statement 2013, is legislation that will be introduced to charge capital 
gains tax on non‑residents owning UK property. Whilst we will have to wait for the consultation document (which 
we expect on 27 March) for more detail, the commentary released today does confirm this will only relate to UK 
residential property and to future gains from April 2015.

What was more surprising was the second measure. Today the Chancellor announced an extension of the tax regime 
relating to ‘high value residential property’ owned by companies, partnerships with corporate members and collective 
investment schemes (non‑natural persons) to properties worth more than £500,000, instead of the previous limit of £2m.

These taxes were originally introduced from April 2013 to apply to residential property worth more than 2m owned 
by non‑natural persons (as opposed to personal ownership) and include a higher stamp duty rate of 15%, together 
with ongoing annual taxes (ATED) of up to £140,000 depending on the value of the house. Capital gains tax also 
applies on sale of the property.

There are a number of exemptions to these taxes, including for buy‑to‑let investors and property developers.

Detail included in the budget notes today sets out that the extension will apply in a staggered way, starting from 
tomorrow, as follows:

• The 15% rate of SDLT will take effect for completions on or after 20 March 2014 (so this compares to rates of 4% 
for properties worth more than £500,000 and 5% for properties worth more than £1m which apply on personal 
acquisition);

• ATED will apply to residential property worth more than £1m, but less than£ 2m from 1 April 2015 and the annual 
charge will be £7,000 for the first year;

• ATED will apply to residential property worth more than £500,000, but less than £1m from 1 April 2016 and the 
annual charge will be £3,500 for the first year;

• Capital gains tax will also apply to all properties within the ATED regime from 6 April 2015 and 6 April 2016 as 
applicable on growth in value from those dates.
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Across all taxes the extension of this regime is expected to raise £35m in 2014/15 and £70m in 2015/16. 
However, the earlier estimates for yield turned out to be understated so this yield may increase. People who own 
properties in envelopes may be looking to wind up the structure to minimise future taxes, but may find tax charges 
on doing so.

It will be interesting to see how the proposals in the consultation document expected shortly to extend capital gains 
tax to all non‑UK residents owning UK residential property will tie into the extended ATED proposals announced 
today. This was intended to apply to both personal and enveloped properties, so there may be further changes in the 
pipeline for those who have properties in envelopes. Equally, there may be a £500,000 value limit for those who own 
properties individually.

Free childcare allowance to rise to a maximum of £2,000

Patricia Mock, a tax director in the private client services practice at Deloitte, comments.

The increase from £1,200 as previously announced, to £2,000 childcare allowance per child will be welcome to 
families. The allowance will pay 20% of childcare costs and so a family would need to spend £10,000 a year to get 
the full amount of credit. It is good news for the self‑employed and those whose employers do not offer employer 
sponsored childcare vouchers.

However, those who are in employer schemes will need to compare the value of the two schemes before they 
choose which one to select.

Extension of the Annual Tax on Enveloped Dwellings

Nicola Roberts, partner in Deloitte’s international private clients team, comments.

Whilst a consultation document was expected on the extension of capital gains tax to non‑UK resident owners of UK 
residential property (see below), the Chancellor also announced an extension of the tax regime relating to ‘high value 
residential property’ owned by companies, partnerships with corporate members and collective investment schemes 
(non‑natural persons) to properties worth more than £500,000.

The policy objective behind these taxes, as noted by the Chancellor, is to tackle tax avoidance and in particular to 
deter SDLT avoidance – e.g. by people selling the shares of a company for instance rather than the property itself. 
In fact, the sale of shares of a company that owns UK property still does not attract SDLT. However, the extension of 
these taxes to properties worth £500,000 or more will likely deter people from owning property this way in future. 
For existing properties owned this way it is difficult to see how they can be ‘de‑enveloped’ without a UK tax charge 
and therefore owners may need to be prepared.

The annual tax element was originally estimated by HMRC to raise about £20m. Estimated numbers for the tax paid 
for 2012/13 is actually closer to the £100m mark and so in that respect it has been seen as a success.

The suite of taxes were originally introduced from April 2013 to apply to residential property worth more than £2m 
owned by non‑natural persons (as opposed to personal ownership) and cover:

• A rate of 15% SDLT on acquisition of properties by non‑natural persons (as opposed to the usual 7% rate for 
homes of £2m or more);

• An annual tax, known as ‘ATED’ (Annual Tax on Enveloped Dwellings), ranging from £15,000 to 
£140,000 depending on the value of the property, which will index annually in line with CPI;

• Capital gains tax on sale on any growth in value of properties in this regime from April 2013, even for non‑UK 
resident entities.

There are a number of exemptions to these taxes, including for buy‑to‑let investors and property developers.

Detail included in the 2014 Budget notes sets out that the extension will apply in a staggered way, starting from 
tomorrow, as follows:

• The 15% rate of SDLT will take effect for completions from 20 March 2014 (so this compares to rates of 4% for 
properties worth more than £500,000 and 5% for properties worth more than £1m which apply on personal 
acquisition);

7Deloitte’s Budget 2014 Coverage Listen. Analyse. Apply.



• ATED will apply to residential property worth more than £1m but less than £2m from 1 April 2015 and the annual 
charge will be £7,000 for the first year;

• ATED will apply to residential property worth more than £500,000 but less than £1m from 1 April 2016 and the 
annual charge will be £3,500 for the first year;

• Capital gains tax will also apply to all properties within the ATED regime from 6 April 2015 and 6 April 2016 as 
applicable on growth in value from those dates.

Across all taxes the extension of this regime is expected to raise £35m in 2014/15 and £70m in 2015/16. If the 
estimates are as inaccurate as for the £2m properties then these could increase five‑fold.

It will be interesting to see how the proposals in the consultation document expected shortly to extend capital gains 
tax to all non‑UK residents owning UK residential property will tie into the extended ATED proposals announced 
today, and in particular whether there will also be a £500,000 threshold for properties not held in an envelope.

Non‑residents

Nicola Roberts, a tax partner at Deloitte, comments.

There have been two measures included in today’s Budget notes relating to the taxation of non‑UK resident 
individuals.

The first is as announced in the Autumn Statement 2013, that legislation will be introduced to charge capital gains 
tax on non‑residents owning UK property. Whilst we will have to wait for the consultation document for more 
detail which we expect on 27 March, the commentary released in Budget 2014 confirms this will only relate to UK 
residential property and to future gains from April 2015.

The second measure is that the government also intends to consult on whether and how the personal income tax 
allowance could be restricted to UK residents and those living overseas who have strong economic connections. 
Currently residents of most countries are able to access the personal allowance for UK income if they are resident in 
the EU or resident in a country with which the UK has a double tax treaty. It seems unlikely the personal allowance 
will not be made available to EU residents, but residents of other countries (for example the USA) may have 
a changing position.

Offshore and onshore employment

James Warwick, a partner in the global employer services team at Deloitte, comments.

The government confirmed it will be taking forward the proposed rules on offshore and onshore intermediaries. 
The plans to review the use of offshore employment intermediaries were announced in the last Budget, while an 
announcement on onshore employment intermediaries was made more recently at the Autumn Statement.

The new legislation for both initiatives will take effect from 6 April 2014, so there is now very little time for 
employers, intermediaries and end‑users to understand their withholding and reporting obligations. There has been 
a reprieve on just the reporting requirements under both proposals until 2015/16. Many businesses have held off 
taking action pending the sight of the final regulations. Commercial issues such as renegotiating contracts to take 
account of increased costs have not been possible to conclude as suppliers have not been willing to negotiate based 
on only draft proposals.

The new offshore proposals will put an end to arrangements by which an offshore employer is used to avoid UK 
employer’s National Insurance. However, the current proposals could also affect genuine commercial arrangements 
which have no tax avoidance motive. Any business providing services could find themselves liable for National 
Insurance if individuals involved in delivering the service have an offshore employer. Similarly, any business buying 
a service from an overseas supplier could be liable for UK NIC in respect of people who come to the UK to provide 
the service. We have urged HMRC to clarify how the new rules should apply in such situations, pointing out that the 
legislation does not appear to work as intended or may lead to uncertainty as to which entity in a contractual chain 
should operate PAYE/NIC.
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The oil and gas sector will have its own rules because the government accepts that many workers in this sector 
have offshore employers for genuine reasons. The industry has not unreasonably asked to be given more time to 
adjust to the new rules. Individuals working for a typical oil and gas contractor will be of varied nationalities, work in 
numerous jurisdictions and do a variety of different jobs. All these factors, along with international agreements, need 
to be considered in determining whether the new rules apply to an individual and whether UK National Insurance 
should be paid.

Concerns about the breadth of application of the rules also exist for the onshore employment intermediaries 
proposal. Under the current draft legislation, many genuinely self‑employed people could become subject to 
employer’s NIC. This does not seem the right result. We look forward to seeing the revised draft legislation that is 
due out next week to see if the government has responded to this wide concern.

How the Budget affects telecoms

Richard Sedgwick, consulting director at Deloitte, comments.

Today’s Budget reinforced the government’s emphasis on supporting growth and investment and, while there were 
no new announcements specifically for the communications sector, some of the measures should be of benefit to 
those within the industry.

The Annual Investment Allowance, which gives tax relief for qualifying capital expenditure and which was due to 
expire at the end of 2014, was instead increased from £250,000 to £500,000 and extended to 31 December 2015. 
This should continue to incentivise accelerated investment in infrastructure.

The Chancellor also confirmed that the previously announced fall in corporation tax rate (to 21% in April 2014, 
before reaching 20% in April 2015 – the joint lowest rate in the G20), providing further encouragement for inward 
investment and onshoring in the UK.

Pressure on opex should be partially helped through reduced energy costs from a cap of the Carbon Price Support 
rate at £18 from 2016‑17 to 2019‑20. Retailers also received confirmation of the announcement in Autumn 
Statement 2013 of a reduction of up to £1,000 for retail properties with rateable value of £50,000 or less.

However, despite high profile lobbying, capital allowances and tax relief for national infrastructure did not materialise, 
disappointing those looking for incentives for programmes such as superfast and rural broadband.

A key challenge on the horizon now is how telcos respond to the already‑announced change in VAT regulations 
determining the ‘place of supply’ from January 2015, when customers in the EU will be charged the applicable 
rate for the Member State in which they are located. The impact of this, following soon after the new EU roaming 
regulations from July, will have some interesting implications for financial process and compliance within many 
telco organisations.
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Business Measures

Abolition of stamp duty reserve tax (SDRT) on interests in collective 
investment schemes

The measure
The government has confirmed the abolition of the SDRT charge on UK unit trust schemes and UK open‑ended 
investment companies under Schedule 19 FA 1999.

Who will be affected?
The removal of this tax and compliance cost should improve investor returns and boost the UK fund management 
sector.

When?
This takes effect on 30 March 2014, although the surrender and issue of new units in the week following abolition 
will still need to be tracked for technical reasons affecting the final balancing charge under the regime.

Our view
The measure is as expected and a beneficial change, save that it includes a new charge to SDRT on non pro rata in specie 
redemptions out of collective investment schemes. According to HMRC guidance, the retention of an SDRT charge in such 
circumstances is fair, since the investor is effectively acquiring new interests in UK securities.

Anti‑avoidance: disposals of assets and income streams through 
partnerships

The measure
As previously announced, new rules will come into effect to enhance the existing anti‑avoidance rules on transfers 
of income streams.

The new rules are designed to catch situations in which partnerships are used to facilitate disposals of assets or 
income streams in a manner which secures a tax advantage. Disposals of income streams include alterations in the 
partnership profit share entitlements between partners.

Who will be affected?
The rules will apply to any alteration of partnership profit sharing entitlements (or other disposal of an income stream 
or disposal of an asset) where the main purpose, or one of the main purposes, of one or more of the steps taken to 
effect the disposal is the obtaining of an income tax or corporation tax advantage for any person.

When?
The rules will apply to arrangements entered into on or after 6 April 2014 for income tax purposes and 1 April 2014 
for corporation tax purposes.

Our view
The rules are intended to apply to deliberate avoidance schemes which seek to reduce tax by, for example, manipulating the 
differing tax attributes of two parties to a partnership. The rules should not affect commercially motivated arrangements between 
partners.

In their supporting guidance HMRC offer examples of tax planning schemes that would be prevented by these new anti‑avoidance 
rules.
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Avoidance schemes involving the transfer of corporate profits

The measure
The government announced an anti‑avoidance measure in Autumn Statement 2013 in respect of total return swaps 
and other financial derivatives. Under this measure, where in substance all of the profits of a company are paid out 
under a total return swap or other derivative to another group company, no corporate tax deductions are allowed for 
the payment.

Today’s announcement introduces an extension of the rules to cover arrangements using mechanisms other than 
derivative contracts. This new measure will apply when there is a payment in substance of all or a significant part of 
the profits of a company to a different group company and a main purpose of the arrangements is to secure a tax 
advantage. In such cases, for tax purposes, the transfer will be regarded as not having taken place.

Who will be affected?
Groups that have arrangements in place to move profits between group companies will need to review the rules to 
confirm whether they could apply to their circumstances.

When?
This measure will apply to payments made on or after 19 March 2014 arising from arrangements entered into on 
any date. Draft legislation was issued today and will be introduced in Finance Bill 2014 and will create a new section 
1305A in CTA 2009.

Our view
The measure is widely drawn and while the disallowance should only apply to arrangements with a tax advantage motive, it is not 
clear that transactions such as intra group reinsurance will be wholly unaffected.

Bank levy

The measure
A consultation document will be published on the merits of a new charging mechanism for the Bank Levy, where 
banks are allocated into different bands according to their chargeable equity and liabilities and then charged an 
amount set for that band. Any subsequent changes to the Bank Levy’s design will apply for periods commencing on 
or after 1 January 2015.

The design changes in the Bank Levy announced in Autumn Statement 2013 have been confirmed. These follow 
a review during 2013 (and take effect from 1 January 2015 unless stated otherwise); the changes are as follows:

• limit the protected deposit exclusion to amounts insured under a deposit protection scheme;

• treat all derivative contracts as short‑term liabilities;

• restrict relief for a bank’s High Quality Liquid Assets (HQLA) to the half‑rate;

• align the Bank Levy definition of Tier One capital with the new Capital Requirements Directive (from 1 January 
2014);

• exclude liabilities in respect of collateral that has been passed on to a central counterparty (from 1 January 2014); 
and

• widen legislation‑making powers within the Bank Levy from Royal Assent to ensure it can be kept in line with 
regulation.

The rate of Bank Levy increased to 0.156% from 1 January 2014. The half‑rate that applies to long term liabilities 
correspondingly increased to 0.078%. No further changes in the rate have been announced.

Who will be affected?
Approximately 30‑40 large banking groups and building societies operating in the UK.

When?
The consultation document on a new charging mechanism will be published on 27 March 2014.
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Most of the changes will take effect for periods commencing on or after 1 January 2015. The changes to the 
definition of Tier One capital and collateral passed to central counterparties will apply from 1 January 2014.

The increase in the Bank Levy rate will apply from 1 January 2014.

Our view
The proposed consultation to introduce bandings aims to address some of the concerns raised around the Bank Levy, and increase 
the predictability and sustainability of the tax moving forward.

The yield from the Bank Levy has always been significantly short of expectations, largely due to banks continuing to shrink their 
balance sheets and improve their funding profile, both of which have the effect of reducing the amount of Bank Levy payable. 
The estimated yield for the current year is £2.3bn compared with a target yield of £2.9bn. The Bank Levy rate has increased seven 
times: the 2014 rate is more than twice the initial rate set for 2011.

Capital allowances: Building Premises Renovation Allowances 
(BPRA)

The measure
Following consultation, the government has announced the following changes to the BPRA legislation:

• limit BPRA relief to the actual costs of construction and building works as well as certain specified activities such as 
architectural and surveying services;

• limit relief for other associated but unspecified activities, such as project management services, to 5% of the 
actual costs;

• introduce a rule to prevent a BPRA claim where other State Aid has or will be received;

• expand the previous proposal to limit relief for plant and machinery to integral features to include various other 
specified assets;

• clarify a rule to prevent expenditure incurred on buildings qualifying for the relief before they have been unused for 
a year;

• limit to 36 months the period in which works must be completed where upfront BPRA is claimed on early related 
expenditure; and

• restrict the balancing adjustment period arising from certain events from 7 to 5 years.

Who will be affected?
Businesses incurring capital expenditure on renovating businesses’ premises for future business use within 
disadvantaged areas that have been unused for 12 months or more.

When?
Legislation will be included within the Finance Bill 2014 and apply from 1 April 2014 for corporation taxpayers and 
6 April 2014 for income taxpayers.

Our view
Whilst the government’s proposed changes are an understandable response to perceived abuse of the existing BPRA legislation, 
there may be an adverse impact on some genuine schemes of renovation especially in relation to the introduction of a cap of 5% 
on certain associated building costs.

Capital allowances: Energy saving technologies

The measure
A number of changes were made to the enhanced capital allowances (ECA) regime in relation to energy saving or 
environmentally beneficial (water efficient) plant & machinery.
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The list of energy saving assets qualifying for the accelerated 100% first‑year allowance will once again be updated 
to include two new technologies: active chilled beams and desiccant air dryers with energy saving controls. 
In addition, the criteria for 12 energy saving technologies will be revised.

The list of water efficient assets qualifying for the accelerated 100% first‑year allowance will also be updated 
to clarify the qualifying criteria for a number of technologies and incorporate changes in technical standards. 
The changes will primarily relate to qualifying criteria in respect of water efficient washing machines.

Who will be affected?
Businesses investing in any of the energy efficient or water saving plant and machinery listed above.

When?
The amendments to the list of qualifying technologies will be effective from a date to be appointed by Treasury Order 
before the summer 2014 Parliamentary recess.

Our view
The impact of this measure is likely to be limited although the various clarifications will be helpful.

Capital allowances: Enterprise zones

The measure
Measures introduced in Finance Act 2012, allowed companies investing in plant or machinery for use in designated 
assisted areas within Enterprise Zones to benefit from 100% enhanced capital allowances. This relief was to be 
available for a 5 year period to 31 March 2017.

The government announced the extension of the availability of enhanced capital allowances in the designated 
assisted areas within Enterprise Zones for a further three years to 31 March 2020.

Who will be affected?
Companies located within the designated assisted areas within Enterprise Zones investing in plant and machinery.

When?
Legislation will be introduced in Finance Bill 2014 to extend the availability of this relief to 31 March 2020.

Our view
The extension of this accelerated allowance will further encourage investment in these designated areas.

Capital allowances: Annual investment allowance (AIA)

The measure
Businesses are currently able to offset the first £250,000 of investment in plant or machinery each year against their 
taxable profits. This limit is to be temporarily increased to £500,000 before falling back to £25,000.

Who will be affected?
All businesses investing in plant and machinery.

When?
For expenditure incurred between 1 April 2014 and 31 December 2015 for corporation tax purposes and 6 April 
2014 and 31 December 2015 for income tax purposes after which the limit will fall to £25,000.

Our view
Whilst the temporary increase in the AIA limit will help all businesses spending in excess of £250,000 on plant and machinery, the 
most dramatic positive effect will be for many small and medium sized businesses which will be able to offset much or even all of 
their investment in plant or machinery in the first year.
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Capital allowances: Mineral Extraction Allowances

The measure
As announced in Budget 2013, government has today confirmed that it will align the treatment of assets eligible for 
Mineral Extraction Allowances (MEAs) with that for assets eligible for plant and machinery allowances, particularly 
with regards to the foreign branch exemption rules. In addition, it will confirm that a mineral extraction trade consists 
of an activity within the charge to UK tax.

Who will be affected?
Businesses that carry on a mineral extraction trade that are considered entering or leaving the scope of UK tax, for 
example, through making an election for the profits of a mineral extraction trade carried on through a foreign branch 
to be exempt from UK corporation tax.

When?
The changes will take effect from 1 April 2014 for businesses within the charge to corporation tax and from 6 April 
2014 for businesses within the charge to income tax.

Our view
Confirmation in Budget 2014 that the rules for MEAs will be aligned with those for plant and machinery allowances is helpful in 
removing the uncertainty that existed in this area. It provides clarity around the operation of the foreign branch exemption rules 
for overseas mineral extraction trades carried on by UK oil and gas companies.

Capital gains business asset roll‑over relief – agricultural subsidy 
Basic Payment Scheme

The measure
The classes of assets eligible for business asset roll‑over relief will be extended to include the acquisition or disposal 
of payment entitlements under the European Union’s new agricultural subsidy Basic Payment Scheme.

Roll‑over relief allows tax on capital gains or chargeable gains to be deferred where proceeds are received on the 
disposal of certain qualifying assets which are reinvested into new qualifying assets.

Who will be affected?
Farmers, including companies carrying on a farming business disposing of or acquiring payment entitlements under 
the Basic Payment Scheme.

Payment entitlements under the Single Payment Scheme (the principal agricultural subsidy scheme in the 
European Union) have been included in the classes of assets eligible for CGT roll‑over relief since 22 March 2005. 
However, these payment entitlements will cease in 2014 with new payment entitlements instead being allocated to 
farmers under the Basic Payment Scheme.

When?
The measure will be retrospective and have effect in relation to acquisitions and disposals of Basic Payment Scheme 
payment entitlements on and after 20 December 2013.

Our view
This helpful amendment is intended to ensure that farmers are not disadvantaged by changes to the European Union’s agricultural 
subsidy scheme which came into force on 20 December 2013.

Chargeable gains roll‑over relief – reinvestment in intangible 
fixed asset

The measure
This measure clarifies that companies are prevented from claiming chargeable gains roll‑over relief on the disposal of 
tangible assets where the proceeds are reinvested in an intangible fixed assets.
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Previously chargeable gains roll‑over relief was withdrawn for the disposal of tangible assets where the proceeds 
were reinvested in replacement intangible fixed assets acquired on or after 1 April 2002. However, the legislation 
was re‑written as part of the Tax Law Rewrite project and therefore the current legislation might inadvertently allow 
a chargeable gain in respect of a tangible asset to be rolled‑over under the capital gains rules on the acquisition of an 
intangible asset. If this were the case, relief would be given twice: on the reinvestment of the gain and then also as 
the intangible asset is amortised.

The rewrite of the legislation was not intended to change the existing rules and so this measure corrects the 
drafting error.

Who will be affected?
Companies that crystallise a chargeable gain on the disposal of tangible assets where the proceeds received are 
re‑invested in a qualifying intangible fixed asset.

When?
The measure will have effect on and after 19 March 2014 for corporation tax claims to roll‑over relief for investments 
in an intangible fixed asset.

The measure also adjusts the tax base cost of the replacement intangible fixed asset for claims made on or after 1 April 
2009 and before 19 March 2014, preventing double tax relief being given on any roll‑over relief claims already made.

Our view
The Tax Law Rewrite project was not intended to change the existing rules and so this measure amends the legislation in line with 
policy intentions.

Code of Practice on Taxation for Banks

The measure
On 19 March 2014 the government published an updated list of 283 banks and building societies that have 
unconditionally adopted HMRC’s Code of Practice on Taxation for Banks.

As previously announced in Autumn Statement 2013, legislation will be introduced requiring HMRC to publish an 
annual report from 2015, which will name those banks that have, as well as those that have not, adopted the Code. 
The report may also name any bank that, in HMRC’s opinion, is not complying with the Code.

Who will be affected?
Banking groups, building societies and investment firms.

When?
Legislation will be included in the Finance Bill 2014. HMRC’s first report will cover the period from 5 December 2013 
to 31 March 2015; subsequent reports will be annual.

Our view
The Code was launched in 2009. A consultation was held during 2013 with the aim of strengthening the Code and improving 
transparency.

In Autumn Statement 2013 a list was published naming 264 entities which had unconditionally adopted the Code. The updated 
list includes 283 names; the list can be found at: www.gov.uk

From 2015, HMRC will publish an annual report which will list all adopters of the Code and will also include a list of banks and 
building societies which have not adopted.

The most controversial aspect is that HMRC will have the power to publicly name a bank which, in HMRC’s view, has not complied 
with the Code. Banks have been extremely concerned about this “naming and shaming” power. To an extent, HMRC has taken on 
board those concerns, although HMRC retains the ultimate decision on whether to publicly name a bank as non‑compliant.

HMRC accepted that banks were already complying with the Code, so these changes are more about providing some transparency 
(in particular the list of non‑adopters) and locking in good behaviour by the banking sector for the long term.
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Community Amateur Sports Clubs

The measure
The corporate Gift Aid regime will be extended to provide corporation tax relief for cash gifts to Community Amateur 
Sports Clubs (“CASCs”).

Who will be affected?
Sports clubs that are registered with HMRC as CASCs, sports clubs that could register as CASCs and companies that 
make cash donations to them.

When?
The changes will apply to cash donations made on or after 1 April 2014.

Our view
Coupled with the expected upcoming clarifications on the qualifying criteria for CASC registration (following consultation 
concluded in 2013), extension of the Corporate Gift Aid regime should help to increase and sustain sports participation, and 
consequently bring real social benefits to local communities.

Construction Industry Scheme

The measure
The government will consult on options to improve the operation of the Construction Industry Scheme (CIS) for 
smaller businesses and to introduce mandatory online filing for contractors. Discussions will also be held with industry 
on revisions to reporting obligations and improvements in registration for joint ventures.

Who will be affected?
We expect this measure will affect self‑employed contractors in the construction industry who currently file on paper.

When?
The consultation will take place in summer 2014.

Our view
We will need to wait for the detail of the consultation to assess the likely impact. Contractors and those responsible for CIS 
administration should familiarise themselves with the proposals when published to make sure they understand how any changes 
could impact them.

DOTAS and tax payments following litigation of tax avoidance 
schemes

The measure
As announced in the Autumn Statement 2013, legislation will be introduced in the Finance Bill 2014 aimed at 
taxpayers who have used avoidance schemes which are defeated in another party’s litigation, and who do not settle 
the dispute with HMRC. This legislation will obligate taxpayers to amend their returns or settle the disputed amount 
to HMRC accordingly. It is intended that this change will achieve the Government’s aim of removing the incentives to 
enter into tax avoidance schemes. Where disputed amounts are not paid on demand, penalties may be charged.

Additionally, following the recent consultation, the rules will be extended to users of schemes disclosed under the 
Disclosure of Tax Avoidance Schemes (DOTAS) rules, and to taxpayers involved in schemes subject to counteraction 
under the General Anti‑Abuse Rule (GAAR). As such, the payment of the disputed tax in such cases will be 
accelerated as it will be payable to HMRC on demand. It should be noted that the legislation will stipulate that HMRC 
will only be able to issue accelerated payment notices where enquiry notices/notices of assessments have been 
issued. If the taxpayer subsequently wins their case in the courts, they will be reimbursed with interest.

Who will be affected?
Taxpayers who have entered into tax avoidance schemes which have been defeated in another partys litigation, 
schemes disclosed under the DOTAS rules and schemes subject to counteraction under the GAAR.
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When?
These changes will take effect from Royal Assent of Finance Bill 2014.

Our view
Following on from the recent Autumn Statement 2013 announcements and the subsequent consultation, it was anticipated 
that the Government would continue its drive to counter tax avoidance and the incentives of entering into such schemes. It is 
anticipated, based on OBR analysis, that £4billion of tax receipts will be advanced.

The extension to users of schemes disclosed under the DOTAS rules, and to taxpayers involved in schemes subject to counteraction 
under the GAAR, will bring more individuals into the scope of these new rules, although it does at least provide more certainty as 
to who will be affected.

Exemption from SDRT and stamp duty for shares admitted to 
recognised growth markets

The measure
The Government has confirmed the abolition of SDRT and stamp duty on shares in companies admitted to trading on 
recognised growth markets.

Who will be affected?
Investors in shares in two markets are expected to benefit from this, being AIM and the ISDX Growth Market.

When?
The exemption will take effect from 28 April 2014.

Our view
The exemption is welcome in levelling the playing field between these UK markets and their non‑UK competitors, where UK shares 
are now frequently able to be traded free of stamp duty and SDRT. It also removes certain SDRT costs that can currently arise if 
non‑UK companies seek to list in the UK.

Mineral Extraction Allowances: Successful planning permission costs

The measure
Successful planning permission costs will be treated as expenditure on mineral exploration and access rather than as 
expenditure on acquiring a mineral asset.

Who will be affected?
Companies involved in the UK onshore mineral extraction industry including oil and gas.

When?
The measure will have effect in respect of qualifying expenditure incurred from the date Finance Bill 2014 receives 
Royal Assent.

Our view
This measure is welcome as it aligns the tax treatment of the costs of successful and unsuccessful applications for planning 
permission. It ensures that successful planning permission costs relating to onshore oil and gas projects will be entitled to relief 
at 100% (25% for other extractive industries), rather than the lower rate of 10% which was previously available. In particular, this 
is a welcome clarification for the shale industry where costs associated with planning permission could well be significant.
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Mixed partnerships comprising individuals and non‑individuals

The measure
As previously announced, new legislation will apply corrective tax treatment to individual partners in mixed 
partnerships where those individual partners have direct or indirect power to enjoy any share of partnership profits 
allocated to a (lower taxed) non‑individual partner.

There is a series of preconditions to the new rules applying including (i) a requirement that the partnership profit 
share allocated to the non‑individual partner must exceed an arm’s length rate of return on any capital which it 
contributes or services which it provides and (ii) that it must be reasonable to suppose that the excess profit, over that 
amount, allocated from the partnership to the non‑individual partner is attributable to the fact that the individual 
partners have the power to enjoy the proceeds of that profit share in some direct or indirect way.

The rules, if they apply, override, for tax purposes, the actual allocation of partnership profits to the non‑individual 
partner and, instead, subject the relevant portion of its profit share to income tax in the hands of the individual 
partners.

Who will be affected?
Those impacted will be partners in partnerships, including but not limited to LLPs, whose partners include both 
individuals and non‑individuals. Non‑individual partners might typically be companies but the definition also includes 
trusts and, according to HMRC’s commentary, other partnerships.

When?
The rules take effect in relation to partnership profits arising from 6 April 2014 although there are also certain 
anti‑avoidance rules which are in force from 5 December 2013 and which preclude partnerships from, for example, 
removing individual partners from membership of the partnership between 5 December 2013 and 6 April 2014 in 
order to prevent the rules from applying.

Our view
The requirement for the individual partners to have ‘power to enjoy’ profits of the non‑individual partners is a more wide‑reaching 
definition than many might immediately suspect.

Earlier versions of the proposed new rules incorporated a tax‑motive test which would have restricted application of the rules to 
non‑commercially orientated scenarios. This tax‑motive precondition has been dropped from the latest draft legislation which 
means that the rules also apply to commercially motivated structures such as partnership businesses with private equity backing or 
other external investor funding.

Oil and gas: fiscal review and implementation of the Wood Review

The measure
The government announced in Budget 2014 that they intend to conduct a review of the fiscal regime for the UK 
continental shelf to ensure it continues to incentivise economic recovery as the basin matures. The review will be 
conducted in coordination with a new oil and gas arm’s length stewardship body which was also announced today 
in response to the Wood Review.

In advance of the formation of that stewardship body an interim advisory panel has been established with key 
industry figures and the first meeting will be held in April. HM Treasury has today confirmed that it will provide 
funding to establish the stewardship body. The next steps in respect of this new body will be:

• the Department of Energy and Climate Change (DECC) will shortly launch a competition for the CEO designate, 
with the aim of having someone in place by July 2014;

• the CEO will steer the set up of an interim body over the summer, which Government plans to have up and running 
in October; and

• the Government then plans to establish the MER UK (maximising economic recovery UK) principles in legislation in 
the 4th session and, subject to Parliament, these could be in force from spring 2015.

The government will also task the new interim oil and gas body to review how best to encourage exploration and 
reduce decommissioning costs.
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Who will be affected?
Companies involved in oil and gas activity in the UK continental shelf.

When?
The government’s fiscal review is expected to take place this summer and autumn with initial conclusions expected 
to be set out at the 2014 Autumn Statement. HM Treasury today indicated that specific proposals for change coming 
out of this review would be subject to full consultation and stated that they will work closely with industry through 
the review, including conducting a formal call for evidence later this year.

Separately, the new stewardship body will report back at Budget 2015 with its findings and recommendations on 
how best to encourage exploration and reduce decommissioning costs.

Our view
It is important that the fiscal system for the UK continental shelf supports maximum recovery of UK reserves. Industry will be 
hoping that the outcome of the review is a tax system more tailored to a maturing North Sea basin and which will reverse falling 
levels of exploration drilling. It will be important for the various reviews to be aligned to help avoid any uncertainty and/or 
instability in the short term.

Oil and Gas: Offshore chartering

The measure
The government will proceed with the measure announced in Autumn Statement 2013 to cap the amount allowed 
as a deduction against profits for certain companies operating in the UK Continental Shelf. Originally indicated to 
raise £570m over 5 years and, following detailed consultation with industry, the level of the cap has been increased 
from 6.5% to 7.5% of the historic cost of the leased asset, and a number of classes of asset have been excluded 
from the scope of the measure, reducing the expected tax take to £525m over 5 years.

The stated policy objective in the Autumn Statement was to address a perceived “unfair tax outcome” as a result of 
“the use of intra‑group payments by offshore contractors to shift profits made in connection with the UK Continental 
Shelf overseas” and the expected tax effect was included as an anti‑avoidance measure. This policy objective has 
now been revised to “the Government is concerned about the use of specialised lease payments& to move significant 
taxable profit outside the UK tax net” and has re‑classified from an anti‑avoidance measure to an oil and gas 
measure.

The cap will apply to intra‑group leasing payments for drilling rigs and floating accommodation platforms (“flotels”) 
that are leased under bareboat charter agreements. In addition, as an anti‑avoidance measure, the rules will apply to 
third party payments where a “composite service” is provided under separate contracts, one of which is a bareboat 
charter agreement.

Legislation will also be introduced to provide a new form of ring fence applicable to the ‘composite service’ which 
is the subject of this measure. Whilst for the offshore contractors, profits within this ring fence will only be taxed at 
standard corporate tax rates (and not the higher rates which apply to oil producers), those profits will no longer be 
able to be reduced by other tax reliefs derived from activity outside the UK Continental Shelf. The excess bareboat 
charter payment over and above the capped amount will however be deductible against profits arising outside of the 
ring fence.

Who will be affected?
Companies operating in the UK Continental Shelf who are engaged in the business of the leasing drilling rigs and 
accommodation platforms (“flotels”), together with the oil and gas producing companies who use the services of 
such companies.

Other types of large asset used in the UK Continental Shelf (e.g. FPSOs, seismic and heavy lift vessels), which were 
initially intended to be within the scope of these proposals, will no longer be affected.

These changes will apply equally to UK and non UK based groups operating in the UK Continental Shelf and will have 
the effect of restricting the amount of a bareboat charter payment (or similar transactions) which can be deducted 
against income derived from the activity for which the bareboat forms a component part.

The estimated tax to be raised by the measure is £130m in 2014/15, £105m in 2015/16, and £100m in each of 
2016/17, 2017/18 and 2018/19.
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When?
These measures will apply with effect from 1 April 2014; however government has stated its intention to review the 
impact of the proposals after 1 year. Draft legislation will be published on 1 April 2014 and will be open for technical 
consultation until 9 May 2014.

Our view
While the reduction in the scope of these rules to just drilling rigs and flotels will be welcomed by those companies no longer 
affected, the government’s own estimates indicate that these concessions only reduce the additional tax burden by £10m per 
annum, and still raises over £500m over the next 5 years. Although the announcement in Budget 2014 indicated that the rules will 
be reviewed after one year, government estimates that the additional tax will continue to be raise for at least the next 5 years.

The measure will increase the costs of drilling rigs operating the UK Continental Shelf at a time when operating costs in the North 
Sea are already at a record high and exploration levels are very low. Government has today reiterated its support for the findings 
of the Wood Report, which strongly recommended that government, industry and the new regulator adopt a tripartite approach in 
creating a shared strategy for maximising the economic recovery of the UK’s remaining oil and gas reserves, and it is not clear how 
the introduction of these measures are consistent with that recommendation.

Oil and gas: ultra high pressure, high temperature cluster allowance

The measure
The Chancellor today announced that the Government will be consulting on a new field allowance for ultra high 
pressure, high temperature clusters. This is expected to be similar in structure to the onshore allowance announced 
in the 2013 Autumn Statement and will exempt a portion of a company’s profits from the supplementary charge. 
The amount of profit exempted will equal at least 62.5% of the capital expenditure a company incurs on qualifying 
projects (though the exact rate will be announced following consultation).

Who will be affected?
Companies involved in oil and gas production in the UK North Sea which meets the ultra high pressure, high 
temperature qualification criteria. The criteria will be announced following consultation.

When?
Legislation is expected to be included in Finance Bill 2015.

Our view
This measure is extremely important for the commercialisation of technically challenging prospects in the North Sea. According to 
UK Oil & Gas, the allowance has ‘the potential to attract £5 ‑6 billion of investment in the near term if it is pitched at the 
appropriate rate’. We would encourage companies who may be affected to participate in this summer’s consultation in order to 
ensure that the allowance is structured appropriately to fully support production.

Partnership taxation: response to the interim report of the OTS

The measure
In January 2014 the Office of Tax Simplification (OTS) reported on its review of partnership taxation. In response the 
Government intends to publish a draft guidance manual on the taxation of partnerships pulling together all relevant 
existing HMRC guidance as well as implementing six more of the short‑term fixes recommended by the OTS.

Who will be affected?
Partnerships.

When?
The draft manual on partnership taxation is to be published for comments in April 2014. No timetable is specified 
for the six other amendments. The feasibility of three other OTS recommendations will be examined before the end 
of 2014.
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Our view
The announcements do not specify which six recommendations are being taken forward. The OTSs report is comprehensive but 
it’s recommended ‘short term fixes’ are largely administrative and/or uncontroversial and confirmatory in nature.

For example, they include a suggestion that HMRC should publish clear guidance for VAT grouping LLPs; should review and update 
the guidance on inheritance tax for partnerships; and improve the process for issuing unique taxpayer reference numbers to 
overseas partners. Perhaps the most useful would be clearer guidance on the stamp duty land tax liabilities following changes in 
partnership profit sharing ratios.

R&D tax relief

The measure
The rate at which losses can be surrendered for a payable credit under the ‘small to medium sized enterprise (SME) 
R&D scheme’ is increased from 11% to 14.5%. This means that loss‑making SMEs can receive a cash credit of 
32.6 pence for every pound spent on qualifying R&D expenditure incurred on or after 1 April 2014. Previously these 
companies received 24.75 pence for each pound of R&D expense, so this represents an increase of over 30% in the 
support available to these smaller innovative companies.

Who will be affected?
The changes only affect SME companies who carry out qualifying R&D and have current period corporate tax losses. 
SMEs are companies which, together with certain related companies, have fewer than 500 employees and either 
turnover not exceeding £100m or total assets not exceeding £86m.

When?
The rate increase will apply for qualifying expenditure incurred on or after 1 April 2014.

Our view
The increase in support available under the SME scheme will be welcomed by smaller companies and start‑ups who invest in R&D 
and for whom risks and market failures are most pronounced. The companies affected by this change will not have benefited from 
previous improvements in the SME regime that benefitted tax paying SMEs, as the cash credit has historically been restricted to 
25 pence in the pound.

Recovery of direct tax – removal of limitation period restriction for 
EU cases

The measure
As announced on 28 February 2014, the limitation period for recovery of direct tax will be changed following the 
Supreme Court ruling in the franked investment income group litigation order (FII GLO).

Under section 107 Finance Act 2007, the limitation period for recovery of direct tax paid by mistake of law is six years 
from the date of payment for any action brought before 8 September 2003 except where a claimant was subject to 
a final judgment before 6 December 2006. The Supreme Court ruled in the FII GLO that the six year restriction could 
not apply in relation to EU cases.

The changes remove the limitation period for actions to recover tax charged contrary to EU law.

Who will be affected?
Claimants involved in group litigation and others who brought an action to recover direct tax charged contrary to 
EU law before 8 September 2003, who were not subject to a final judgment made by the courts before 6 December 
2006.

When?
Fully retrospective.

Our view
This change is expected to have limited effect as it only applies to actions brought before 8 September 2003.
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Review of loan relationships and derivative contracts legislation

The measure
The government announced a review of the legislation governing the corporation tax treatment of corporate 
debt (loan relationships) and derivative contracts in Budget 2013. A formal consultation process was launched in 
June 2013. The government will shortly issue a Technical Note setting out proposed changes aimed to make the 
corporation tax rules on loan relationships and derivative contracts simpler, more certain and more robust against 
avoidance. The proposed reforms are to be included in the Finance Bill 2015 to take effect for accounting periods 
beginning on or after 1 January 2016. However, as part of these changes, legislation will be introduced in Finance Bill 
2014 in two areas:

• first, both profits and losses will be brought into account for tax purposes when a group transfers a loan or 
derivative contract to a company, which subsequently ceases to be a member of the group (currently losses are not 
normally brought into account); and

• secondly, changes will be made to the rules in Chapter 3 of Part 6 of the Corporation Tax Act 2009, concerned with 
the taxation of certain collective investment vehicles – ‘bond funds’ – to enhance existing anti‑avoidance provisions 
and to clarify aspects of the operation of the rules.

Legislation, previously intended for inclusion in Finance Bill 2014, to clarify and rationalise the taxation of loan 
relationships and derivative contracts held by a partnership is now to be deferred to 2015.

Who will be affected?
The elimination of the asymmetrical corporation tax treatment of debits and credits arising under the de‑grouping 
provisions in the loan relationships and derivative contracts rules will facilitate the tax‑effective restructuring of 
banking, financial and other corporate businesses with broadly matched financial assets and liabilities.

The scope of the new anti‑avoidance rule for bond funds held by companies is drafted in very broad terms.

When?
The changes to the de‑grouping provisions will have effect where the cessation of membership of the relevant group 
occurs on or after 1 April 2014. The changes to the anti‑avoidance rules for bond funds held by companies will have 
effect in relation to accounting periods beginning on or after 1 April 2014.

Our view
The changes to the de‑grouping rules will be helpful in eliminating a tax impediment to restructuring businesses. However, the 
wider proposals for reform will be contained in a Technical Note that is promised soon.

We expect the Note to include proposals for Finance Bill 2015 including:

• clarification of the fundamental computational approach – using amounts recognised for accounting purposes in respect of 
a company’s loan relationships or derivative contracts in its profit and loss account or income statement, and not importing 
amounts recognised in reserves;

• importantly, clarifying the extent to which the fundamental computational approach is subject to any more general rule;

• introducing a bright line exemption for release and (possibly) certain other accounting credits arising in the course of bona fide 
commercial debt restructuring; and

• introducing a purpose‑based regime TAAR to counteract the effects, under the loan relationships and derivative contracts rules, 
of artificial and contrived tax planning arrangements.

The government may also proceed with some (or all) of various other proposals including: minor reform of the connected 
companies: relationships rules; of the intra‑group continuity rules; of the rules governing changes of accounting method; and 
those for embedded derivatives.

The Note should also confirm whether the government wishes to pursue a more fundamental reform of the treatment of foreign 
exchange gains and losses, major changes in relation to connected companies, the possible consolidation of the loan relationships 
and derivative contracts rules and a range of smaller‑scale proposals relating to the ‘unallowable purpose’ rules.
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Finally, in advance of the Finance Bill 2015, and in contemplation of UK companies transitioning to new UK GAAP (generally 
for periods of account beginning on or after 1 January 2015), the government is also considering limited changes to the Loan 
Relationships and Derivative Contracts (Disregard and Bringing into Account of Profits and Losses) Regulations 2004 (the 
‘Disregard Regulations’) and the Loan Relationships and Derivative Contracts (Change of Accounting Practice) Regulations 2004 
(the ‘COAP Regulations’). The Disregard Regulations are important in limiting, for tax purposes, the volatility effects of applying 
fair value accounting for hedging instruments under IFRS and new UK GAAP. The COAP Regulations broadly operate to spread the 
corporation tax effect of accounting restatements of loan relationships and derivative contracts over ten years.

The changes under discussion are:

• to update the statutory references operative within the regulations so that they address the re‑written form of the loan 
relationships and derivative contracts legislation in Part 5 and Part 7, CTA 2009;

• to rationalise the operation of the Disregard Regulations (other than in respect of foreign exchange matching) so that they apply 
by election rather than by default – elect ‘in’ rather than elect ‘out’;

• to relax the time limits relating to these elections, possibly by up to six months in the case of large companies and by a longer 
period in the case of smaller companies; and

• to make provision in relation to the transitional and ongoing treatment of exchange differences arising in respect of 
permanent‑as‑equity debt.

Rural fuel rebate scheme extension

The measure
The Government has submitted an application to the European Commission to extend a pilot scheme to 17 of the 
most rural areas in mainland UK to receive a 5 pence per litre fuel duty discount.

The pilot scheme offers a 5 pence per litre discount on pump prices and currently applies only to the Scottish islands 
and to the Isles of Scilly.

Who will be affected?
Businesses and individuals in remote areas of the UK.

When?
Dependent on the outcome of the application to the European Commission.

Our view
If the pilot scheme can be extended this could be a welcome stimulus to the economies of remote rural regions of the UK.

Salaried members of LLPs: no deferral of implementation date

The measure
As previously announced, measures will come into force on 6 April 2014 to introduce the concept of ‘salaried 
members’ of LLPs.

The consequences of falling within the newly legislated definition of a salaried member are that the individual is to 
be treated, for corporation tax, income tax and NIC purposes, as being employed by the LLP thereby bringing the 
individual into taxation on all earnings from the LLP as deemed employment. The individual’s earnings would be 
subject to employer’s and employee’s NICs and, as employer, the LLP would be obliged to operate PAYE thereon.

An individual LLP member is a salaried member if all three of the following conditions are met. In summary:

(a) the member provides services to the LLP and is remunerated for those services to the extent of 80% or more by way 
of “disguised salary” the quantum of which does not vary by reference to the overall profitability of the LLP; and

(b) the member does not have significant influence over the affairs of the LLP; and

(c) the member’s capital contribution to the LLP is less than 25% of his “disguised salary”.
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Who will be affected?
As currently drafted the rules only apply to members of an LLP constituted under the UK Limited Liability Partnership 
Act 2000 and not, for example, to partners in general partnerships or to partners in LLPs constituted under overseas 
laws.

As well as impacting the financial services, private equity and hedge fund industries, the rules are also known to have 
widespread potential impact on junior partners of professional services firms and have prompted most firms to look 
to implement changes to their capital structure or partner remuneration approach in order to ensure that their junior 
partners continue to be recognised as partners.

When?
Despite representations from business and industry bodies, and the recommendation of the House of Lords Economic 
Affairs Committee that the rules should be delayed until 2015 to allow business to adapt to the changes and for 
fuller consultation to be carried out, the Budget commentary confirms that the new rules will come into effect from 
6 April 2014 as previously announced.

Our view
When LLPs were first legislated in 2000 the rules were inadvertently drafted in such a way as to deem all LLP members to be 
partners irrespective of the commercial and legal substance of their status. HMRC believe that this has led to abuse and that many 
individuals who are, in substance, employees are currently being taxed as if they were self‑employed partners. This results in loss 
of tax revenues to the UK exchequer. On this basis it is understandable that they would wish to remove the automatic deeming of 
LLP members to be partners.

In seeking to be definitive, the legislation loses some of the commercial pragmatism of the existing test and may create practical 
interpretative difficulty for both taxpayers and HMRC practitioners alike.

SDLT on property authorised investment funds

The measure
The Government will consult on the SDLT treatment of the seeding of property authorised investment funds and 
of co‑ownership authorised contractual schemes (likely to be the generally preferred form of the two types of the 
recently introduced tax transparent funds). The consultation will also cover the SDLT consequences of trading units in 
such contractual schemes.

Who will be affected?
This will affect life companies looking to introduce new capital and fund payments to policy holders, those who 
wish to co‑invest in institution‑grade assets and the UK fund management industry looking to grow funds under 
management.

When?
No timescale is set for consultation, but discussions have been taking place around this for some time already.

Our view
Given that this could potentially unlock up to 25bn of institutionally‑held property for co‑investment through UK based funds, this 
is excellent news.

Targeted anti‑avoidance loss buying rules: exclusion of Research and 
Development Allowances

The measure
Capital expenditure incurred by pre‑trading companies that would qualify for Research and Development Allowances 
(RDAs) in the hands of a trading company, will no longer fall within the definition of ‘deductible amounts’ for the 
purposes of the loss‑buying Targeted Anti‑Avoidance Rules (‘TAARs’) that were introduced in Finance Act 2013. 
As a result of this change, tax relief for these amounts should be available following a change in ownership of the 
pre‑trading company.
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Who will be affected?
Pre‑trading companies that have incurred capital expenditure on research and development, which are later sold to 
trading groups; and those trading groups which acquire such companies, and in whose hands the expenditure will 
qualify for RDAs.

When?
This measure will effect for ‘qualifying changes’ (as defined by Part 14A CTA) taking place on or after 1 April 2014.

Our view
The introduction of the loss buying TAARs in 2013 created some uncertainty which served to undermine capital investment 
in research and development, specifically in relation to oil and gas exploration in the UK Continental Shelf. This change will 
therefore be particularly welcomed by the UK oil and gas industry, where the ability to secure value for pre‑trading expenditure by 
companies engaged in exploration on a later sale or partial sale of the company is an important incentive for investment.

Tax relief for the creative industries

The measure
The European Commission has approved the following changes to the UK film tax relief that were announced in the 
2013 Autumn Statement:

• an increase in the rate of relief from 20% to 25% for the first £20 million of qualifying expenditure on large 
budget films;

• a reduction in the minimum UK expenditure requirement from 25% to 10%; and

• modernisation of the cultural tests.

The current rate of relief is 25% for limited budget films (those with total core expenditure of £20 million or less) 
and 20% for all other films. The measure announced in Budget 2014 announcement increases this to 25% on the 
first £20 million for large budget films. Following the changes, film production companies will be able to claim an 
additional payable tax credit of up to £1 million for each large budget film. The reduction in the UK minimum spend 
will encourage more film production activity in the UK and is particularly expected to benefit the UK visual effects 
industry.

The Chancellor also announced a new corporation tax relief for theatre production companies to support the 
production of plays, musicals, opera, ballet and dance at a rate of 25% for regional touring productions and 20% 
for other theatre productions. A consultation will be launched shortly and the relief will come into effect from 
1 September 2014.

Minor changes to the legislation for television tax relief and video games tax relief will also be published in Finance 
Bill 2014. The changes will reduce the compliance burden on companies and make the video games relief compliant 
with State Aid approval, which is expected to be received soon.

Who will be affected?
Film, theatre, television and video games production companies.

When?
Film and television tax relief changes – 1 April 2014.

New theatre tax relief – 1 September 2014.

Video games tax relief – waiting for State Aid approval from the European Commission.

Our view
The changes confirmed in Budget 2014 significantly improve the UK film tax relief, which has provided over £1 billion in support to 
over 1,000 British films since its introduction in 2007. Together with the tax reliefs for animation and high‑end television that were 
introduced in April 2013, these changes will help create a sustainable British creative sector and will particularly benefit the UK 
visual effects industry and large budget film producers.
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UK’s priorities for the BEPS project

The measure
As part of Budget 2014, the UK government has published a paper that outlines the UK’s priorities for the 
international Base Erosion and Profit Shifting (BEPS) project.

The G20 asked the Organisation for Economic Co‑operation and Development (OECD) to reform the international tax 
rules (some of which were written in the 1920s), to ensure that the taxation of international businesses is in line with 
where value is created and to prevent tax avoidance.

The OECD and G20 published an Action Plan in July 2013 setting out 15 actions to reform and update the 
international tax system. The outcomes from the first tranche of work will be published in September 2014, with 
the remainder being finalised in 2015. The paper sets out that some discussion drafts have already been released 
(and others are expected imminently) for September 2014 actions relating to:

• The fundamental principles that underpin the international tax framework;

• The objectives of the BEPS project;

• Multilateral solutions rather than unilateral responses by individual countries; and

• The core principles for reform: neutrality and equity between businesses, a clear and simple framework, effective 
and efficient for tax authorities and taxpayers, flexibility, and rules capable of application in all territories.

The UK government also outlines steps that HMRC is taking in response to BEPS concerns. Specifically, HMRC is:

• Working to extend the model for enhanced exchange of tax information between tax authorities to a wider group; 
and

• Working with other tax authorities to identify risks posed by cross‑border operations in the digital sector.

Additionally, the UK government outlines some priorities in relation to the 2014 Actions, and confirms that it is 
committed to being the most competitive tax regime in the G20, whilst reducing avoidance opportunities and taking 
action to ensure that all taxpayers pay the amount of tax that they owe.

Who will be affected?
All businesses with multinational operations.

When?
The OECD timetable splits the actions across 2014 and 2015. The first group of actions will be completed in 
September 2014. Many of these consist of proposals for domestic rules and treaty changes, which will then take 
time to be implemented into each country’s laws and international agreements.

Our view
It is helpful that the UK government has set out its support for the BEPS project and how its objectives should be achieved. 
For example, the UK government sets out that it is:

• Supportive of free trade and fair competition between countries, including in relation to mobile business investment, whilst 
preventing companies from gaining unfair commercial advantages through double non‑taxation;

• Committed to promoting UK growth and competitiveness and advancing international cooperation while respecting tax 
sovereignty; and

• Committed to ensuring effective compliance, whilst recognising that the compliance burden should be proportionate and 
efficient.

Specifically, businesses will be pleased to see:

• The government’s commitment to considering the balance between the compliance burden that country‑by‑country reporting to 
tax authorities will place upon business with the need to ensure that high level, useful information is provided; and

• The UK government is also seeking to ensure that the work on hybrids considers the complex capital requirements that some 
businesses such as banks and insurance companies are subject to for regulatory purposes.
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Indirect Tax

Aggregates levy – Suspension of certain exemptions, exclusions 
and reliefs

The measure
Pursuant to ongoing litigation at European level, and as announced in Autumn Statement 2013, certain exemptions 
and other reliefs are to be suspended with effect from 1 April 2014 pending a State Aid investigation by the 
European Commission into those reliefs. Depending on the conclusion of the investigation, these exemptions, 
exclusions and reliefs will be reinstated and, if the European Commission allows, refunded.

Who will be affected?
Quarry businesses and others who commercially exploit aggregate of a type or in circumstances that would otherwise 
have allowed exemption, exclusion or relief from aggregates levy to be applied.

Customers of aggregate producers who purchase relevant material will see a corresponding increase in charges.

When?
The suspension will commence on 1 April 2014.

Our view
The European Commission’s investigation and the consequential and possibly temporary suspension of these exemptions will 
further increase the complexity of the tax for the aggregates industry. In spite of the investigation it is likely that the aggregates 
levy regime will remain in place in the UK.

Air Passenger Duty

The measure
As previously announced, Air Passenger Duty (APD) will increase in line with RPI from 1 April 2014.

From 1 April 2015, the Government will reform APD by reducing the current four bands to two bands. 
The Government will also set the higher rates applying to private business jets to six times the reduced rate.

The rates for these bands will be as follows:

From 1 April 2015

Bands 
(distance in miles from London)

Reduced rate 
(lowest class of travel)

Standard rate 1 
(other than the lowest class of travel) Higher rate 2

Band A

(0 – 2000 miles) £13 £26 £78

Band B

(over 2000 miles) £71 £142 £426

1  If any class of travel provides a seat pitch in excess of 1.016 metres (40 inches) the standard rate is the minimum rate that applies.

2  The higher rate applies to flights aboard aircraft of 20 tonnes and above with fewer than 19 seats.

Who will be affected?
The travel and aviation industry.

27Deloitte’s Budget 2014 Coverage Listen. Analyse. Apply.



When?
The APD rates will increase in line with RPI from 1 April 2014.

The new bands will have effect from 1 April 2015.

Our view
The announcement that APD for long‑haul flights will be cut from as high as £94 to £71 from 1 April 2015, the same banding as 
flights to the US, will be seen as a significant victory for campaigners.

The Government’s commitment to retaining APD remains, probably for the simple reason that it raises around £3 billion of revenue 
per year and only costs 0.06 pence to collect for every £1 raised. However, the thrust of the lengthy industry and consumer 
campaigns calling for it to be cut have been around its apparent unfairness.

The different rates of APD depending on destination were at the top of the list of distortions created by the tax. It will be 
interesting to see whether this announcement leads to debate on some of the other anomalies caused by the tax, especially those 
that impact short haul operators. For example, a passenger flying from Belfast to Alicante will pay £13 APD if they fly direct. 
However, they are likely to pay £26 APD if they make the same journey but are obliged to book two connecting flights through 
London.

Alcohol duty

The measure
From 24 March 2014, the duty rate on general beer (beer between 2.8% and 7.5% ABV and not produced by small 
breweries) will be reduced by 2%. The duty rate on low strength beer (less than 2.8% ABV) will be reduced by 6% 
and the total duty rate on high strength beer (more than 7.5% ABV) will be reduced by 0.75%. The duty rates on 
spirits and most ciders will be frozen this year. The freeze on spirits means a bottle of spirits will be 42 pence lower 
than under previous government plans. The duty rates on wine and high strength sparkling cider will increase by RPI 
only and the duty escalator on wine will come to end.

General increases will add approximately:

• 6 pence to the price of a litre of strong cider; and

• 6 pence to the price of a bottle of wine.

However, an average pint of beer will be 1 pence cheaper.

In support of the scrapping of the alcohol escalator the Chancellor announced the introduction of new measures to 
reduce the illicit trade in alcohol products, including a registration scheme for alcohol wholesalers that will start to 
take effect in 2016 and a requirement for traders to take reasonable steps to ensure their customers are legitimate to 
take effect later in 2014.

Who will be affected?
Manufacturers, importers, distributors, retailers and consumers of beer, wine, spirits and cider.

When?
The new alcohol duty rates will have effect from 24 March 2014.

Our view
Scrapping of the alcohol duty escalator, the reduction in beer duty and the rate freeze will come as welcome news to the wine and 
spirits industry, the pubs sector and, of course, to individual responsible drinkers.

Bingo duty

The measure
The rate of bingo duty will reduce from 20% to 10%.

Who will be affected?
Bingo halls and bingo players.
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When?
The changes will be introduced in relation to accounting periods starting on or after 30 June 2014.

Our view
This change follows a successful campaign by the bingo industry and will give a welcome boost to bingo halls. There had been 
strong rumours that the Chancellor was considering reducing bingo duty to 15%, which would have brought an element of 
consistency to gambling taxes. The reduction to 10% goes much further than expected with the Government estimating this will 
cost the Exchequer £30m for 2014/15 and £40m a year from then on.

Carbon Price Floor exemption for CHP electricity supplied 
to manufacturers

The measure
Fossil fuel used to generate electricity in combined heat and power (‘CHP’) plant of generating capacity of 2MW 
or more is subject to the Carbon Price Support rate of Climate Change Levy or fuel duty (depending on the fuel 
consumed). This measure will provide exemption for these fuels, provided the CHP is efficient enough to produce 
‘good quality’ electricity and the electricity produced is supplied for consumption on site in a manufacturing process.

Who will be affected?
Manufacturing businesses which generate their own electricity from larger CHPs using fossil fuel.

When?
The measure will be introduced with effect from 1 April 2015.

Our view
Small scale CHP (less than 2MW generating capacity) will not be effected by this measure. Larger scale CHP producing good 
quality electricity for onsite consumption is already relieved from the main rates of CCL so it is sensible to also relieve input fuel 
from the CPF rates of Climate Change Levy.

Carbon Price Support rates

The measure
The Carbon Price Support rates of Climate Change Levy applying to fossil fuel used for electricity generation will now 
be frozen at or around the published rates for 2015‑16.

Who will be affected?
Generators of electricity using fossil fuels (including natural gas, LPG, coal, gas oil and fuel oil) and purchasers of 
electricity which is generated using these fuels.

When?
The changes will mean that plans to increase rates from 1 April 2014 will now not take place.

Our view
The government previously announced that it would examine the cost of ‘green measures’ in the UK. This measure will have the 
effect of reducing the costs of generating from fossil fuels and possibly reduce the cost of buying fossil fuel generated electricity.

Climate Change Levy – Exemption for energy used in metallurgical 
and mineralogical processes

The measure
Following consultation in 2013, exemption from Climate Change Levy (CCL) will be available for energy used in 
certain metallurgical and mineralogical processes including manufacturing from scrap and waste.
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Businesses able to benefit from this new exemption may already be a member of a Climate Change Agreement, 
under which energy costs benefit from a reduced rate of CCL. In these cases, the business can either remain in the 
CCA (where this is more beneficial) or enjoy the new exemption.

Choosing to leave a CCA could result in a business being obliged to enrol in the Carbon Reduction Commitment 
(CRC) under which they would be required to purchase or acquire credits to reflect their energy usage. To prevent 
this, an exemption to the CRC scheme will be introduced to coincide with the new CCL exemption.

Who will be affected?
Businesses with relevant metallurgical and mineralogical processes (to be defined with reference to NACE statistical 
classifications) will need to consider the relative benefit of CCA membership and the CCL exemption before deciding 
strategy.

When?
The exemption will apply to energy used in relevant processes from 1 April 2014.

Our view
This measure appears to be a response to industry concerns over the impact of energy taxes on international competitiveness.

Climate Change Levy: introduction of a new Climate Change 
Agreement for sawmilling

The measure
The Climate Change Agreement scheme was introduced at the same time as CCL. Under the scheme, in return for 
meeting certain energy efficiency targets, energy intensive industries are able to benefit from reduced rates of CCL 
(currently a reduction of 90% for electricity and 65% for other taxable commodities). Under this measure, a new 
Climate Change Agreement will be established for the sawmilling sector this year.

Who will be affected?
Businesses operating in the sawmilling sector which are able to sign up to future energy efficiencies will be able to 
apply to join the agreement.

When?
The new agreement will be introduced by the end of 2014.

Our view
Businesses operating in the sawmilling sector which are able to sign up to future energy efficiencies will be able to apply to join 
the agreement.

Customs and Excise: Modernisation of ship and aircraft stores

The measure
The measure will amend the law to clarify treatment and simplify processes relating to ships’ stores. It will 
allow HMRC to make regulations for the authorisation and control of goods moving from warehouses to be shipped 
as stores (for example consumables sold on board), in order to address an area of revenue risk, and to specify the 
circumstances in which goods can be shipped or carried as stores without payment of duty. The measure will update 
the legislation relating to ship and aircraft stores to provide flexibility to facilitate trade practices and increase controls 
on areas of revenue risk.

Who will be affected?
Airlines, the shipping industry, especially the cruise ship industry, and those businesses engaged in the supply of ship 
and aircraft stores.

When?
This is expected late summer 2014.
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Our view
We would hope that this measure would create certainty and alignment across the various industries involved.

Data sharing

The measure
The government will legislate to provide for a controlled release of non‑financial VAT registration data for specific 
purposes (principally credit scoring) to a small number of qualified parties (such as credit reference agencies) and will 
continue to explore options for the public release of a limited subset of VAT registration data as open data.

Who will be affected?
Whilst information is limited, it would appear to be relevant to the data of any entity or organisation that either 
applies for, or already has, a VAT registration.

When?
At this stage it is somewhat unclear as to the timescale in respect of these proposals.

Our view
It is unquestionable that the data which HMRC holds as part of the dataset known as the VAT Register contains valuable 
information which may assist businesses involved in cross‑border transactions prevent fraud. However, it remains to be seen how 
this would actually work in practice so as to protect sensitive taxpayer information.

Fuel duty

The measure
The government announced that the fuel duty increase that was due to take effect on 1 September 2014 will be 
cancelled to ensure that it remains frozen for the remainder of this parliament.

Who will be affected?
Businesses producing and importing, and consumers of, hydrocarbon oils and alternative fuel products.

When?
On and after 1 September 2014.

Our view
Cancelling the planned September increase in fuel duty will allow households and businesses to maintain vehicle running costs at 
a lower level than under previous proposals in line with government actions to address costs for motorists.

Fuel duty incentives for methanol

The measure
From 1 April 2015, the government will apply a reduced rate of fuel duty to methanol. The rate will be set at 
9.32 pence per litre. The size of the duty differential between the main rate and methanol will be maintained until 
March 2024. The government will review the impact of this incentive alongside the duty incentives for road fuel 
gases at Budget 2018.

Who will be affected?
Businesses producing and importing, and consumers of, methanol.

When?
From 1 April 2015.
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Our view
This measure should encourage increased use of methanol as an alternative fuel.

Gaming duty revalorisation

The measure
The government will increase gaming duty bands in line with RPI for accounting periods starting on or after 1 April 
2014. Gaming duty applies to premises‑based, casino gaming profits generated by both games of chance and equal 
chance games.

Who will be affected?
Casino operators.

When?
The changes will be introduced in relation to accounting periods starting on or after 1 April 2014.

Our view
This increase was expected by the industry.

Horserace betting levy

The measure
The government confirmed that it will consult on extending the horserace betting levy (currently 10.75%) to offshore 
bookmakers. Later in 2014, the government will consult on wider levy reforms.

Who will be affected?
Offshore bookmakers.

When?
The consultation will take place in 2014.

Our view
This reform would equalise the horserace betting levy applicable to receiving bets on UK races for both onshore and offshore 
operators.

Insurance Premium Tax (IPT): exemption for space satellites
The measure
The government will introduce secondary legislation to provide an IPT exemption for premiums received under 
insurance contracts covering certain risks relating to space satellites.

Who will be affected?
Any business whose activity consists of either operating or insuring space satellites.

When?
Will be effective by the end of 2014.

Our view
A sensible measure as the insured assets are certainly not within the UK.
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Machine games duty

The measure
The Government will raise machine games duty from 20% to 25% on Fixed Odds Betting Terminals (B2 gaming 
machines) with effect from 1 March 2015.

Who will be affected?
Operators of land‑based betting shops and some casinos.

When?
The changes will take effect from 1 March 2015.

Our view
This will lead to a significant additional cost to betting shop operators, estimated by the Government to be £75 – £90m per annum.

Remote gambling taxation

The measure
As announced at Budget 2012, remote gambling will be taxed on the basis of the place of consumption, meaning 
that operators will pay tax on gambling profits generated from customers in the UK, whether the operator is located 
in the UK or elsewhere.

Who will be affected?
The betting and gaming industry.

When?
The changes will take effect from 1 December 2014.

Our view
This change has huge implications for the online betting and gaming sector. To a certain extent the proposal simplifies the 
existing rules although gambling operators are unlikely to be able to pass on the costs to consumers. It is also possible that higher 
operating costs could lead to further consolidation in the market.

Rural Fuel Rebate Scheme Extension

The measure
The Government has submitted an application to the European Commission to extend a pilot scheme to 17 of the 
most rural areas in mainland UK to receive a 5 pence per litre fuel duty discount.

The pilot scheme offers a 5 pence per litre discount on pump prices and currently applies only to the Scottish islands 
and to the Isles of Scilly.

Who will be affected?
Businesses and individuals in remote areas of the UK.

When?
Dependent on the outcome of the application to the European Commission.

Our view
If the pilot scheme can be extended this could be a welcome stimulus to the economies of remote rural regions of the UK.
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Tobacco duty

The measure
As announced in Budget 2010, duty rates on tobacco products will increase by 2 per cent above RPI. Further to this, 
it is announced that the escalator on tobacco products will continue through to the end of the next parliament for 
public health reasons.

The general impact of the change in excise duty rates will mean that, the price of:

• a packet of cigarettes will increase by approximately 37 pence;

• a packet of hand rolling tobacco will increase by approximately 37 pence;

• a packet of five small cigars will increase by approximately 12 pence; and

• a packet of pipe tobacco will increase by approximately 20 pence.

The government will consult during summer 2014 on whether a minimum excise tax for tobacco could help improve 
public health. The government will also consult during summer 2014 on a range of measures to strengthen its 
response to tobacco smuggling and improve anti‑forestalling controls (when there is a rate change), with a view to 
legislating in 2015.

Who will be affected?
Manufacturers, importers, distributors and consumers of tobacco.

When?
These changes came into effect from 6pm on 19 March 2014.

Our view
The general increase is in line with expectations and the extension of the tobacco escalator through to the end of the next 
parliament is not unexpected.

VAT Avoidance Disclosure Regime

The measure
The Government will consult on amending the VAT Avoidance Disclosure Regime to bring it more into line with the 
Disclosure of Tax Avoidance Schemes (DOTAS) regime.

This would include shifting the primary responsibility for disclosure from the users to the promoters of VAT avoidance 
schemes.

Who will be affected?
The promoters of VAT avoidance schemes.

When?
Changes will be included in a future Finance Bill.

Our view
The changes seek to harmonise the VAT disclosure rules with those applying to other taxes.

VAT: grants for air ambulance and inland safety boat charities

The measure
The government will make a grant of £65,000 per year for the next five years to individual air ambulance charities, 
and a further grant of £1 million per year for inland safety individual boat charities.

Who will be affected?
Charities providing air ambulances and inland safety boats.
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When?
The government has not specified the date when the grants will first be paid.

Our view
The figure of £65,000 per year for air ambulances is the level of grant per ambulance, whereas the grant of 1 million per year for 
inland safety boats seems to cover all relevant charities. Current guidance does not make this clear.

The grants appear to be an effective way of relieving these charities of the cost of irrecoverable VAT without amending VAT 
legislation, and have been well received by the charities concerned.

VAT: place of supply rules and the Mini One Stop Shop

The measure
In this previously announced measure, intra‑EU supplies to consumers of telecommunications, broadcasting and 
e‑services will be taxed in the Member State in which the customer is located.

A Mini One Stop Shop (‘MOSS’) will be introduced to give businesses making supplies of these services to consumers 
in other Member States the option of only registering for VAT in the UK and accounting for the VAT due on a single 
return.

This measure was announced at Budget 2013 and will be introduced in Finance Bill 2014.

Who will be affected?
Suppliers of telecommunications, broadcasting and electronic services and their customers.

When?
The measure will take effect from 1 January 2015.

Our view
HMRC published updated guidance in January 2014 on the place of supply rule changes and MOSS.

This is a long‑anticipated measure which means that businesses providing various e‑services will have to account for VAT at the 
rate of tax applicable in the Member State where their customers are located.

VAT: prompt payment discounts

The measure
UK VAT legislation will be amended so that VAT must be accounted for on the full consideration actually paid for 
goods and services when prompt payment discounts are offered.

HMRC interprets the existing UK legislation as allowing suppliers to account for VAT on the discounted price offered 
for prompt payment even when prompt payment is not made and the discount is not taken up.

HMRC considers that the Principal VAT Directive requires VAT to be accounted for on the consideration actually 
received. The revised UK legislation is therefore intended to be clearly aligned with EU legislation.

Who will be affected?
All VAT‑registered businesses which offer their customers discounts for prompt payment and their customers.

HMRC estimates that up to 250,000 businesses could be affected, citing a British Chambers of Commerce survey 
suggesting that 13% of businesses offer prompt payment discounts.

When?
The implementation date will be 1 May 2014 for supplies of telecommunication and broadcasting services to 
consumers.

The measure will take effect on 1 April 2015 for other supplies of goods and services, following a consultation 
on implementation. The government will have the power to bring forward this implementation date for specified 
supplies if required for revenue protection purposes.
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Our view
HMRC has not suggested that any legal developments have forced it to change its view as to what the European legislation 
requires. The measure appears to be motivated by tax losses arising from HMRC’s interpretation of the current legislation.

HMRC explains that the background to the measure is the increasing use of prompt payment discounts for supplies to final 
consumers (who cannot recover the VAT charged), in particular in the telecommunication and broadcasting sectors. Under HMRCs 
interpretation of the existing legislation, this reduces the tax received from consumers who do not take up the discount.

However, the measure will affect all businesses offering prompt payment discounts not only the relatively small number that offer 
these to consumers. There are likely to be significant costs arising from initial systems changes and the ongoing requirement to 
account for VAT on a higher amount when customers do not take up discounts offered.

VAT: refunds for health organisations

The measure
Under this previously announced measure, two new health bodies, the Health Research Authority and Health 
Education England, will be included within the Section 41 VAT refund scheme.

These bodies are due to be established by the Care Bill 2014.

This measure was announced at Budget 2013 and will be introduced in Finance Bill 2014.

Who will be affected?
Health Research Authority and Health Education England.

When?
The bodies will be included within the Section 41 VAT refund scheme once they have been established by passage of 
the Care Bill 2014.

Our view
The section 41 VAT refund scheme enables specified Government and NHS bodies to recover VAT which would otherwise be 
irrecoverable.

The Health Research Authority and Health Education England will be established as non‑departmental public bodies, replacing 
two special health authorities which are currently entitled to recover VAT. Inclusion of the new bodies in the section 41 VAT refund 
scheme will therefore ensure that they have the same entitlement to VAT recovery as their predecessors.

VAT: refunds for public bodies

The measure
Combined Authorities established under existing legislation will be included in the Section 33 VAT Refund scheme.

The government has also committed itself to include the London Legacy Development Corporation in the Section 33 
VAT Refund scheme from 2015/16.

Under a 2009 Act of Parliament, Combined Authorities can be set up by two or more local authorities to take 
on transport and economic development functions. There is currently one such body, in Greater Manchester. 
Four others, in West Yorkshire, Sheffield, Merseyside and the North East, are expected to be established on 1 April 
2014. The London Legacy Development Corporation is the public sector, not‑for‑profit organisation responsible 
for the long‑term planning, development, management and maintenance of Queen Elizabeth Olympic Park and its 
facilities after the London 2012 Games.

This measure was announced at Budget 2013 and will be introduced in Finance Bill 2014.

Who will be affected?
Combined Authorities and the London Legacy Development Corporation.
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When?
The government has not specified the timing of the secondary legislation which will add Combined Authorities to 
the Section 33 VAT refund scheme. The London Legacy Development Corporation will be added to the scheme 
from 2015/16.

Our view
The Section 33 VAT Refund scheme allows local authorities and some other bodies to recover VAT incurred on their non‑business 
activities. This VAT would otherwise be irrecoverable.

This measure will ensure that these bodies have the same entitlement to VAT recovery as local authorities and other bodies 
carrying out similar functions.

VAT: registration and deregistration thresholds

The measure
The taxable turnover registration threshold for VAT will increase from £79,000 to £81,000.

The taxable turnover deregistration threshold for VAT will increase from £77,000 to £79,000.

The registration and deregistration threshold for relevant acquisitions from other EU member states will increase from 
£79,000 to £81,000.

Who will be affected?
Any business whose taxable turnover is close to the current VAT thresholds for registration and deregistration.

When?
The new thresholds will have effect from 1 April 2014.

Our view
As expected, the VAT registration and deregistration thresholds are increased again.

VAT: reverse charge for wholesale gas and electricity

The measure
The government will introduce a reverse charge for supplies of wholesale gas and electricity in the UK. This means 
that the customer, not the supplier, will be liable to account for the VAT.

The measure is intended to prevent Missing Trader Intra‑Community (MTIC) fraud by removing the opportunity for 
fraudsters to collect VAT from their customers and go missing without paying the VAT to HMRC.

Who will be affected?
Wholesalers of gas and electricity, generators of electricity and gas producers.

When?
HMRC will consult informally with the industry before deciding on the implementation date.

Our view
European VAT legislation was amended on 22 July 2013 to allow Member States to introduce a reverse charge for certain specified 
supplies which have been particularly susceptible to fraud. The list of such supplies includes wholesale gas and electricity.

The UK is now exercising its right to introduce a reverse charge for wholesale gas and electricity. We understand that this is 
a preventative measure and is not motivated by knowledge of any specific MTIC fraud in the market.

Many industry participants will welcome this measure as it should reduce the risks they face from attacks on the market by MTIC 
fraudsters. However, some businesses will have hitherto enjoyed cashflow benefits by collecting VAT from their customers before 
they have to pay it to HMRC and these benefits will be lost as a result of the measure.
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VAT: zero rate for adapted motor vehicles for wheelchair users

The measure
The government will consult on reform of the VAT zero rate relief on the supply of motor vehicles adapted for the 
use of wheelchair users. The Government aims to better target the relief, reduce fraud and enable users of lower limb 
prosthetics to benefit from the relief.

Who will be affected?
Suppliers of motor vehicles adapted for use by the disabled and their customers.

When?
A consultation will take place and legislation will follow in a future Finance Bill.

Our view
This consultation is a positive development and should help to ensure that the benefits of zero‑rating for adapted vehicles reach 
the intended recipients.

Vehicle Excise Duty (VED): administration simplification

The measure
As announced at Autumn Statement 2013, the government will introduce legislation to reduce tax administration 
costs and burdens by making the following changes with effect from 1 October 2014:

• Motorists will be able to pay their VED by direct debit annually, biannually or monthly, should they wish to do so. 
A 5% surcharge will apply to biannual and monthly payments; and

• A paper tax disc will no longer be issued and required to be displayed on a vehicle windscreen.

Who will be affected?
Owners of vehicles that fall under the VED scheme.

When?
1 October 2014.

Our view
This is in line with previous Budget announcements.

Vehicle Excise Duty rates

The measure
Vehicle Excise Duty (VED) rates for cars, motorcycles and the main rates for vans will increase by RPI from 1 April 2014.

As announced at Budget 2013, from 1 April 2014 the government will reduce and re‑structure VED rates for HGVs 
within the HGV Road User Levy scheme, as set out in ‘Overview of Tax Legislation and Rates 2014’. Information on 
UK bound HGVs will be drawn from the Freight Targeting System to support enforcement of the Levy Scheme.

The government will introduce a rolling 40 year VED exemption for classic vehicles from 1 April 2014.

Who will be affected?
Owners and operators of vehicles that fall under the VED scheme.

When?
1 April 2014.

Our view
The general increase is in line with expectations.
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Individuals

Abolition of stamp duty reserve tax (SDRT) on interests in collective 
investment schemes

The measure
The Government has confirmed the abolition of the SDRT charge on UK unit trust schemes and UK open‑ended 
investment companies under Schedule 19 FA 1999.

Who will be affected?
The removal of this tax and compliance cost should improve investor returns and boost the UK fund management 
sector.

When?
This takes effect on 30 March 2014, although the surrender and issue of new units in the week following abolition 
will still need to be tracked for technical reasons affecting the final balancing charge under the regime.

Our view
The measure is as expected and a beneficial change, save that it includes a new charge to SDRT on non pro rata in specie 
redemptions out of collective investment schemes. According to HMRC guidance, the retention of an SDRT charge in such 
circumstances is fair, since the investor is effectively acquiring new interests in UK securities.

Capital gains business asset roll‑over relief – agricultural subsidy 
Basic Payment Scheme

The measure
The classes of assets eligible for business asset roll‑over relief will be extended to include the acquisition or disposal of 
payment entitlements under the European Union’s new agricultural subsidy Basic Payment Scheme.

Roll‑over relief allows tax on capital gains or chargeable gains to be deferred where proceeds are received on the 
disposal of certain qualifying assets which are reinvested into new qualifying assets.

Who will be affected?
Farmers, including companies carrying on a farming business disposing of or acquiring payment entitlements under 
the Basic Payment Scheme.

Payment entitlements under the Single Payment Scheme (the principal agricultural subsidy scheme in the 
European Union) have been included in the classes of assets eligible for CGT roll‑over relief since 22 March 2005. 
However, these payment entitlements will cease in 2014 with new payment entitlements instead being allocated to 
farmers under the Basic Payment Scheme.

When?
The measure will be retrospective and have effect in relation to acquisitions and disposals of Basic Payment Scheme 
payment entitlements on and after 20 December 2013.

Our view
This helpful amendment is intended to ensure that farmers are not disadvantaged by changes to the European Union’s agricultural 
subsidy scheme which came into force on 20 December 2013.
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Capital gains tax on residential properties owned by non‑residents

The measure
In his Autumn Statement in December 2013, the Chancellor announced that, from April 2015, the scope of capital 
gains tax would be extended such that ‘future gains’ on all disposals of UK residential property by non‑residents 
would be subject to the charge.

The Government’s intention is reaffirmed in the Budget but there are no further details on what measures can be 
expected. A consultation document is to be published shortly.

Who will be affected?
Those affected will be all non‑resident individuals holding UK residential property and any non‑resident non‑natural 
persons holding UK properties valued at £1m or less (as those holding property worth more than 1m will be subject 
to CGT from 6 April 2015). It is not yet clear how non‑resident trustees holding residential property will be treated.

When?
From April 2015.

Our view
We have yet to understand the meaning of ‘future gains’ but anticipate that the consultation will include draft measures for the 
rebasing of acquisition cost to the value at April 2015

The Government predicts that the measure will generate no additional revenues in 2014/15 and 2015/16 and that the additional 
revenue resulting from the measure will be £15m in 2016/17 and increase incrementally thereafter. This gives some comfort 
regarding the rebasing position as it appears that the Government does not anticipate collecting additional revenues until such 
a time as property values can be expected to have increased materially by comparison with their value at April 2015. We will need 
to await the consultation document to see how these rules will interact with the Principal Private Residence Relief.

Capital gains tax: Treatment of split year residents

The measure
The government announced that an oversight in the split year rules introduced as part of the Statutory Residence Test 
will be corrected. This will ensure that capital gains made by a remittance basis user in the overseas part of a split 
year of residence are not charged to tax.

Who will be affected?
Individuals who claim the remittance basis of taxation.

The current law results in an inequitable treatment between individuals arriving in the UK (who are not temporary 
non‑residents). Where such an individual realises a capital gain from the disposal of a non‑UK asset in the overseas 
part of a split tax year (i.e. before they became UK tax resident) and remit the proceeds to the UK after they establish 
UK tax residence, they will be taxed on that remittance if they claim the remittance basis of taxation. In contrast, an 
otherwise identical individual who claimed the arising basis would not be subject to a tax charge.

When?
The correction, backdated to 6 April 2013, will be made in Finance Bill 2014.

Our view
The correction is a welcome measure to remove an inconsistency.

Childcare scheme

The measure
A Tax‑Free Childcare scheme for qualifying childcare costs for the under‑12s, worth up to £2,000 per annum per 
child, will be rolled out from autumn 2015.
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Who will be affected?
The scheme is available where both parents work, whether employed or self‑employed, but neither is an additional 
rate taxpayer (i.e. neither earns more than £150,000). Working lone parents below the income threshold will also 
qualify. The scheme works by way of a childcare account, which is used for expenditure on ‘qualifying childcare’. 
The account receives a 20% top up on amounts paid in, subject to a cap of £2,000 per child (20% of childcare costs 
of £10,000).

Parents who already receive vouchers through the Employer‑Supported Childcare Scheme can continue to 
benefit from the scheme with their current employer, but it will be closed to new entrants from autumn 2015. 
Workplace nurseries will be unaffected. More generous support will continue to be available to those eligible for tax 
credits.

When?
The scheme is due to be rolled out from autumn 2015.

Our view
The new scheme is good news for individuals who could not previously use the Employer‑Supported Childcare Scheme (e.g. the 
self‑employed or individuals whose employers did not use the scheme). However, those who are in employer schemes will need to 
compare the value of the two schemes before they choose which one to select.

Community Amateur Sports Clubs

The measure
The corporate Gift Aid regime will be extended to provide corporation tax relief for cash gifts to Community Amateur 
Sports Clubs (“CASCs”).

Who will be affected?
Sports clubs that are registered with HMRC as CASCs, sports clubs that could register as CASCs and companies that 
make cash donations to them.

When?
The changes will apply to cash donations made on or after 1 April 2014.

Our view
Coupled with the expected upcoming clarifications on the qualifying criteria for CASC registration (following consultation 
concluded in 2013), extension of the Corporate Gift Aid regime should help to increase and sustain sports participation, and 
consequently bring real social benefits to local communities.

DOTAS and tax payments following litigation of tax avoidance 
schemes

The measure
As announced in the Autumn Statement 2013, legislation will be introduced in the Finance Bill 2014 aimed at 
taxpayers who have used avoidance schemes which are defeated in another party’s litigation, and who do not settle 
the dispute with HMRC. This legislation will obligate taxpayers to amend their returns or settle the disputed amount 
to HMRC accordingly. It is intended that this change will achieve the Governments aim of removing the incentives to 
enter into tax avoidance schemes. Where disputed amounts are not paid on demand, penalties may be charged.

Additionally, following the recent consultation, the rules will be extended to users of schemes disclosed under the 
Disclosure of Tax Avoidance Schemes (DOTAS) rules, and to taxpayers involved in schemes subject to counteraction 
under the General Anti‑Abuse Rule (GAAR). As such, the payment of the disputed tax in such cases will be 
accelerated as it will be payable to HMRC on demand. It should be noted that the legislation will stipulate that HMRC 
will only be able to issue accelerated payment notices where enquiry notices/notices of assessments have been 
issued. If the taxpayer subsequently wins their case in the courts, they will be reimbursed with interest.

Who will be affected?
Taxpayers who have entered into tax avoidance schemes which have been defeated in another party’s litigation, 
schemes disclosed under the DOTAS rules and schemes subject to counteraction under the GAAR.
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When?
These changes will take effect from Royal Assent of Finance Bill 2014.

Our view
Following on from the recent Autumn Statement 2013 announcements and the subsequent consultation, it was anticipated 
that the Government would continue its drive to counter tax avoidance and the incentives of entering into such schemes. It is 
anticipated, based on OBR analysis, that £4billion of tax receipts will be advanced.

The extension to users of schemes disclosed under the DOTAS rules, and to taxpayers involved in schemes subject to counteraction 
under the GAAR, will bring more individuals into the scope of these new rules, although it does at least provide more certainty as 
to who will be affected.

Exemption from SDRT and stamp duty for shares admitted to 
recognised growth markets

The measure
The Government has confirmed the abolition of SDRT and stamp duty on shares in companies admitted to trading on 
recognised growth markets.

Who will be affected?
Investors in shares in two markets are expected to benefit from this, being AIM and the ISDX Growth Market.

When?
The exemption will take effect from 28 April 2014.

Our view
The exemption is welcome in levelling the playing field between these UK markets and their non‑UK competitors, where UK shares 
are now frequently able to be traded free of stamp duty and SDRT. It also removes certain SDRT costs that can currently arise if 
non‑UK companies seek to list in the UK.

Inheritance tax (IHT) exemptions

The measure
The government has confirmed that they will consult on the options available for extending the IHT exemption 
currently afforded to armed forces personnel who die in active service. This extension will apply to all emergency 
service personnel who die in the line of duty or whose death is hastened by injury incurred in the line of duty.

Who will be affected?
Emergency service personnel.

When?
Following the proposed consultation, the government intends for the legislation to be included in Finance Bill 2015.

Our view
This change will be welcomed by emergency service personnel with sufficient assets.

New Individual Savings Account (NISA)

The measure
From 1 July 2014 the government has announced the introduction of a new, simpler ISA product, the ‘New ISA’ or 
‘NISA’. The NISA will bring with it equal limits for cash, and stocks and shares, and an increase in the allowed savings 
limit to £15,000 for the 2014‑15 tax year.

42



Previously the ISA limits for 2014‑15 were set at £5,940 for a cash ISA and £11,880 for a stock and shares ISA 
(though the amount which can be saved as stocks and shares is reduced by any amounts saved as a cash ISA). 
These limits will remain for savings made between 6 April 2014 and 1 July 2014, at which point the individual’s 
existing ISA will automatically become a NISA. The conversion to the NISA will allow savers to add further money to 
either a cash or stocks and shares NISA (or combination) up to the new £15,000 limit (with no further limit on how 
much of this may be cash).

For example, between 1 July 2014 and 5 April 2015 (inclusive) an individual may pay into a NISA(s):

• Cash NISA or stocks and shares NISA – £15,000;

• Cash NISA – £7,500, stocks and shares NISA – £7,500 (total £15,000); or

• any combination between a Cash NISA and stocks and shares NISA, up to £15,000.

Individuals may open one cash NISA and one stocks and shares NISA each tax‑year. However, NISAs may be 
transferred between providers as many times as the individual wishes. The new system will also allow individuals to 
transfer previous year’s funds from a stocks and shares ISA into a cash ISA (which is currently not allowed).

Further changes which will be introduced include the extension of the ISA regime to include peer to peer loans and 
the removal of the restrictions for maturity dates of securities held within ISAs. The ISA regime may be extended 
further to include debt securities offered by crowdfunding platforms, but these are only under consideration currently.

The government has also announced that the limits for Junior ISAs and Child Trust Funds will increase from £3,720 to 
£4,000 which will be effective from 1 July 2014.

Who will be affected?
Individual savers.

When?
From 1 July 2014.

Our view
The introduction of the NISA is a welcomed and unexpected announcement. The previous limits for ISAs were often reached by 
individuals quickly and had with limited flexibility for transfers. The £15,000 limit for both stocks and shares NISAs and cash NISAs 
offer individuals more options and flexibility to decide how to save in a tax‑free environment.

Pensions flexibility

The measure
A number of changes are being made to the limits on drawdown pensions, trivial commutation lump sums and small 
pots for registered pension schemes to allow defined contribution members greater flexibility in drawing their pensions.

The government also intends to consult on further measures for greater flexibility in the future. This includes 
consulting on the amendment or abolition of the age limit of 75 for tax relief on pension contributions, increasing 
the minimum pension age from 55 to ten years below state pension age, simplification of dependant’s pensions 
and applying a marginal rate of income tax to withdrawals from defined contribution schemes rather than a 55% 
rate. The government is also consulting on how best to deal with transfers from defined benefit schemes to defined 
contribution schemes.

Who will be affected?
The changes will affect those who are already in capped drawdown as well as those with undrawn benefits.

Pensioners who are currently in capped drawdown are allowed to draw income of up to 120% of an ‘equivalent 
annuity’ (broadly the level of single life annuity that the fund could provide). This level was increased from 100% on 
26 March 2013. The limit will increase further to 150% on 27 March 2014.

Individuals who are looking to go into flexible drawdown on or after 27 March 2014 will only need to have secured 
pension income of £12,000 rather than the current £20,000. Secured pension income includes state pensions, 
annuities and scheme pensions. Where this minimum income threshold is met, and the scheme allows flexible 
drawdown, the individual can draw up to 100% of the fund as pension income.
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Individuals who are over 60 who have total pension rights from all schemes valued at less than £30,000 will be 
able to take the full amount as a lump sum from 27 March 2014 (25% of this would be tax‑free and the remainder 
treated as pension income). This is referred to as a trivial commutation lump sum. This is currently limited to £18,000. 
Associated rules on small pots will be adjusted accordingly, with an increase in the threshold of what qualifies as 
a small pot from £2,000 to £10,000.

When?
The changes in capped drawdown, flexible drawdown, trivial commutation lump sums and small pots will take effect 
from 27 March 2014.

The changes that are subject to consultation are not expected to happen before next year’s budget.

Our view
The changes in capped drawdown and flexible drawdown will allow individuals to draw much more income from their pension 
funds than was previously the case.

The changes in trivial commutation lump sums and small pots will simplify the affairs of individuals with very low aggregate 
pension savings and save them from having to purchase very low value annuities.

It is unclear how the proposed changes to income tax charges on withdrawals from defined contribution schemes will interact 
with the lifetime allowance provisions and the 25% tax‑free lump sum.

Rates and allowances

The measure
The Chancellor announced that the personal allowance will increase to £10,500 from 2015/16 onwards and the 
higher rate threshold will increase by 1% to £42,285. As a result, basic rate taxpayers will be £100 per year better off, 
and higher rate taxpayers with income below £100,000 will be £184 per year better off.

This is in addition to savings of £112 for a basic rate tax payer and £195 for a higher rate taxpayer with income 
below £100,000 in 2014/15 as a result of the previously announced increase in the personal allowance to 
£10,000 and higher rate threshold to £41,865.

Separately it was announced that the eligibility for a personal tax allowance will be reviewed so that it will only be 
available to UK residents and non‑UK residents with strong economic connections to the UK.

In a simplification of current rules, it was also announced that Class 2 National Insurance contributions (NICs) 
(payable in 2014/15 at a rate of £2.75 per week) will be collected via self‑assessment rather than separately via direct 
debit, or upon demand by HMRC.

Finally, in a move to support savers, the starting rate band for savings income will be increased in 2015/16 from 
£2,880 to £5,000. At the same time, the rate applicable to savings income within the starting rate band will reduce 
from 10% to 0%. This provides further relief on top of the personal allowance for individuals who derive their income 
from savings and investments.

Who will be affected?
This measure will affect all individual taxpayers with taxable income of less than £100,000 per year.

When?
The personal allowance will increase to £10,000 from April 2014. The further increase to £10,500, as well as 
changes to the starting rate for savings income, will take effect from April 2015.

Class 2 NICs for the self‑employed will be collected through self assessment from April 2016.

Our view
We welcome increases in the standard personal allowance, which will benefit basic rate taxpayers and higher rate taxpayers with 
income below £100,000.

We are also pleased to see the changes to Class 2 National Insurance which remove an administrative burden for such a small 
liability.
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Salaried members of LLPs: no deferral of implementation date

The measure
As previously announced, measures will come into force on 6 April 2014 to introduce the concept of ‘salaried 
members’ of LLPs.

The consequences of falling within the newly legislated definition of a salaried member are that the individual is to 
be treated, for corporation tax, income tax and NIC purposes, as being employed by the LLP thereby bringing the 
individual into taxation on all earnings from the LLP as deemed employment. The individual’s earnings would be 
subject to employer’s and employee’s NICs and, as employer, the LLP would be obliged to operate PAYE thereon.

An individual LLP member is a salaried member if all three of the following conditions are met. In summary:

(a) the member provides services to the LLP and is remunerated for those services to the extent of 80% or more by 
way of ‘disguised salary’ the quantum of which does not vary by reference to the overall profitability of the LLP; 
and

(b) the member does not have significant influence over the affairs of the LLP; and

(c) the member’s capital contribution to the LLP is less than 25% of his ‘disguised salary’.

Who will be affected?
As currently drafted the rules only apply to members of an LLP constituted under the UK Limited Liability Partnership 
Act 2000 and not, for example, to partners in general partnerships or to partners in LLPs constituted under overseas 
laws.

As well as impacting the financial services, private equity and hedge fund industries, the rules are also known to have 
widespread potential impact on junior partners of professional services firms and have prompted most firms to look 
to implement changes to their capital structure or partner remuneration approach in order to ensure that their junior 
partners continue to be recognised as partners.

When?
Despite representations from business and industry bodies, and the recommendation of the House of Lords Economic 
Affairs Committee that the rules should be delayed until 2015 to allow business to adapt to the changes and for 
fuller consultation to be carried out, the Budget commentary confirms that the new rules will come into effect from 
6 April 2014 as previously announced.

Our view
When LLPs were first legislated in 2000 the rules were inadvertently drafted in such a way as to deem all LLP members to be 
partners irrespective of the commercial and legal substance of their status. HMRC believe that this has led to abuse and that many 
individuals who are, in substance, employees are currently being taxed as if they were self‑employed partners. This results in loss 
of tax revenues to the UK exchequer. On this basis it is understandable that they would wish to remove the automatic deeming of 
LLP members to be partners.

In seeking to be definitive, the legislation loses some of the commercial pragmatism of the existing test and may create practical 
interpretative difficulty for both taxpayers and HMRC practitioners alike.

SDLT on property authorised investment funds

The measure
The Government will consult on the SDLT treatment of the seeding of property authorised investment funds and 
of co‑ownership authorised contractual schemes (likely to be the generally preferred form of the two types of the 
recently introduced tax transparent funds). The consultation will also cover the SDLT consequences of trading units in 
such contractual schemes.

Who will be affected?
This will affect life companies looking to introduce new capital and fund payments to policy holders, those who 
wish to co‑invest in institution‑grade assets and the UK fund management industry looking to grow funds under 
management.
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When?
No timescale is set for consultation, but discussions have been taking place around this for some time already.

Our view
Given that this could potentially unlock up to £25bn of institutionally‑held property for co‑investment through UK based funds, 
this is excellent news.

Seed Enterprise Investment Scheme (SEIS)

The measure
Under current legislation the Seed Enterprise Investment Scheme (SEIS) related to investments made in qualifying 
companies between 6 April 2012 and 5 April 2017. The Finance Bill 2014 will amend the legislation to make SEIS 
permanent. It will also include the permanent extension of the 50% capital gains tax (CGT) reinvestment relief for 
gains accruing to individuals during the 2014‑15 tax year and later years.

The permanence of the scheme will allow investors to take advantage of the 50% income tax relief available on 
investments up to £100,000, capital gains tax exemption on disposal of the SEIS shares, and exemption of up to 
50% of gains made on the disposal of other assets providing gains are reinvested in the qualifying SEIS investments. 
The same conditions must be met by the investor and company for the investor to qualify for the relief as previously 
detailed.

The Government have announced they plan to consult on the use of convertible loans in SEIS (and the Enterprise 
Investment Scheme). Any future changes after consultation will be included in future Finance Acts.

Who will be affected?
Individuals who are interested in investing in SEIS.

When?
From Royal Assent the SEIS will become permanent.

50% CGT reinvestment relief will apply to gains accruing in the 2014‑15 tax year and later years, providing these are 
reinvested in SEIS shares.

Our view
The permanence of the scheme should help smaller start ups raise funds through this scheme while giving investors generous tax 
reliefs for these higher risk investments.

However, companies raising SEIS finance will need to ensure that they remain within the detailed requirements for the necessary 
three year period.

Social investment tax relief

The measure
Social Investment Tax Relief is a new form of tax relief which will be introduced from 6 April 2014 which will allow 
individuals who invest in social enterprises to claim certain income tax and Capital Gains Tax (CGT) reliefs. The relief 
applies to investments made between 6 April 2014 and 5 April 2019 (inclusive) and is available on equity investments 
and loans to social enterprises where certain conditions are met.

It is intended that relief will be available to investments in enterprises that carry on trades which are of benefit to 
society and communities, such as nursing and residential care homes. Therefore, relief will be available to investments 
made into qualifying community interest companies, community benefit societies and charities. The relief will allow 
eligible social enterprises to receive a maximum of around £290,000 investment over three years.
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For the individual investor the following tax reliefs will be available on qualifying investments of up to £1million per 
tax year:

• An income tax reduction of 30% of the amount invested in social enterprises (maximum income tax relief of 
£300,000 pa).

• Any gains on disposal of the social enterprise will be exempt from CGT.

• It will be possible to defer gains made on disposal of other assets up to the amount invested in the social 
enterprise. These deferred gains will come back into charge, and so be subject to CGT, when the investment is 
disposed of or if the conditions for social investment tax relief to be available cease to be met.

Income tax relief may be carried back to the previous tax year though it will not be possible to carry relief back to 
2013‑14, as this tax year pre‑dates the introduction of the relief.

A number of conditions must be met both before investment and throughout the three years following the 
investment. If the investment is disposed of, or if those conditions cease to be met, income tax relief may be clawed 
back, the CGT exemption may be lost and, where applicable, deferred gains may come back into charge.

Who will be affected?
Individuals who wish to invest in social enterprises.

When?
From 6 April 2014.

Our view
The introduction of Social Investment Tax Relief has not come as a surprise with its announcement in the 2013 Budget and the 
release of the draft legislation prior to the 2014 Budget. It was today announced that the rate of income tax relief will be 30%, 
which is the same as the rate of income tax relief on investments which qualify for relief under the Enterprise Investment Scheme 
(EIS), which seems sensible.

The Scottish rate of income tax

The measure
The Scottish rate of income tax (SRIT) was originally legislated in the Scotland Act 2012 and will be introduced in 
April 2016. Various technical issues have subsequently been identified, including:

• The mechanics of gift aid where there are differences between the UK basic rate and the Scottish basic, higher and 
additional rates of tax;

• Ensuring that tax relief for payments into occupational pension schemes is awarded at the marginal rate paid by 
the Scottish taxpayer;

• Ensuring that taxation of income from trusts is subject to an appropriate level of income tax (whether UK or 
Scottish rates apply should depend on the nature of the Trust).

New legislation will be introduced in the Finance Bill 2014 to amend the structure of the income tax legislation. It will 
set out how the SRIT is applied in calculating the overall rates of tax applicable to the non‑savings income of Scottish 
taxpayers to ensure that the calculation of tax payable in relation to the above issues is clear and can be amended 
easily if required in the future.

Additionally, other new legislation will require the National Audit Office (NAO) to report directly to the Scottish 
Parliament on:

• the amounts identified by HMRC as expenditure on the Scottish rate reimbursed by the Scottish government;

• the amounts identified as collected in respect of the Scottish rate; and

• the adequacy of processes for operating the Scottish rate and confirmation that the processes have been complied 
with.
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It also allows the NAO to undertake discretionary value for money audits on aspects of HMRC’s expenditure on 
implementing or operating the Scottish rate.

Who will be affected?
Those individuals who are classified as Scottish taxpayers.

The NAO, HMRC and the Scottish Parliament will be impacted by additional NAO reporting requirements.

When?
The SRIT is expected to be in force from 6 April 2016 and the changes outlined above should also apply to all 
Scottish taxpayers from this date.

NAO reporting requirements will take effect slightly earlier in relation to the financial year ending on 31 March 2015 
and subsequent financial years.

Our view
The provisions are welcomed as they provide a greater degree of certainty to Scottish taxpayers about the rates that will be 
applicable to non‑savings income.

Transferable personal allowances

The measure
In the Autumn Statement 2013, the Chancellor announced that from April 2015 it will be possible to transfer up 
to £1,000 of your unused personal allowance to a spouse or civil partner. This amount will now be increased to 
£1,050 following the uplift in the standard personal allowance from April 2015 to £10,500. The transferred personal 
allowance will act as a tax reducer for the recipient. The recipient’s tax liability will be reduced by 20% of the amount 
transferred, regardless of the marginal rate of income tax for either party.

Married couples who are eligible to claim the Married Couples Allowance (MCA) will not be able to make a transfer. 
The MCA is only available where at least one of the spouses, or civil partners, was born before 6 April 1935.

Who will be affected?
This will be available to couples provided that neither spouse or civil partner is a higher or additional rate taxpayer. 
Additionally, it will not be available to non‑UK domiciled individuals who elect to pay tax on the remittance basis of 
taxation or non‑UK residents who would be higher or additional rate taxpayers if their worldwide income was within 
the scope of UK tax.

When?
This measure will come into effect from 6 April 2015.

Our view
The measure will primarily benefit single earner households, where the personal allowance of a non‑earning spouse was previously 
wasted. Transfers of the personal allowance from individuals who have the entire amount remaining will generate tax relief 
totalling £210 (£1,050 x 20%).

UK residential property held by non‑natural persons

The measure
The Chancellor has announced that certain anti‑avoidance rules which were introduced in 2012 and 2013 on 
residential properties valued at more than 2m held by ‘non‑natural’ persons will now apply to such property worth 
£500k or more.

SDLT – extension of the 15% rate
A rate of 15% SDLT currently applies to residential dwellings valued at more than £2 million purchased by certain 
non‑natural persons (principally companies, but also including unit trusts and certain partnerships). The 15% rate will 
now also be capable of applying to a purchase of residential dwellings worth more than £500,000.
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ATED – introduction of new rate bands
The Government will introduce two new rate bands for the Annual Tax on Enveloped Dwellings (‘ATED’), to bring 
properties worth more than £500,000 into charge. The first band will apply to residential properties worth more than 
£500,000 up to £1 million and will impose an annual charge of £3,500. The second band will apply to properties 
worth more than £1 million up to £2 million and will impose an annual charge of £7,000. As with the annual charges 
under the current ATED bands, the two new charges will be increased by CPI each year.

The ATED‑related capital gains tax charge will also apply to properties in the two new ATED bands.

Who will be affected?
The measures are aimed at owner occupiers (or people who leave their properties empty) holding property through 
companies rather than in their own name. Reliefs continue to be available for property investors, developers and 
traders.

When?
The extension of the 15% rate will take effect from 20 March 2014. The introduction of the two new ATED bands 
will be staggered, with the £1 million to £2 million band coming into effect from 1 April 2015 (and the capital gains 
tax charge applying to gains accruing from 6 April that year), and the £500,000 to £1 million band coming into effect 
from 1 April 2016 (and the capital gains tax charge applying to gains accruing from 6 April that year).

Our view
This measure reflects the government view that the existing rules on enveloped dwellings are seen as a success, both as a counter 
against the avoidance of SDLT through selling property in corporate ownership and as a revenue raiser in its own right. ATED has 
raised five times more revenue than expected and this extension is forecast to generate an additional £90m annually. There is 
also a welcome recognition that this imposes an administrative cost on those businesses claiming relief and that this needs to 
be addressed.

Venture Capital Trusts (VCTs)

The measure
The government has announced that it intends to make a number of changes to the Venture Capital Trust (VCT) 
legislation which will become effective from 6 April 2014. These changes aim to tighten up the legislation for VCTs in 
areas where the government believes VCTs act outside the intentions of the current legislation. In essence, these are 
anti‑avoidance measures.

The changes to be introduced are as follows:

• Individuals’ entitlement to VCT income tax relief will be restricted where investments are conditionally linked in any 
way to a share buy‑back (i.e. where VCTs offer to repurchase shares from the investor as an incentive to invest).

• Income tax relief will also be restricted where individuals make investments into VCTs within 6 months of disposing 
of shares in the same VCT.

• VCTs will no longer be able to return capital subscribed by investors within 3 years of the end of the accounting 
period in which the shares were issued.

• There is currently no minimum period for which VCT shares must be held before CGT exemption becomes available. 
From 6 April 2014, HMRC can withdraw the exemption where VCT shares are sold within five years of acquisition 
of shares.

A final change to the VCT legislation is that investors will be able to subscribe for VCT shares via a nominee with 
effect from Royal Assent. This will mean individuals will be able to subscribe for VCT shares through brokers.

The government will also consult on restricting the availability of VCT relief where VCTs enter into continued 
arrangements in order to invest in relatively low‑risk, government‑subsidised companies. The government have not 
announced an implementation date for any changes which they decide to implement following consultation.

Who will be affected?
Individuals who have or want to invest in VCTs.
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When?
The amendment to enable share subscriptions to be made by nominees will be made from the date Royal Assent is 
given to the Finance Bill 2014 which is expected to be in summer 2014.

The other changes set out above will take effect from 6 April 2014 with the exception of the changes to take effect 
following consultation, for which no start dates have been announced.

Our view
The tightening up of VCT legislation does not come as a surprise as many of these changes were first announced in the 2013 
Budget.

The new changes to come out of the 2014 Budget relate to the five year holding period for CGT exemption and the extension of 
relief to individuals who acquire VCT shares through a nominee. The nominee change will be useful for investors who would like 
to purchase VCT shares through brokers.
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Employers

Capital gains tax: treatment of split year residents

The measure
The government announced that an oversight in the split year rules introduced as part of the Statutory Residence Test 
will be corrected. This will ensure that capital gains made by a remittance basis user in the overseas part of a split 
year of residence are not charged to tax.

Who will be affected?
Individuals who claim the remittance basis of taxation.

The current law results in an inequitable treatment between individuals arriving in the UK (who are not temporary 
non‑residents). Where such an individual realises a capital gain from the disposal of a non‑UK asset in the overseas 
part of a split tax year (i.e. before they became UK tax resident) and remit the proceeds to the UK after they establish 
UK tax residence, they will be taxed on that remittance if they claim the remittance basis of taxation. In contrast, an 
otherwise identical individual who claimed the arising basis would not be subject to a tax charge.

When?
The correction, backdated to 6 April 2013, will be made in Finance Bill 2014.

Our view
The correction is a welcome measure to remove an inconsistency.

Company car and fuel benefit

The measure
The Chancellor continued the now well established trend of increasing the tax and NIC take on employer provided 
cars and fuel for private travel. The company car benefit will increase by 2% in both 2017/18 and 2018/19 to 
a maximum of 37% applied to the list price of the car for both years. However, cars with CO2 emissions between 
0‑50 and 51‑75 b/km will be increasing by 4% and 3% respectively in 2018/19 compared to the percentages applied 
in 2017/18. The Fuel Benefit Charge (FBC) rate will increase by RPI from April 15.

The government estimates that these measures will increase their revenue over the two tax years by £720m, taking 
into account an anticipated move away from the provision of private fuel.

The Van Benefit Charge and FBC for vans will increase by RPI from April 15.

Who will be affected?
Businesses who provide company cars, with or without fuel, as well as those that allow employees to use company 
vans for private travel, above normal commuting.

Employees who are provided with these vehicles will see an increase in their income tax.

When?
The new changes for company cars will be introduced from 2017/18 and for fuel and vans from 6 April 2015.

Our view
In general the changes were expected, however, the increasing NIC cost for what are currently considered low emission cars may 
come as a surprise to some employers. The increasing cost to both employers and employees may encourage businesses to look to 
alternative ways of supporting employees using cars to travel on business and private journeys that do not include the provision of 
a company car.
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Construction Industry Scheme

The measure
The government will consult on options to improve the operation of the Construction Industry Scheme (CIS) for 
smaller businesses and to introduce mandatory online filing for contractors. Discussions will also be held with industry 
on revisions to reporting obligations and improvements in registration for joint ventures.

Who will be affected?
We expect this measure will affect self‑employed contractors in the construction industry who currently file on paper.

When?
The consultation will take place in summer 2014.

Our view
We will need to wait for the detail of the consultation to assess the likely impact. Contractors and those responsible for CIS 
administration should familiarise themselves with the proposals when published to make sure they understand how any changes 
could impact them.

Consultation on changes to taxation of unapproved share plans

The measure
In January 2013, the Office of Tax Simplification (OTS) published a report containing recommendations on the 
simplification of the UK taxation of unapproved employee share plans. A number of the OTS recommendations have 
already been incorporated into Finance Bill 2014. In Budget 2014, the government announced that it will consult on 
the following further recommendations:

• The OTS recommended that the law be amended so that the charge to income tax and national insurance on share 
awards would only arise on the shares when they become marketable. This would mainly impact companies whose 
shares are not listed.

• In order to create a market for employees’ shares (primarily but not exclusively for shares in unlisted companies) the 
OTS recommended the introduction of a simple UK vehicle to hold shares. These vehicles would replace the more 
complex trust arrangements that are currently used.

Who will be affected?
The measure will be relevant to all companies offering shares/share awards to UK employees. In practice, the changes 
will have more impact for private companies.

When?
Any changes are expected to be included in Finance Bill 2015, with effect from 2015/16.

Our view
We welcome the decision to consult on possible changes in this area. The current legislation gives rise to considerable complexity, 
particularly for private companies.

DOTAS and tax payments following litigation of tax avoidance 
schemes

The measure
As announced in the Autumn Statement 2013, legislation will be introduced in the Finance Bill 2014 aimed at 
taxpayers who have used avoidance schemes which are defeated in another party’s litigation, and who do not settle 
the dispute with HMRC. This legislation will obligate taxpayers to amend their returns or settle the disputed amount 
to HMRC accordingly. It is intended that this change will achieve the Government’s aim of removing the incentives to 
enter into tax avoidance schemes. Where disputed amounts are not paid on demand, penalties may be charged.
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Additionally, following the recent consultation, the rules will be extended to users of schemes disclosed under the 
Disclosure of Tax Avoidance Schemes (DOTAS) rules, and to taxpayers involved in schemes subject to counteraction 
under the General Anti‑Abuse Rule (GAAR). As such, the payment of the disputed tax in such cases will be 
accelerated as it will be payable to HMRC on demand. It should be noted that the legislation will stipulate that HMRC 
will only be able to issue accelerated payment notices where enquiry notices/notices of assessments have been 
issued. If the taxpayer subsequently wins their case in the courts, they will be reimbursed with interest.

Who will be affected?
Taxpayers who have entered into tax avoidance schemes which have been defeated in another party’s litigation, 
schemes disclosed under the DOTAS rules and schemes subject to counteraction under the GAAR.

When?
These changes will take effect from Royal Assent of Finance Bill 2014.

Our view
Following on from the recent Autumn Statement 2013 announcements and the subsequent consultation, it was anticipated 
that the Government would continue its drive to counter tax avoidance and the incentives of entering into such schemes. It is 
anticipated, based on OBR analysis, that £4billion of tax receipts will be advanced.

The extension to users of schemes disclosed under the DOTAS rules, and to taxpayers involved in schemes subject to counteraction 
under the GAAR, will bring more individuals into the scope of these new rules, although it does at least provide more certainty as 
to who will be affected.

Dual contracts

The measure
In the Autumn Statement it was announced that changes will be made to prevent high earning non‑domiciled 
individuals from using dual contract arrangements to avoid tax by ‘an artificial division of duties of one employment 
between contracts in both the UK and overseas’.

The following changes will be made from 6 April 2014:

• The remuneration received under the non‑UK contract will be taxed in the UK on an arising basis (even if the 
remittance basis is claimed) unless the arrangements fall outside of widely drawn parameters;

• The proposals also include consequential adjustments to the rules for disguised remuneration and foreign securities 
income to limit the application of the remittance basis in respect of third party or share‑based income where the 
relevant non‑UK employment is not eligible for the remittance basis.

It is not anticipated that this will have an effect on national insurance provided that the foreign employment is legally 
a separate employment.

Following consultation the restrictions on the artificial use of dual contracts previously announced in the Autumn 
Statement have been slightly relaxed ‘to prevent charges arising on dual contracts which are not motivated by 
tax avoidance’. Remuneration earned prior to 5 April 2014 under a non‑UK contract but paid on a deferred basis 
after then will not be subject to the new rules. It may therefore continue to be taxed only if remitted to the UK. 
Clarification is being sought as to whether this will apply in all cases, including where the income is earned for an 
earlier year but the charge (on employment‑related securities) is expressed to be ‘for’ the year in which income 
is received.

The anti‑avoidance rules do not apply where the employee has paid sufficient foreign tax on his non‑UK contract 
income. Previously, the government required that foreign tax should be paid at an effective rate of 75% of the UK 
additional rate of 45% (or 33.75%). This percentage is now reduced to 65% of the additional rate, so foreign tax 
charged at an effective rate of 29.25% will be sufficient.

The government also accepts that the rules will not be triggered where a separate non‑UK employment is held 
for legal or regulatory reasons, e.g. an executive is not permitted to do business in a foreign country unless he 
becomes a director of a local company. Directorships will also be exempt where their personal shareholding (or their 
associates’ shareholding) in their employer is less than 5%.
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Who will be affected?
In the main high‑earning UK resident but non‑domiciled executives working in the financial sector and with roles 
involving frequent international travel.

When?
The measures will apply to income earned from 6 April 2014.

Our view
These relaxations are welcome but will not make a very significant difference to the rules announced in December, which are 
expected to bring dual contract arrangements largely to an end. The most significant change is the carve‑out extended to 
remuneration earned prior to 6 April 2014 but currently deferred. The businesses affected will welcome this. The exemptions 
for directors are also welcome, but may be of limited effect. They will help where there is a regulatory requirement to hold 
a directorship, but not where an investment entity, for instance, finds it merely prudent for a senior executive to sit on the board 
of an investment target.

Inheritance tax (IHT) exemptions

The measure
The government has confirmed that they will consult on the options available for extending the IHT exemption 
currently afforded to armed forces personnel who die in active service. This extension will apply to all emergency 
service personnel who die in the line of duty or whose death is hastened by injury incurred in the line of duty.

Who will be affected?
Emergency service personnel.

When?
Following the proposed consultation, the government intends for the legislation to be included in Finance Bill 2015.

Our view
This change will be welcomed by emergency service personnel with sufficient assets.

Revalorisation of fuel scale charges

The measure
The revalorisation of fuel scale charges is no longer part of the Budget process and will not be included within the 
Finance Bill. The new tables are to be published on the HMRC website.

Who will be affected?
Any taxpayers who provide fuel to employees for private use and account for VAT under the provisions for car fuel 
scale charges.

When?
The changes apply for accounting periods starting on or after 1 February 2014.

Our view
This completes the process of updating the UK law on VAT road fuel scale charges that was announced in Budget 2012. 
This legislative simplification measure will mean that any changes to the car fuel scales charge rates will not require amendments 
to the legislation, but rather will be updated on the HMRC website.

Salaried members of LLPs: no deferral of implementation date

The measure
As previously announced, measures will come into force on 6 April 2014 to introduce the concept of ‘salaried 
members’ of LLPs.

54



The consequences of falling within the newly legislated definition of a salaried member are that the individual is to 
be treated, for corporation tax, income tax and NIC purposes, as being employed by the LLP thereby bringing the 
individual into taxation on all earnings from the LLP as deemed employment. The individual’s earnings would be 
subject to employer’s and employee’s NICs and, as employer, the LLP would be obliged to operate PAYE thereon.

An individual LLP member is a salaried member if all three of the following conditions are met. In summary:

(a) the member provides services to the LLP and is remunerated for those services to the extent of 80% or more by 
way of “disguised salary” the quantum of which does not vary by reference to the overall profitability of the LLP; 
and

(b) the member does not have significant influence over the affairs of the LLP; and

(c) the member’s capital contribution to the LLP is less than 25% of his “disguised salary”.

Who will be affected?
As currently drafted the rules only apply to members of an LLP constituted under the UK Limited Liability Partnership 
Act 2000 and not, for example, to partners in general partnerships or to partners in LLPs constituted under overseas 
laws.

As well as impacting the financial services, private equity and hedge fund industries, the rules are also known to have 
widespread potential impact on junior partners of professional services firms and have prompted most firms to look 
to implement changes to their capital structure or partner remuneration approach in order to ensure that their junior 
partners continue to be recognised as partners.

When?
Despite representations from business and industry bodies, and the recommendation of the House of Lords Economic 
Affairs Committee that the rules should be delayed until 2015 to allow business to adapt to the changes and for 
fuller consultation to be carried out, the Budget commentary confirms that the new rules will come into effect from 
6 April 2014 as previously announced.

Our view
When LLPs were first legislated in 2000 the rules were inadvertently drafted in such a way as to deem all LLP members to be 
partners irrespective of the commercial and legal substance of their status. HMRC believe that this has led to abuse and that many 
individuals who are, in substance, employees are currently being taxed as if they were self‑employed partners. This results in loss 
of tax revenues to the UK exchequer. On this basis it is understandable that they would wish to remove the automatic deeming of 
LLP members to be partners.

In seeking to be definitive, the legislation loses some of the commercial pragmatism of the existing test and may create practical 
interpretative difficulty for both taxpayers and HMRC practitioners alike.

Share plans for internationally mobile employees

The measure
Under current UK legislation, there is significant complexity in determining the UK income tax and NIC treatment of 
share based incentives for internationally mobile employees (IMEs). There can be different analyses depending on, for 
example, the type of award granted and whether the employee is inbound to or outbound from the UK. The income 
tax analysis will also in many cases be different to the NIC analysis.

Following the report of the Office of Tax Simplification (OTS) on the taxation of unapproved share plans, the draft 
legislation (published in December 2013 following the Autumn Statement) includes clauses to simplify the UK 
taxation of share awards. In particular, legislation will be introduced such that the amount liable to UK taxation will 
be based on the proportion of the total gain that accrued while the employee is working in the UK.

Following representations from business, Budget 2014 has confirmed that the new legislation will apply to events 
(i.e. vesting of share awards/exercise of options) on or after 6 April 2015 – irrespective of the date on which the share 
award/option was originally granted.

Who will be affected?
The measure will be relevant to all companies who have internationally mobile employees participating in share 
based incentive plans.
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When?
The new rules will now apply to events (e.g. share awards vesting/options exercised) on or after 6 April 2015.

Our view
The proposals announced in December 2013 to simplify the taxation of share plans for IMEs are generally welcome. There are still 
some uncertain areas – notably in respect of whether the UK NIC charge will automatically follow the UK income tax charge – but 
the changes should be a significant step in simplifying the taxation of share based incentives for IMEs.

The change announced in Budget 2014 in respect of the transitional provisions is a significant change which companies should be 
aware of. There will be some winners and some losers from the new transitional rules. Companies and employees should therefore 
understand the implications for them.

Simplifying the administration of employee benefits and expenses

The measure
The government will consult on four of the recommendations from the Office of Tax Simplifications review of 
employee benefits and expenses to simplify the administration of employee benefits and expenses; voluntary 
inclusion of benefits on the payroll, a general exemption for non‑taxable expenses, a trivial benefits exemption and 
abolishing the £8,500 threshold for lower paid employees.

Who will be affected?
These potential changes could affect all employers who provide benefits and expenses and their employees.

Some 3,000 employers already include benefits on the payroll under informal arrangements. These employers 
will have their administrative burden reduced if they are no longer required to report the benefits on P11Ds. 
Other employers may want to include benefits on the payroll with the support of a statutory framework.

If a general exemption for non‑taxable expenses is introduced, we anticipate that there will no longer be a need for 
employers to apply for P11D dispensations and all employers will need to decide if an expense qualifies under the 
exemption and only report taxable expenses.

Employees earning less than £8,500 and in receipt of benefits may find that their tax liability increases and there will 
be corresponding increase in the employers Class 1A NIC liability, if the employer has previously been observing the 
threshold.

Employers who provide small benefits, such as flowers, can expect to have more certainty with a statutory exemption 
for trivial benefits.

When?
No timescale has been set, but the outcomes of the consultations will be included in a future Finance Bill.

Our view
There is appetite amongst employers, particularly larger employers, to be able to deduct tax on benefits through the payroll. 
Employers think it will be easier for their employees to understand how they are paying tax on benefits if they can see the 
deductions on their payslips rather than in their PAYE coding notice.

A general exemption for non‑taxable expenses could streamline the expenses process for all employers. Most large employers have 
P11D dispensations and have a good grasp of which expenses are taxable, but this recommendation will make things much more 
straightforward for other employers. For this proposal to work clear and comprehensive guidance will be needed.

Removing the £8,500 threshold is an obvious simplification to the tax code. HMRC will want to assess if there will be losers from 
this change. The fact that some benefits are not taxable or reportable for lower paid employees means that it will be more difficult 
for them to assess who may be disadvantaged.

Some employers think that the informal limits they can agree with HMRC for trivial benefits are too low. A statutory definition to 
clarify the position would be welcomed.
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Travel and subsistence expenses

The measure
The government has announced a review of the tax rules underlying the tax treatment of travel and subsistence 
expenses.

Who will be affected?
All employers who require their employees to travel in the course of their employment will be affected.

When?
To be confirmed.

Our view
In the 15 or so years since the travel and subsistence rules for employees were last reviewed there has been a significant shift in 
working patterns. More employees are being asked to take on responsibilities at more than one location and in general employees 
are required to be more mobile. This review is timely. Employers need travel rules that are fit for modern work practices.
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