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Commentary

Twitter word cloud
The most popular phrases tweeted during George Osborne’s 2015 Summer Budget speech.

Summer Budget speech word cloud
The most popular phrases during George Osborne’s 2015 Summer Budget speech.
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Budget rumours warned us to expect a major Budget – 
and so it proved
Bill Dodwell, head of Deloitte’s tax policy group, said:

  Budget rumours warned us to expect a major Budget – and so it proved. One hour and six minutes later, 
Chancellor George Osborne had announced net tax rises worth nearly £5.8 billion by 2020‑21. He also announced 
£800 million in new funding for HMRC – about £225 million annually.

  The headline measure is the increase in the national minimum wage to £7.20 per hour from £6.50 currently (and 
its renaming to national living wage). This will then increase to 60% of median earnings by 2020. Business receives 
support in the form of an increase in the employment allowance to £3,000 from 2016 and, from 2017, a cut 
in corporation tax to 19%, followed by a cut to 18% from 2020. Business investment also receives support in 
the form of a permanent £200,000 annual investment allowance (immediate tax relief for business assets) once 
the current £500,000 allowance finishes at the end of 2015. Large companies with profits over £20 million will 
be asked to pay their corporation tax during the accounting year, though, which brings in about £8 billion over 
2017‑19.

  The banking sector has asked for changes to the bank levy – and the government has agreed. The asset‑based levy 
will reduce from 0.21% currently to 0.1% by 2021 – and will then apply only to UK operations. However, banking 
profits will face an 8% surcharge from 1 January 2016. It is better to charge tax on profits rather than on balance 
sheet size and the changes should support UK banking activities.

  The Conservative manifesto promised increases in the personal allowance to £12,500 by 2020 – and the first 
instalment is an increase in the 2016‑17 allowance to £11,000 (up from the previously announced £10,800). 
This costs about £1.1 billion. The higher rate threshold (when 40% kicks in) goes up to £43,000 in 2016‑17 and 
£43,600 a year later. However, this offers only an 8% benefit as the Red Book confirms that the national insurance 
(NIC) threshold will remained aligned – so a 20% income tax saving is matched with a 12% NIC increase.

  There’s the first major change to dividend taxation since Gordon Brown’s reforms in 1998. From April 2016 there 
will be a tax‑free allowance of £5,000 – but dividends over this amount will be taxed at 7.5%, 32.5% or 38.1% 
(for basic rate, higher rate and additional rate taxpayers). This will increase the tax borne by owner‑managed 
companies which have traditionally paid dividends instead of salaries subject to NIC.

  The election issue of non‑domiciled individuals leads to changes, so that the benefits of the status will be lost 
once an individual has been UK resident for fifteen years. People born in the UK to UK‑domiciled parents will no 
longer be able to claim non‑domiciled status and UK homes owned by overseas companies will be included in their 
estates for UK inheritance tax purposes.

  Finally, comments in some papers about tax relief for interest costs on buy‑to‑let property may have sparked 
changes. From April 2017, tax relief for interest will be restricted to basic rate. The impact on the market is 
uncertain, but some investors have used very high levels of borrowing so that rentals have been fully offset by 
interest. This, in future, may lead to annual losses.

  The private equity sector also faces change with increased capital gains tax charges on ‘carried interest’, intended 
to raise £400 million annually. 

Slowing austerity, jump‑starting wages and 
reshaping welfare
Commenting on the public finance outlook set out in today’s Budget, Ian Stewart, chief economist at Deloitte, said:

  This bold and radical Budget aims to slow the pace of austerity, jump‑start wages and reshape the Welfare State.

  The OBR forecasts show Mr Osborne has eased up significantly on the pace of austerity. Over the lifetime of this 
Parliament departmental spending, stripping out benefits and interest payments, will be £83 billion higher than 
forecast in March, largely financed by raising taxes and welfare cuts.

  The Chancellor emphasised cuts in Corporation Tax and increases in tax thresholds in his statement, but make no 
mistake, this is a tax raising budget. The OBR forecasts net taxes to rise by £47.2 billion over the next four years, 
with much of the money coming from increases in dividend tax, insurance premium tax, vehicle excise duty and 
cuts in pension tax relief, and welfare cuts will raise £34.9 billion.
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  Mr Osborne also plans to borrow more than he set out in March, particularly in the next two years where 
borrowing rises by £16.7 billion. The Budget will ease the pain of spending cuts in the next two years, but at the 
expense of deep cuts in welfare, tax rises and more borrowing. The deadline for returning the public finances to 
surplus has been pushed back by a year.

  With his slogan ‘Britain deserves a pay rise’ Mr Osborne has signalled that he expects the private sector to share 
the gains from growth by raising wages. The new National Living Wage will rise by almost 7.0% per year over 
the next five years. By implementing the Living Wage Mr Osborne has prioritised pay rises for the low paid over 
creating more low paid jobs.

  Mr Osborne has pitched the Conservatives as the party of the low paid. But whether the reality matches the 
ambition depends on whether private sector wages more than fill the gap left by shrinking in‑work benefits. 

Positive property changes for room‑letters
Commenting on buy‑to‑let changes, Patricia Mock, tax director at Deloitte said:

  There are wide ranging changes which will affect those owning property, either as their residence or as 
a buy‑to‑let.

Rent‑a‑room relief

  A more positive change is the increase in the rent‑a‑room exemption for those who let a room in their own home. 
This has been frozen since 1997 so the increase in the exemption from tax on this income from £4,250 to £7,500 
from April 2016 will be very welcome. 

Inheritance tax exemption

  More details have been announced on the proposal that from April 2017 there will be a new transferable main 
residence allowance of £175,000 for each parent leaving their home to their children and grandchildren. This will 
increase the inheritance tax (IHT) threshold in these circumstances from £325,000 to £500,000, totalling £1 million 
for married couples and civil partners. The transferable main residence allowance will be tapered for those leaving 
estates worth more than £2 million, at the rate of £1 for every £2 so that the new relief will be unavailable for 
those leaving an estate worth more than £2.35 million. However, the existing nil rate band of £325,000 which has 
already been frozen since 2009 will continue to be frozen until 2021, somewhat reducing the benefit of the new 
allowance. If the £325,000 band had increased by CPI since 2009 it would now be approximately £378,000.

  Rather than applying in full immediately, the main residence nil‑rate band will be phased in, at £100,000 for deaths 
in 2017/18, £125,000 in 2018/19, and £150,000 in 2019/20, reaching £175,000 in 2020/21 and thereafter 
indexed at CPI. Any unused element of the band can be passed to a surviving spouse or civil partner, and this will 
apply if the surviving spouse dies on or after 6 April 2017 irrespective of when the first spouse died.

  There were concerns that the original proposals may have discouraged downsizing and the proposals today allow 
for this possibility by introducing an IHT credit, which can be applied for when a property is sold. This element will 
apply to any downsizing on or after 8 July 2015, providing an equivalent value of assets (including a smaller house 
if relevant) are left to direct descendants on death. The introduction of an IHT credit is helpful in allowing flexibility, 
although how it will work in practice has yet to be fully worked out and there is to be a consultation on this part 
of the changes.

  IHT raised some £3.4bn in 2013/14, a higher increase than in previous years, reflecting in many cases, house price 
growth and is expected to increase further. This change will reduce the rate of increase, but an increase is still 
expected with receipts expected to rise to around £5.8m by 2020/21.

  This will be a very welcome change for those who have larger properties, particularly the flexibility to downsize. 
Those who are likely to be affected should ensure that if any notice needs to be given to HMRC when downsizing 
takes place that this is dealt with to secure the allowance on the later death. 
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Buy‑to‑let landlords

  The deduction for interest on buy‑to‑let mortgages will be restricted, in a phased basis from 6 April 2017, 
although these landlords will still ultimately benefit from a basic rate tax deduction. This measure may decrease the 
appeal of buy‑to‑lets as an investment and may also mean that rents increase.

  There will be a phased deduction. At present the full interest paid is deducted against rental income, saving tax 
at the investor’s marginal tax rate, of up to 45%. From 2017/18 the deductible amount will gradually reduce by 
25% each year (75% in 2017/18, 50% in 2018/19, 25% 2019/20, and 0% thereafter). Any amount not deductible 
against the rental income gives a basic rate reduction against the taxpayer’s income tax liability. Over the period 
this will mean that the cost of finance for a higher rate taxpayer will increase from 60% of the amount paid to 
80% an increase of one–third.

  The changes will not apply to properties which are furnished holiday lettings – i.e. they meet strict criteria for the 
length of each letting and overall letting period in the year. These properties already have some tax advantages, in 
particular qualifying for entrepreneurs’ relief on sale, and there may be more interest in meeting these rules in the 
future.

  As a separate measure, the wear and tear allowance that gives landlords of furnished property a 10% deduction 
against rents for the costs of furnishings, for example, may be abolished in favour of a new system which enables 
landlords to only deduct actual costs incurred. It is not clear whether there will be a revenue deduction when the 
costs are incurred or a capital allowances system which provides a phased tax deduction over the lifetime of the 
asset, (in the same way as applies for furnished holiday lettings) or how the proposal will apply to costs which have 
already been incurred. 
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Business measures

Bank compensation payments

The measure
The Chancellor announced in March that the government intended to deny corporation tax relief for compensation 
payments associated with the widespread misconduct in the banking sector. The government subsequently consulted 
on the detailed design of this measure earlier this year.

Following the consultation, the government has decided to apply the restriction to compensation costs related to 
issues that are ‘significant in size’ and not ‘administrative issues’. It was also announced that the denial of relief will 
apply to both the compensation costs and also the associated administrative costs.

The Budget forecasts tax revenue resulting from these restrictions to be approximately £200m per annum, which is 
consistent with the previous forecast in March 2015.

Who will be affected?
Banking companies, building societies and associated companies who incur compensation costs.

When?
The restrictions apply to compensation expenditure arising on or after 8 July 2015.

Proposed legislation will be published in the Summer Finance Bill.

Our view
Banks have been paying out billions of pounds in compensation for mis‑selling various products. These costs have been treated as 
tax deductible in line with the fact that the original profits from these sales were taxed. In future, banks will be denied tax relief 
for ‘compensation payments’, which will increase their corporation tax bills.

The decision to exclude compensation for ‘administrative issues’ appears sensible. The new legislation should therefore 
predominantly apply to costs associated with mis‑selling or similar scenarios of serious mis‑conduct.
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Bank Levy changes

The measure
The Chancellor today announced that the rate of Bank Levy will gradually reduce from 0.21% to 0.10% over the next 
6 years. The half‑rate that applies to long term liabilities will also correspondingly reduce from 0.105% to 0.05%.

The detail on the rates announced today was as follows:

Rate Period Bank Levy – Main Rate
Bank Levy – Reduced rate for long term 

chargeable equity & liabilities

1 April 2015 – 31 December 2015 0.21% 0.105%

1 January 2016 – 31 December 2016 0.18% 0.09%

1 January 2017 – 31 December 2017 0.17% 0.085%

1 January 2018 – 31 December 2018 0.16% 0.08%

1 January 2019 – 31 December 2019 0.15% 0.075%

1 January 2020 – 31 December 2020 0.14% 0.07%

1 January 2021 – 31 December 2021 0.10% 0.05%

The Chancellor also announced that relief will be available for payments made to the Eurozone Resolution Fund from 
1 January 2016. This should reduce the double charge that currently applies.

In the longer‑term, the Chancellor also announced a change to the calculation methodology for Bank Levy, such 
that it will be charged on only UK balance sheet liabilities from 1 January 2021 onwards. This is part of a ‘long‑term 
roadmap’ for the taxation of banks that aims to improve UK competitiveness and support the UK economy.

The Budget forecasts tax revenue from the new tax surcharge on profits of banking companies, also announced 
today, to exceed the reduction in revenue from the Bank Levy by £1.7billion over the first five years. Once again, 
he mentioned that the new measures are driven by a desire to ensure that ‘banks’ make a fair contribution to the 
UK economy.

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

When?
The first reduction in Bank Levy rates will apply from 1 January 2016. As Bank Levy is charged at the balance sheet 
date, the new rates affects periods ending after 31 December 2015. Banks without a calendar year‑end will be 
charged at a blended rate.

Our view
Since its introduction in 2011, the Bank Levy had risen nine times and tripled compared to the initial rate.

Approximately 30 banks are subject to the levy, but roughly 70% of it is paid by the large UK banks. One has to remember that 
the levy is not a tax on bank profits, but on the size of the balance sheet, so must be paid even when a bank doesn’t make any 
profit. Now that most banks have successfully shrunk their balance sheets and returned to profit, there are now less liabilities and 
more profits to tax.

The Chancellor has responded to concerns raised that the current level of the Bank Levy is hurting UK competitiveness. Shifting the 
tax burden to profits, away from balance sheets, should make it easier for banks to forecast and afford their tax costs. There will 
inevitably be winners and losers from these changes. The longer‑term change in the calculation methodology for the Bank Levy 
should benefit UK head‑quartered banks, although it is many years away. There is no quantification or detail on the longer‑term 
proposals at this stage.

Overall, a modest incremental increase in tax revenue is expected from the banking sector due to the measures announced today. 
Banks are under pressure to raise capital levels and boost lending; increasing tax revenue should make both of those goals harder 
to achieve. However, the shift towards taxation of profits and announcements on Bank Levy are likely to be welcomed by many 
and help improve the competitiveness of the UK banking sector.
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Bank corporation tax surcharge

The measure
The Chancellor today announced a new surcharge of 8% on the profits of banking companies. This is part of 
a ‘long‑term roadmap’ for the taxation of banks that aims to improve UK competitiveness and support the UK 
economy. Once again, he mentioned that the new measures are driven by a desire to ensure that ‘banks’ make a fair 
contribution to the UK economy.

The new tax surcharge will be collected alongside corporation tax, similar to the collection of the Bank Levy. It will 
apply to ‘total taxable profits’ computed for corporation tax purposes, excluding group relief from non‑banking 
companies and losses arising prior to 2016. There will also be a targeted anti‑avoidance rule (‘TAAR’) to prevent 
arrangements seeking to mitigate the new surcharge.

The Budget forecasts incremental tax revenue from the new tax surcharge to exceed the reduction in revenue from 
the Bank Levy also announced today by £1.7 billion over the next five years. However, by 2020‑21 the combined 
measures are expected to generate modest incremental tax revenue of approximately £100m per annum.

Who will be affected?
Banking companies and building societies.

There is a £25 million annual allowance, such that participants with profits below that level should not pay the 
surcharge. There is no facility to carry forward unused allowances.

When?
The surcharge applies to profits arising after 1 January 2016. There will be no relief for losses incurred prior to that 
date, which effectively excludes any legacy losses incurred during the financial crisis and start‑up losses of challenger 
banks.

Proposed legislation will be published in the Summer Finance Bill.

Our view
There was a definition of ‘banking company’ introduced in Finance Act 2015, as part of the legislation on restrictions to brought 
forward tax losses. We expect the new legislation to apply to companies within that definition, so it should include banks, building 
societies and certain other companies regulated under FISMA.

This new measure will ensure that banks and building societies pay a higher rate of tax when they make profits.

The headline UK tax rates applied to profits of ‘banking companies’ will increase to 28% (ignoring the announced reduction in 
corporation tax), which was the UK corporation tax rate in 2010. There will be lower cash tax rates of either 18% or 8% for those 
banks who have incurred historic losses.

There are a number of precedents for higher tax rates being applied to specific industries, including the UK’s Petroleum Revenue 
Tax, which applies to certain profits earned by oil and gas companies. Some offshore centres also tax banking business at a higher 
rate. However, the UK is the only one of the G7 economies to target the banking sector in this way. That said, a 28% tax rate on 
profits remains lower than the rate applied in most other financial centres.

There will be complexity in managing a group’s tax position due to differing rates applying to banking and non‑banking 
companies, internal transfer pricing, the interaction with brought forward reliefs and consideration of the TAAR, together with 
tax accounting considerations. There is also no indication yet whether the surcharge is a temporary or permanent feature of the 
tax system.

Whilst shifting the tax burden to profits, away from balance sheets, should make it easier for banks to forecast and afford their 
tax costs, there will inevitably be winners and losers from these changes. Overall, a modest incremental increase in tax revenue 
is expected from the banking sector as result of the measures announced today. The banking sector continues to be one of the 
Chancellor’s favourite sources of tax revenues. However, given the comparably low rate of corporation tax the UK now has, the 
two measures announced today should still improve UK competitiveness.
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Capital allowances – increase in annual investment 
allowance limit

The measure
The permanent annual investment allowance (AIA) limit will increase from £25,000 to £200,000 for all qualifying 
investment in plant and machinery made on or after 1 January 2016.

Businesses are currently able to offset the first £500,000 of investment in plant or machinery each year against their 
taxable profits. This limit was to be reduced to £25,000 from 1 January 2016.

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

When?
For qualifying expenditure incurred from 1 January 2016.

Our view
Whilst the increase in the AIA limit will help all businesses, the most positive effect will be for small and medium sized businesses 
investing in plant and machinery who will be able to offset all or most of their value of their investment in the first year.

The AIA limit has varied in past years. The permanent increase in AIA should offer businesses greater certainty in relation to the 
quantum of available relief and, therefore, assist with long term investment plans.

Controlled foreign companies: loss restriction

The measure
UK resident parent companies will no longer be entitled to utilise UK tax losses and surplus expenses in order to 
reduce a liability arising under the Controlled Foreign Companies (“CFC”) rules.

The CFC rules impose additional UK tax on the UK resident parent companies of certain low‑taxed foreign 
subsidiaries. Under current law, the resulting tax liability may be reduced or eliminated by offsetting it against:

• the UK resident parent company’s own UK tax attributes, such as current year or certain brought forward tax losses 
and management expenses; or

• group relief available to the UK resident parent company from other group members.

This measure means that a liability under the CFC rules can no longer be reduced by these attributes.

There will also be adjustments to the existing anti‑avoidance rules involving carried towards losses (Part 14B CTA 2010) 
to clarify that these rules apply to avoidance involving the use of carried‑forward tax losses against a CFC liability.

Who will be affected?
This will impact those UK resident companies that are subject to a charge under the CFC rules and could otherwise 
reduce the resulting tax liability using their UK tax attributes.

The government has indicated that the impact will be almost entirely focused on fewer than 100 large multinationals, 
in particular those with offshore financing arrangements.

When?
The change applies in relation to profits of CFCs that arise on or after 8 July 2015, with commencement provisions to 
deal with accounting periods straddling that date.
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Our view
This measure was not widely expected.

The concept of offsetting UK tax attributes against a CFC liability has been included in UK legislation for many years. On the 
face of it, this has meant that UK parent companies seen to be diverting profits into CFCs remain in a similar UK tax position to 
that arising if profits had not been so diverted (ie profits taxable in the UK but offset against losses). This measure represents 
a significant departure from this approach.

It seems likely that a number of taxpayers will face increased cash tax liabilities. In particular UK groups that do not have a current 
corporation tax liability (owing to tax losses, pension contributions etc) may nonetheless have cash tax liabilities under the CFC 
rules from today (depending on the precise facts).

There may also be an impact on deferred tax asset recognition if this has been based solely on future expected CFC 
apportionment. Any de‑recognition of deferred tax assets should be recorded when the legislation is substantively enacted for IFRS 
and UK GAAP purposes, and enacted for US GAAP purposes, but disclosure of the associated impact may be required in financial 
statements published before then.

The businesses affected will be disappointed that the change was not communicated in advance, to give time to prepare or 
reorganise affairs prior to enactment.

Corporation tax: bringing forward payments for 
large groups

The measure
The payment of corporation tax will be accelerated by four months for the largest groups. Quarterly payments of 
corporation tax will be due in the third, sixth, ninth and final month of a 12 month accounting period. For companies 
with a 31 December year end, payments will be due on 14 March, 14 June, 14 September and 14 December of 
that year.

Who will be affected?
The change applies to companies with annual taxable profits of £20 million or more. Where a company is a member 
of a group, the £20 million threshold will be divided by the number of companies in a group.

When?
The change applies to payments in respect of accounting periods starting on or after 1 April 2017.

Draft legislation will be published in the Autumn.

Our view
The change means that companies will need to forecast taxable profits for the year in advance of their first quarterly results. 
This is likely to lead to less accurate calculations and greater variability in tax payments.

The acceleration of payments will lead to increased cash flow pressure on affected companies, with HMRC forecasting this will 
increase corporation tax receipts by £4.5 billion in 2017/18 and £3 billion in 2018/19.

Following the change, there will be three different sets of rules for payments of corporation tax. In addition to the above, 
companies with taxable profits of £1.5 million or less will continue to pay corporation tax nine months after the year end. 
Companies with taxable profits between £1.5 million and £20 million will continue to make quarterly instalments in the seventh 
and tenth month of the current accounting period and in the first and fourth month of the following accounting period. 
For companies in a group, the thresholds are divided by the number of companies in the group.
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Corporation tax main rates

The measure
Legislation will be introduced in the Summer Finance Bill 2015 to reduce the main rate of corporation tax from 20% 
to 19% from 1 April 2017 and 18% from 1 April 2020.

Who will be affected?
UK companies and overseas companies in the UK through a permanent establishment.

When?
The 19% rate will be effective from 1 April 2017.

Our view
This further rate reduction should increase the attractiveness of the UK as a place for business.

It will also have an effect on the accounting for deferred tax assets and liabilities: groups will need to schedule when underlying 
temporary differences are expected to unwind, and measure deferred tax balances at the appropriate blended tax rate. Any impact 
of deferred tax re‑measurement should be recorded when the legislation is substantively enacted for IFRS and UK GAAP purposes, 
and enacted for US GAAP purposes. Disclosure of the associated impact may be required in financial statements published 
before then.

Direct recovery of debts due to HMRC

The measure
This measure will enable HMRC to recover debt directly from cash held in the bank and building society accounts, 
including ISAs, of individuals and businesses who owe HMRC money.

Who will be affected?
Individuals (including self‑employed taxpayers) and businesses who have debts of over £1,000 owed to HMRC.

When?
This measure will have effect on and after the date of Royal Assent of the Summer Finance Bill 2015.

Our view
This measure has been consulted on before following its announcement at Budget 2014. Draft legislation was published for 
comment in December 2014. Revised legislation will be published in the summer 2015 Finance Bill. Draft secondary legislation, 
which is important as it is expected to include most of the safeguards, will be published alongside the draft legislation.

No exception can reasonably be made by HMRC taking appropriate steps to collect tax from those who owe it. However mistakes 
can be made and it is hoped that the safeguards will prevent the legislation being applied by HMRC to those who don’t owe the 
tax HMRC believe to be due.

Disposal of stock, other than in trade and corporate 
intangibles

The measure
This is an anti‑avoidance measure to ensure that, as far as possible, market value will be brought into account in 
computing profits for tax purposes when trading stock and intangible fixed assets are transferred between related or 
connected parties.
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Who will be affected?
Businesses, liable to corporation tax and income tax, transferring trading stock or intangible fixed assets to related or 
connected parties.

When?
The measure will apply to transfers of trading stock or intangible fixed assets made on or after 8 July 2015 and will 
be introduced in Summer Finance Bill 2015.

Our view
There is not sufficient detail available at this stage to determine the specific transactions targeted by this measure, but where there 
is discrepancy between market value and the valuation arrived at using transfer pricing arm’s length principles, this change will 
bring into overall charge, as intended, an amount not less than the market value of the trading stock, or intangible asset that has 
been transferred.

General anti‑abuse rule penalties consultation

The measure
The government will publish a consultation document on introducing a General anti‑abuse rule (GAAR) penalty, as 
well as considering new measures to strengthen the GAAR further. This follows previous consultation earlier this year 
on new measures for serial users of tax avoidance schemes.

Who will be affected?
Any penalties introduced as a result of the consultation will affect taxpayers who undertake ‘tax arrangements’ that 
are successfully considered ‘abusive’ by HMRC under the provisions of the GAAR. The GAAR applies to income tax, 
capital gains tax, inheritance tax, corporation tax, petroleum revenue tax, stamp duty land tax and the annual tax on 
enveloped dwellings.

When?
The consultation will be issued shortly. We do not yet have an indication of when any penalty rules will come into 
force.

Our view
This measure fits with HMRC’s focus on clamping down on tax avoidance, and reinforces the impact of being involved in 
unsuccessful planning arrangements.

Hidden economy: increased powers to obtain data 
from business intermediaries

The measure
HMRC will be given increased powers to obtain data from online business intermediaries and electronic payment 
providers with the intention of tackling the use of new business models to facilitate hidden economy activity. 
An additional 250 staff will be recruited in frontline hidden economy compliance to make best use of the additional 
data.

A new online disclosure service will also be introduced to allow all types of customer to disclose to HMRC tax which 
has not been paid.

Who will be affected?
Online business intermediaries and electronic payment providers, and the individuals and small businesses who 
use them.
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When?
New staff will be in place from April 2016, with legislation to extend powers in Finance Bill 2016. The online 
disclosure service will be operational from April 2016.

Our view
This measure appears to be aimed at individuals and small businesses who make sales through online market places and are not 
declaring their profits on these sales to HMRC.

The extended data collection powers will increase the compliance burden for online market places and electronic payment 
providers.

Interest rates on tax‑related judgment debts arising 
from litigation

The measure
The government has announced a simplification of the way in which interest is calculated, where taxpayers are or 
have been involved in litigation with HMRC and a court judgment has created a tax‑related debt to which HMRC is 
a party.

Current legislation provides for different rates of interest depending on whether a tax‑related debt follows from court 
action or not. As an example, the rate at which repayment interest is calculated varies from 8% where the debt arises 
from court action to 0.5% where it does not.

Legislation will be introduced in respect of interest accruing on all judgment debts to which HMRC is a party. 
Where HMRC is the creditor the new rate of interest will be the late payment interest rate (currently 3%). 
Where HMRC is the debtor the new rate will be Bank of England Base rate (current 0.5%) plus 2%.

Who will be affected?
Taxpayers with tax‑related judgment debts to which HMRC is a party.

When?
This measure applies to all interest accruing on or after 8 July 2015, including interest relating to judgments issued 
prior to that date.

Our view
This change will ensure that all rates of interest payable on tax‑related debts are contained within tax legislation (and not other 
pieces of law). In addition, the change will reduce the rates of interest applying to taxpayers in respect of tax‑related judgments, in 
order to bring them into line with current prevailing interest rates.

The measure will apply to future litigants, as well as to past litigants who have received judgment in respect of which interest is 
accruing.

Large business: enhanced compliance

The measure
This is a range of special measures and tools designed to encourage voluntary corporate tax compliance by large 
businesses.

The government will consult on the detail over the summer, but the measures are expected to include:

• applying financial penalties to businesses that refuse to adopt less aggressive tax planning practices, and persist in 
tax avoidance and boundary pushing;
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• public naming of serial avoiders;

• widening the scope of the Promoters of Tax Avoidance Schemes regime by bringing in promoters whose schemes 
are regularly defeated;

• increased reporting requirements, involving compelling large businesses to publish their tax strategy, setting out 
their approach to tax planning and their relationship with HMRC;

• a voluntary Code of Practice defining the standards HMRC expects large businesses to meet in their relationship 
with HMRC; and

• investment in additional HMRC staff to tackle non‑compliance by large businesses.

Who will be affected?
Companies that are covered by HMRC’s Large Business Strategy, ie those with a customer relationship manager (CRM).

When?
Subject to consultation, the measures are expected to be included in Finance Bill 2016 and to apply from April 2016.

Our view
Very few details have been published on the proposed enhanced compliance measures and large businesses will await the 
publication of the consultation, which is expected to be later in July 2015. We understand the aim of the voluntary code is to 
encourage compliance with best practice and that the ‘special measures’ are expected to apply to only a few groups.

HMRC are forecasting significant increases in revenue from these measures, rising to £480 million in 2019/20 and £625 million in 
2020/21. The additional revenue arises solely from expected future changes in behaviour and the Office for Budget Responsibility 
notes that there is high uncertainty in the calculations.

Modernising the taxation of corporate debt and 
derivative contracts

The measure
The regime for loan relationships addresses the corporation tax treatment of corporate and government debt; and 
that for derivative contracts addresses the corporation tax treatment of derivatives.

The government published draft legislation shortly after the Autumn Statement to update, simplify and rationalise 
these regimes. This is to be enacted in the Summer Finance Bill.

The following changes are announced in respect of the commencement arrangements:

• the new regime‑wide anti‑avoidance rules (RAARs) for each of the loan relationships and derivative contracts 
regimes will take effect from the date of Royal Assent to the Summer Finance Bill, not 1 April 2015 (which had 
previously been suggested as the commencement date);

• various specific anti‑avoidance rules that are intended to be superseded by the RAARs will be repealed at the same 
time (albeit this is now likely to exclude the anti‑avoidance rule in section 363A CTA 2009, which can apply to 
arrangements with a main purpose of avoiding or reducing charges under the ‘deemed release’ rules which can 
apply to purchases of a group’s debt); and

• the new relief for companies in financial distress will also take effect from the date of Royal Assent, not 1 January 
2015, as previously proposed.

Who will be affected?
Most companies within the charge to corporation tax will be affected, to some extent, by the proposed reforms as 
most have loan relationships (for example borrowings); and many use derivatives to hedge commercial and financial 
risks. However, for most companies, the changes should be largely technical in nature.
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When?
Except as described above, the amended rules will take effect for accounting periods beginning on or after 
1 January 2016.

Our view
The RAARs are drafted broadly, and could therefore apply to a wide range of arrangements. The rules include certain filters, 
including where the tax result is consistent with the principles on which the particular provisions are based, and the policy 
objectives of those provisions. Nevertheless, the application of the rules will involve a degree of subjectivity and therefore it will be 
important that HMRC’s guidance, which is expected to include commentary on arrangements to which HMRC would and would 
not expect the rules to apply, is clear and is consulted upon.

The new relief for companies in financial distress will be welcome for distressed debt restructurings after Royal Assent; particularly 
in relation to amendments or exchanges of debt which result in accounting credits, due to derecognition of the debt and 
re‑recognition at fair value under IFRS and ‘new’ UK GAAP accounting frameworks, but do not involve a ‘release’ of debt.

However, it is disappointing that the new relief will not take effect from 1 January, as previously envisaged. This would have 
helped debt restructurings prior to Royal Assent where taxable credits are recognised purely as a consequence of the application 
of new UK GAAP accounting frameworks. Presumably, it has not proved possible to allay concerns regarding legislation that is 
retroactive to such an extent.

We expect the following further activity later this year to complete the modernisation project:

• publishing guidance, particularly in relation to the RAARs;

• consolidating and extending the regulations relating to the ‘matching’ of exchange gains and losses on loan relationships and 
derivatives, for corporation tax purposes, with the currency risk implicit in shares of foreign subsidiaries, and certain associated 
matters;

• rationalising the legislation governing the corporation tax treatment of embedded equity derivatives, and marginally re‑defining 
the general scope of the derivatives regime; and

• rationalising the treatment of corporate partnerships and other ‘transparent’ entities under the regimes with a view (ultimately) 
to producing legislation to take effect in 2017.

Oil & Gas: expansion of investment allowance

The measure
The Chancellor confirmed today that additional categories of oil and gas investment and cluster allowances will be 
legislated in due course, without providing further details.

Budget 2015 introduced a new investment allowance for the UK oil and gas industry. The investment allowance, 
which is effective from 1 April 2015 and replaces all of the ‘old’ field allowances, provides an uplift of 62.5% on 
qualifying expenditure for oil and gas companies. This uplift is then, subject to certain conditions being met, available 
to shelter profits subject to the supplementary charge which is levied at 20% from 1 January 2015. A similar cluster 
allowance was also announced at that time.

One of the key objectives of the investment allowance was to simplify the previous field allowance regime and 
provide certainty as to what expenditure incurred by companies operating on the UK Continental Shelf would 
provide additional tax shelter beyond the current 100% first year allowance on qualifying ring fence expenditure. 
With respect to this, the initial legislation defined qualifying expenditure for investment allowance and cluster 
allowance purposes as ‘capital expenditure’ or ‘expenditure’ of such other description as may be prescribed by the 
Treasury by regulations’. Today the Chancellor confirmed that the further categories of the investment and cluster 
allowance will be made, though no detail has yet been published.

Who will be affected?
Companies undertaking oil and gas exploration and production activities on the UK Continental Shelf.
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When?
Draft statutory instrument containing detail of the additional qualifying expenditure is expected to be published later 
this summer, with that expenditure qualifying for the investment or cluster allowance from the date of publication of 
the draft.

Our view
Our expectation is that further categories of qualifying expenditure will include additional categories that have been discussed 
in industry working groups, such as certain types of operational expenditure which enhance oil recovery, as well as the ‘capital’ 
element of leasing costs in respect of certain North Sea production units (eg FPSOs).

The confirmation that additional categories of investment and cluster allowance will be made was expected, though some will be 
disappointed that a purpose based test seems now unlikely to be adopted. The impact of these changes are expected to provide 
a benefit of £30m over the period to 2021.

No other oil and gas tax changes were announced, with the government waiting to see the full impact on investment of the 
tax cuts announced in March 2015, and also waiting to see how the industry responds to the current low oil price environment. 
However, it was interesting to see the government’s falling projections for oil and gas tax revenues (which are based on oil price 
per barrel not rising above $70.8 to 2021). These showed expected oil and gas tax revenues of £2.2bn for 2014/15, with these 
falling to £0.7m in 2015/16 and remaining at approximately £0.5m in each of the years until 2021.

R&D Tax Relief

The measure
Following the introduction of the R&D Expenditure Credit (‘RDEC’) legislation, institutes of higher education and 
charities have submitted claims for cash payments from HMRC for expenditure incurred on research undertaken 
on science and technology. An amendment will be made to the legislation to exclude these bodies from the RDEC 
regime by categorising them as ‘ineligible companies’.

Who will be affected?
Universities and charities who are undertaking research in the field of science and technology.

When?
The change applies to expenditure incurred from 1 August 2015.

Our view
This change is not unexpected given the original intention of the legislation which assumed that universities and charities 
would not claim RDEC themselves, but allowed for companies to claim for costs incurred when working with these bodies. 
Where universities and charities have undertaken eligible R&D activities in the period from 1 April 2013 to 31 July 2015 there is 
still an opportunity to make claims. We understand that HMRC will subject these claims to their usual review processes.

Restriction of corporation tax relief for goodwill 
amortisation

The measure
Removal of corporation tax relief for the amortisation of qualifying expenditure on purchased goodwill and certain 
customer related intangible assets arising on a business and asset acquisition. Relief for such costs will continue to 
be available on a disposal of goodwill. Customer related intangibles includes customer information lists, unregistered 
trademarks or other signs used in the business, and ‘relationships’ between the business and its customers.
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Who will be affected?
Companies recognising purchased goodwill and customer related intangibles in their accounts, usually on a business 
acquisition.

When?
This will apply to accounting periods beginning on or after 8 July 2015 but not in respect of acquisitions made before 
8th July 2015.

For disposals on or after 8 July 2015 of goodwill acquired post April 2002, any additional relief in respect of 
qualifying expenditure will be allowed as a non‑trading debit.

Our view
This is an unexpected departure from the general principle that the tax treatment of post‑2002 intangible assets should follow 
the accounting treatment. This measure will put further pressure on the already difficult area of valuation and classification of the 
component intangibles in a business. It is not yet clear exactly what is meant by intangibles consisting of a ‘relationship’ between 
a business and its customers.

The change does remove one of the potential benefits of an asset acquisition over a share purchase and, in practice means 
companies are unlikely to get relief for the purchase of goodwill which could reduce the attractiveness of asset deals.
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Indirect tax measures

Aggregates levy – reinstatement of certain exemptions

The measure
Exemptions that were necessarily suspended during an investigation into state aid by the European Commission 
(EC) will be reinstated now that the investigation is concluded – except for exemptions relating to certain uses 
of shale.

Businesses that applied aggregates levy as a consequence of the suspension of these exemptions will be invited to 
claim a refund.

Where the exemption has been found to be unlawful state aid, HMRC will seek repayment from those businesses 
that benefited from it.

Who will be affected?
Businesses that commercially exploit rock, sand and gravel and are registered for aggregates levy.

When?
Lawful exemptions will be reinstated retrospectively with effect from 1 April 2014.

Our view
This measure is essentially an administrative one brought about by the conclusion of the EC investigation.

Some businesses will be disappointed they will now be required to pay back the benefit of exemptions they have previously 
enjoyed, perhaps with little recourse to customers whose purchases have been exempted from this tax.

The investigation also found that the majority of exemptions for the aggregate levy in the UK were lawful. Hopefully the future of 
this tax will now be less turbulent than its past.

Air Passenger Duty devolution

The measure
The government has published a discussion paper on options for supporting English regional airports in relation 
to the impacts of Air Passenger Duty (APD) devolution (which would allow the Northern Ireland Assembly, Scottish 
Government and possibly the Welsh Assembly to, potentially, decrease the APD rates).

The consultation is in response to concerns expressed by regional airports in England about the potential impacts on 
their business of devolving APD.

The discussion paper explores options to support regional airports, including:

• devolving APD within England;

• varying APD rates within England; and

• providing aid to regional airports within England.

The paper sets out how these options could work, and highlights key points for consideration.
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The government is looking for views on the options and any further evidence on the likely impact of the options on 
airlines, airports, passenger numbers and growth, in specific city regions and across the UK as a whole.

Who will be affected?
Regional airports, airlines and airline passengers may potentially be affected.

When?
Comments are invited on the consultation by 8 September 2015.

Our view
Any reduction of the APD burden would be of benefit to airlines and the impact of devolution is undoubtedly a concern for some 
regional airports close to the Scottish and Welsh borders. However, it remains to be seen whether the options presented will be 
viable options for the government.

In any case, it will be difficult to establish any potential impact before the devolved APD rates in Scotland and possibly Wales are 
announced and implemented.

Business energy tax reform –  consultation

The measure
The government has announced a review of the energy tax landscape in the UK. It will include, but not be limited by, 
a review of climate change levy and the carbon reduction commitment regime.

Who will be affected?
It seems likely that a review would need to consider all tiers of the energy supply industry and different segments of 
the market from generators to consumers.

When?
A consultation will be launched in the autumn.

Our view
Over the years the energy market in the UK has been subjected to an increasing number of levies and efficiency regimes in an 
attempt to incentivise energy efficiency in all sectors. Not all of these measures have been successful.

We welcome a review of this over‑complicated area of taxes and incentives provided it leads to more simplified regimes and 
provided that the transition process for businesses is not too onerous.

Climate change levy

The measure
The exemption from climate change levy (CCL) for renewably sourced electricity will be removed from 1 August 2015.

Who will be affected?
Producers of renewably sourced electricity.

When?
The exemption will apply from 1 August 2015, with a transitional period for suppliers to claim the CCL exemption 
on any renewable electricity generated before that date. The government will discuss the details of the transitional 
period with stakeholders over the summer and autumn.
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Our view
Since its introduction CCL has differentiated between energy generated from renewable sources and energy generated from 
carbon fuels. Today’s announcement brings an end to the CCL‑free treatment of renewable source electricity and once stocks have 
been consumed, future supplies of electricity will (with a few exceptions for certain energy intensive industries) attract the full rate 
of CCL.

This measure is part of a change of focus by the government from providing support for renewable source generation indirectly 
(through CCL exemption) to a more direct approach by entering long‑term agreements with generators to guarantee future energy 
revenues.

The government is also concerned that the financial benefit of CCL exemption has increasingly been available to offshore 
generators. This measure will bring that to an end.

Market demand has meant that the cost of CCL‑free renewable source energy has been about the same as the cost of energy 
generated from carbon fuels and subject to CCL. This measure may therefore have little impact on energy costs.

Fuel duty for aqua‑methanol

The measure
The government will legislate to apply a reduced rate of fuel duty to aqua‑methanol.

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

When?
Finance Bill 2016.

Our view
This measure should encourage increased use of aqua‑methanol as an alternative fuel.

Insurance Premium Tax

The measure
From 1 November 2015, the standard rate of Insurance Premium Tax (IPT) will be increased by 3.5% to 9.5%.

Who will be affected?
The standard rate of IPT applies to insurance premiums paid by individuals who have, for example, motor, home 
and contents insurance (IPT does not apply to life insurance). It is also paid by most businesses, whether small or 
large, on their corporate insurance premiums. The increase in IPT is likely to fall on the policyholders, rather than the 
insurance companies.

When?
From 1 November all premiums received by insurers using the IPT cash accounting scheme will be charged at 
9.5%. For insurers using the special accounting scheme, there will be a 4 month concessionary period starting from 
1 November, during which premiums received that relate to policies entered into before 1 November 2015 will 
continue to be liable to IPT at 6%. From 1 March 2016 all premiums will be taxed at 9.5%, regardless of when the 
policy was entered into.
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Our view
This is unlikely to be a popular measure – costing the average household with two cars £37. However, it is the first really 
significant increase in the standard rate of IPT since it was introduced in 1996, brings the UK rate more into line with premium 
tax rates in other European countries and is expected to generate over £1.5bn extra IPT a year for the Exchequer.

Reform of vehicle excise duty

The measure
The government will introduce a new vehicle excise duty banding system for cars registered on or after 1 April 
2017. First year rates will vary according to the carbon dioxide emissions of the vehicle. Thereafter there will be 
a flat standard rate of £140 for all cars except those emitting 0 grams of carbon dioxide per kilometre, for which the 
standard rate will be £0. Cars with a list price above £40,000 will attract a supplement of £310 per year for the first 
5 years in which the standard rate is paid. The new vehicle excise duty system will be reviewed as necessary to ensure 
that it continues to incentivise the cleanest cars.

CO2 emissions (g/km) First year rate Standard rate*

0 £0 £0

1‑50 £10 £140

51‑75 £25 £140

76‑90 £100 £140

91‑100 £120 £140

101‑110 £140 £140

110‑130 £160 £140

131‑150 £200 £140

151‑170 £500 £140

171‑190 £800 £140

191‑225 £1,200 £140

226‑255 £1,700 £140

Over 255 £2,000 £140

* cars with a list price of over £40,000 when new pay a supplement of £310 per year on top of the standard rate, for five years.

From 2020‑21 the government will also be creating a roads fund to enable spending on the English Strategic Road 
Network from all of the revenue raised from vehicle excise duty in England.

Who will be affected?
Owners and operators of vehicles who fall under the vehicle excise duty scheme.

When?
See above.

Our view
This measure not only spreads the burden of vehicle excise duty but it also serves to increase revenue for the government.
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Small cider producers

The measure
The UK is discussing with the EU Commission and other member states reforms to the relevant alcohol directive so 
that it includes explicit references to give member states the flexibility to support small scale cider makers through the 
duty regime. In parallel, the government is also looking at alternatives that could apply. The government will work 
with industry on both of these. The government will retain the current duty exemption for small cider producers 
unless and until a replacement scheme is established.

Who will be affected?
Local cider manufacturers.

When?
To be announced.

Our view
This announcement is a positive move to support small local producers of cider in the UK.

Tackling illicit alcohol

The measure
This measure creates an alcohol national control room which will enable collection and analysis of additional 
intelligence. This will allow near real time deployment of a flexible taskforce to tackle alcohol diversion and other 
types of fraud both at UK borders and inland at duty suspended warehouses and cash and carry outlets.

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

When?
This measure will be effective from November 2015.

Our view
Increased controls in the trade and movement of alcohol are welcomed to support bona fide traders of alcohol, simultaneously 
enabling the protection of revenue whilst also safeguarding public health.

Tackling illicit tobacco trade

The measure
The government will expand its strategy to tackle illicit tobacco trade both in the UK and abroad, the aims of which 
include the reduction in the supply of illicit tobacco from Europe and developing international collaboration and 
partnerships.

These measures include:

• expanding the Fiscal Crime Liaison Officer network;

• increased support of UK intelligence staff;
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• expansion of the number of criminal investigation teams in HMRC working on tobacco fraud by 50%; and

• recruiting additional Crown Prosecution Service staff to manage additional prosecutions.

Who will be affected?
Manufacturers, importers, and distributors of tobacco product (in that the illicit trade in tobacco should be decreased 
by these measures).

When?
To be announced.

Our view
We expect this to have a positive effect on UK traders in tobacco products currently having to compete with illicit trade in 
this area.

Tobacco levy and control of raw tobacco

The measure
After a period of consultation, the government has decided not to proceed with a tobacco levy as the impacts 
would equate to a duty rise but with added complexity, costs and delay. However the government will introduce 
a registration scheme for users and dealers in raw tobacco, a technical consultation on the design and scope of the 
scheme is to be launched.

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

When?
Finance Bill 2016.

Our view
Increased controls in the trade and movement of tobacco are welcomed to support bona fide traders, whilst the decision not to 
proceed with a tobacco levy takes into account the potential administrative burden to trade.

VAT – use and enjoyment

The measure
The government will apply VAT ‘use and enjoyment’ provisions such that all UK repairs made under UK insurance 
contracts will be subject to VAT in the UK.

In addition, the government will consider a wider review of offshore based avoidance in VAT exempt sectors, with 
a view to introducing additional ‘use and enjoyment’ measures for services such as advertising services.

Who will be affected?
These measures may have wide ranging implications for a multitude of businesses that may have entered into 
arrangements whereby the recipient of the supply is in a different place of belonging to where the effective ‘use and 
enjoyment’ of the services may be considered to be consumed. In turn, individuals contracting with such businesses 
may also be affected by revised pricing and contractual arrangements.
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When?
It is envisaged that the changes in relation to UK repairs made under UK insurance contracts will be introduced in 
2016, with the changes following the wider review coming into force in 2017.

Our view
These changes represent a continued focus by HMRC on what they perceive to be VAT mitigation arrangements.

The change in respect to UK repairs made under UK insurance contracts will seek to counter those arrangements where claims 
fulfilment services are characterised as being made to an offshore insurer, rather than to the insured, such that irrespective of the 
identity of the recipient of the supply, such services will be subject to UK VAT.

The review of offshore based avoidance in VAT exempt sectors is almost certainly a reaction to the outcome of the recent decision 
in the case of Paul Newey T/A Ocean Finance.
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Individuals measures

Carried interest

The measure
The Chancellor announced today that legislation will be introduced to ensure that carried interest returns received 
by fund managers will be subject to tax at the full rate of capital gains with only limited deductions allowable. 
The measure is designed to prevent tax being paid at less than the full rate due to the allocation of tax basis to 
individual fund managers from the application of the base cost shift rules or allocation of income and gain by a fund 
partnership.

There has also been a consultation launched to understand the activities of collective investment schemes and 
determine when performance returns to asset managers should be taxed as a capital gain rather than income, 
although the consultation also states that carried interest historically taxed as a gain should continue to be taxed as 
a capital gain.

Who will be affected?
This will impact individual fund managers in receipt of carried interest. The definition of ‘carried interest’ will be 
aligned with the disguised management fee legislation introduced last year so this measure appears to be focussed 
on the fund management industry only.

When?
The legislation will have immediate effect with no grandfathering of existing carried interest. Legislation will be 
published in the Summer Finance Bill.

Our view
These provisions limit the ability of carry holders to reduce their effective tax rate to below 28% through allocation of base cost 
of assets in fund partnerships. This aligns with similar provisions in respect of fee income that were introduced last year to prevent 
arrangements that allowed such returns to be taxed at lower rates. The statement that carried interest historically taxed as a gain 
will continue to be recognised as a capital gain will be welcomed.

Direct recovery of debts due to HMRC

The measure
This measure will enable HMRC to recover debt directly from cash held in the bank and building society accounts, 
including ISAs, of individuals and businesses who owe HMRC money.

Who will be affected?
Individuals (including self‑employed taxpayers) and businesses who have debts of over £1,000 owed to HMRC.

When?
This measure will have effect on and after the date of Royal Assent of the Summer Finance Bill 2015.
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Our view
This measure has been consulted on before following its announcement at Budget 2014. Draft legislation was published for 
comment in December 2014. Revised legislation will be published in the summer 2015 Finance Bill. Draft secondary legislation, 
which is important as it is expected to include most of the safeguards, will be published alongside the draft legislation.

No exception can reasonably be made by HMRC taking appropriate steps to collect tax from those who owe it. However mistakes 
can be made and it is hoped that the safeguards will prevent the legislation being applied by HMRC to those who don’t owe the 
tax HMRC believe to be due.

Dividend taxation reforms

The measure
The Chancellor has announced comprehensive changes to the income tax treatment of dividends. From 6 April 
2016 individuals will be given a £5,000 dividend tax allowance and the 10% dividend tax credit will be abolished. 
Dividend income in excess of this allowance will be taxed at 7.5% for basic rate taxpayers, 32.5% for higher rate 
taxpayers and 38.1% for additional rate taxpayers.

Under the current regime, all dividends are normally taxable and the combination of the dividend tax credit and 
special dividend tax rates produce effective tax rates of 0% for basic rate taxpayers, 25% for higher rate taxpayers 
and 30.6% for additional rate taxpayers.

Who will be affected?
The changes will affect most individuals who receive either UK or foreign dividends. Those who receive dividends 
of £5,000 or less will not suffer any income tax, irrespective of their marginal income tax rates. The benefit of the 
allowance will be diluted as dividend levels increase due to the higher rates of tax that apply to the taxable amounts.

When?
The change will take effect from 6 April 2016 and will affect dividends received on or after that date.

Our view
The new dividend tax allowance is good news for individuals who receive dividends of £5,000 or less as there will be no income 
tax to pay. Where dividends are more substantial, the tax burden may be higher than before. An additional rate taxpayer will 
generally be worse off where dividends exceed £25,250.

Domicile changes – employer impact

The measure
The government has announced reforms to the taxation of non‑domiciled individuals.

Long term UK residents will be treated as deemed UK domiciled for income tax, capital gains tax and inheritance 
tax purposes when they have been resident in the UK for more than 15 out of the past 20 tax years (referred to as 
‘the 15 year rule’). 

This will mean that from their 16th tax year of UK residence long term residents will no longer be able to access 
the remittance basis and will be subject to tax on an arising basis on their worldwide personal income and gains. 
Those affected will also be liable to inheritance tax on their worldwide assets.

In addition individuals born in the UK who have a UK domicile at birth but later emigrate and acquire a foreign 
domicile under general law, will revert to having a UK domicile for tax purposes when they return to the UK and 
become UK resident (referred to as ‘the returning UK dom rule’).

The government will not introduce a minimum claim period for the remittance basis charge as it is making wider 
reforms to non‑domiciled status.
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Who will be affected?
15 year rule
The 15 year rule will affect long term UK residents who have been UK resident for more than 15 of the past 20 tax 
years but are foreign domiciled under general law. There will be no special grandfathering rules for those already in 
the UK when the new rule comes into effect in April 2017.

Those who leave the UK before the new rule is effective but would have been caught by the 15 year rule had they 
remained in the UK, will not be caught.

Once a non‑domiciled individual caught by the 15 year rule leaves the UK, their UK deemed domicile for tax status 
will trail them for 5 tax years (‘5 year rule’). The 5 year rule is also proposed to apply to UK domiciled individuals who 
have been in the UK for more than 15 years and intend to emigrate permanently.

If at a later date (having spent more than five tax years abroad) a non‑dom returns to the UK for a period but remains 
foreign domiciled under general law, except where they were UK domiciled at birth, they will be able to spend 
another 15 years as a UK resident for tax purposes before becoming deemed domiciled under the 15 year rule for UK 
tax purposes again.

Returning UK dom rule
The returning UK dom rule will affect individuals who acquired a UK domicile at birth by reason of their father’s 
domicile and later leave the UK and acquire a foreign domicile under general law. They will be regarded as UK 
domiciled if they return to the UK and become resident in the UK.

On departure a returning UK dom will be able to lose their UK tax domicile status in the tax year after departure but 
only if they have not spent more than 15 years in the UK and they have not acquired an actual domicile in the UK 
under general law during their return. If both these conditions are not met, the treatment will differ.

This measure will affect all returning UK doms from 6 April 2017, including those who returned prior to April 2017.

When?
These measures will be introduced from 6 April 2017 following consultation on the detail with stakeholders and 
interested parties.

Our view
Given the cost of claiming the remittance basis for longer‑term residents and the shorter term of most assignments, the 15 year 
rule is not likely to have a significant impact on employers.

For the avoidance of doubt, the £30,000 charge for those who have been UK resident for seven out of the last nine tax years 
and the £60,000 charge for those who have been UK tax resident for 12 out of the last 14 tax years will continue to apply. 
The £90,000 charge for those resident for 17 of the last 20 tax years which came into effect from 6 April 2015 will be redundant 
following the introduction of these changes.

The introduction of the returning UK dom rule will have a greater impact on employers. 

Any employee who was born in the UK and had a UK domicile of origin but subsequently loses it, will be treated as deemed 
domiciled for tax purposes if they are sent on assignment to the UK and become UK resident during their assignment even if only 
for a couple of years. This measure will also apply to returners who are already in the UK as at 6 April 2017.

Following introduction of this measure, presumably this category of employees would not benefit from overseas workdays relief 
and so would be liable to UK on their worldwide earnings with affect from becoming UK resident.

This may deter executives who have genuinely emigrated and settled abroad and become non‑UK domiciled from accepting an 
assignment to the UK.
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Employment intermediaries – tax relief for travel and 
subsistence expenses

The measure
This consultation, announced at Budget 2015 sets out the government proposals to remove tax relief for the cost of 
home to work travel for those workers employed through an employment intermediary. These intermediaries, often 
termed ‘umbrella companies’, supply temporary workers to end users or engagers. Workers have a single continuing 
employment with these intermediaries and so their travel from home to the workplace where they carry out work for 
the end user is treated as a temporary workplace. As a result the cost of this travel is currently eligible for tax relief. 
However, workers directly engaged by the end user are not eligible for tax relief for these journeys.

The proposal means that there will be an addition to existing legislation in relation to relief for business travel 
expenses. This will remove relief for home to work travel to a temporary workplace where a worker is:

• supplying personal services;

• engaged through an employment intermediary; and

• subject to (or the right of) supervision, direction or control of any person

Who will be affected?
On the basis that tax relief will no longer be available for home to work journeys, the take home pay of the workers 
employed by these intermediaries will reduce. The intermediary will also be impacted as it would have made savings 
in relation to employer’s NIC on the travel expenses paid. The proposals will also impact those personal service 
companies which supply the services of an individual to an end user if the individual is subject to supervision, 
direction or control.

End users will also be impacted as they have to confirm with the intermediary whether the worker is subject to their 
supervision, direction and control. One of the options in the consultation is to make the engager jointly and severally 
liable for any outstanding tax and NICs as a result of non‑compliance if inappropriate or false claims have been made.

When?
The changes will be introduced in the Finance Bill 2016 to take effect form 6 April 2016.

Our view
We understand the need to restrict the relief available in relation to travel and subsistence expenses and to create a level playing 
field so that the tax treatment of home to work travel costs is consistent. However, additional legislation can only add further 
complexity. The expenses rules have already been amended to ensure that they cannot be used in conjunction with salary sacrifice 
arrangements and it may have been possible to achieve the same result by strengthening these changes.

General anti‑abuse rule penalties consultation

The measure
The government will publish a consultation document on introducing a General anti‑abuse rule (GAAR) penalty, as 
well as considering new measures to strengthen the GAAR further. This follows previous consultation earlier this year 
on new measures for serial users of tax avoidance schemes.

Who will be affected?
Any penalties introduced as a result of the consultation will affect taxpayers who undertake ‘tax arrangements’ that 
are successfully considered ‘abusive’ by HMRC under the provisions of the GAAR. The GAAR applies to income tax, 
capital gains tax, inheritance tax, corporation tax, petroleum revenue tax, stamp duty land tax and the annual tax on 
enveloped dwellings.
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When?
The consultation will be issued shortly. We do not yet have an indication of when any penalty rules will come 
into force.

Our view
This measure fits with HMRC’s focus on clamping down on tax avoidance, and reinforces the impact of being involved in 
unsuccessful planning arrangements.

Inheritance tax – simplifying charges on trusts

The measure
Most trusts are classified as ‘relevant property’ trusts and are subject to a special IHT regime. The main feature of this 
regime is that the trust assets are subject to special IHT charges on every tenth anniversary of the formation of the 
trust (a ‘ten year’ charge); assets are also subject to a charge when they cease to be held by a relevant property trust 
(an ‘exit’ charge). The way in which exit charges are calculated is based on the effective rate of tax established at the 
most recent ten year charge, and is not considered here.

The measures make some technical changes to the way in which ten year charges are calculated. The basic approach 
to calculating the ten year charge is to look at the value of all the assets in the trust immediately prior to the 
anniversary, deduct from this the nil rate band that would be available to an individual at that time, and calculate the 
tax due using a special rate of 6%. The tax then due can be expressed as a percentage of the value of the assets to 
establish the ‘effective rate’ of tax.

Where this calculation can become complicated is where a settlor has established more than one type of trust so 
that certain types of asset are not treated as relevant property. The value of these assets needs to be included in the 
calculation, despite the fact that the assets are not subject to tax. The first change is to eliminate the need to include 
such assets in the calculation.

The second change relates to cases where the settlor establishes more than one relevant property trust. Because of 
a technicality in the computational rules, if the trusts were established on different days but assets were added to 
them on the same day, the assets added to the other trusts on that day were ignored when computing the ten year 
charge for the trust in question. This made it possible to give each of the trusts an almost complete nil rate band, so 
producing a lower overall IHT exposure than if all the assets were held by a single trust.

The new measures require all the trusts involved to compute ten year charges on the value of the assets that they 
hold on the ten year anniversary plus the value, as at the date of addition, of the assets added to the other trusts on 
the same day. This effectively cancels out the benefit of having multiple nil rate bands.

Thirdly, to prevent unexpected IHT charges in certain circumstances, there are some detailed changes to the rules 
where, assets pass to or from trusts for the benefit of surviving spouses on the death of individuals.

Who will be affected?
It is likely that relatively few people will be affected by these changes as the fact patterns where they apply are 
fairly rare. Although adding assets to multiple trusts on the same day was a recognised tax planning technique, 
because of the higher costs of running multiple trusts and the limited value of obtaining an additional nil rate band, 
comparatively few individuals used it.

There is however a potential trap where individuals set up trusts during their lifetimes and then make further gifts 
to those trusts by will. The further gifts are treated as assets added on the same day and the trusts involved are all 
brought within the new rules. There is a limited transitional relief in such cases.

When?
Most of the changes will apply to charges arising on or after the date on which the Finance Act receives Royal 
Assent, except the change relating to surviving spouses, which will apply in cases where the death occurred on or 
after 10 December 2014.
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The changes in respect of same‑day additions to trusts generally apply to trusts created on or after 10 December 
2014, although trusts created before that date may also be brought within the charge if the settlor adds assets to 
them on the same day on or after 10 December 2014.

The transitional relief involves cases where same day additions occur under an individual’s will. Where the will 
is executed before 10 December 2014 and not subsequently changed substantially, the new rules will not apply 
provided the individual dies before 6 April 2017.

Our view
Individuals will need to review their wills to see if changes are required as a result of these new rules.

Income tax – rates and allowances

The measure
The Chancellor has confirmed that the main rates of income tax, national insurance and value added tax will not be 
increased for the duration of this government and that, in order to ensure this is the case, the government will enact 
a law to ensure the rates of these taxes remain unchanged for the next five years.

The personal allowance will increase to £11,000 in 2016/17 and £11,200 in 2017/18 (it is currently £10,600). 
The 40% higher rate threshold is to increase from £42,385 in 2015/16 to £43,000 in 2016/17 and £43,600 in 
2017/18 (these figures assume the individual is entitled to a personal allowance).

Who will be affected?
The personal allowance is available to most UK residents and certain non‑UK residents who receive UK source 
income. The personal allowance is reduced by £1 for each £2 of income received once income in a given tax year 
exceeds £100,000. This means that the personal allowance will be reduced to nil for individuals with an income in 
excess of £122,000 in 2016/17 and £122,400 in 2017/18.

The higher rate threshold is relevant to individuals with income in excess of the available personal allowance and 
basic rate band.

When?
The increased personal allowance and higher rate thresholds will take effect from 6 April 2016 and 6 April 2017 as 
set out above.

Our view
The increase in the personal allowance is consistent with the government’s intention to gradually remove individuals who are paid 
the minimum wage and working a 30 hour week from being subject to income tax.

The increase in the higher rate threshold is welcome, given that the rate of increase in this threshold has not kept pace with 
inflation in recent years.

Increase in inheritance tax relief for the family home

The measure
As included in the Conservative election manifesto, an additional nil rate band of £175,000 will be available for 
individuals when a residential property, which has been their residence at some point, is passed on death to a direct 
descendant. Direct descendants include children (including step children, adopted children or foster children) or 
grandchildren. This extra nil rate band will be in addition to the existing nil rate band of £325,000 (which will remain 
until 2020/2021). As with the existing nil rate band, any unused additional nil rate band can be transferred to 
a surviving spouse or civil partner, resulting in an effective inheritance threshold of £1,000,000 for a couple.
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This additional nil rate band will be available for individuals who downsize or sell their home after 8 July 2015 
and pass assets of an equivalent value on to direct descendants on death. For example, an individual who sells 
their £300,000 home and purchases a £150,000 home could benefit from the maximum allowance of £175,000 
in 2020/21 if they leave their home and assets of £25,000 to direct descendants on death. They will be liable to 
inheritance tax only if their total estate exceeds £500,000. There will be further consultation to establish precisely 
how this will work.

The additional nil rate band will be phased in as follows:

2017/18 £100,000

2018/19 £125,000

2019/20 £150,000

2020/21 £175,000

From 2020/21, this will remain at £175,000 and will then increase with the Consumer Price Index.

For estates worth in excess of £2,000,000, the additional nil rate band will be tapered at a withdrawal rate of £1 for 
every £2 over the threshold and will not therefore be available for estates worth in excess of £2,350,000.

Who will be affected?
Individuals, who have direct descendants, with an estate, including a main residence, in excess of the current nil rate 
band threshold of £325,000.

When?
This will apply to transfers on death on or after 6 April 2017 and when the death of a second spouse or civil partner 
occurs on or after 6 April 2017.

Our view
The increase in the inheritance tax threshold will allow more individuals to pass on the family home to their direct descendants 
without the burden of inheritance tax.

Increase in rent‑a‑room relief

The measure
Rent‑a‑room relief is an amount of rental income which can be received tax free by individuals from renting a room 
or rooms in their main residence. The tax free amount has been £4,250 per annum since 1997 and this will now be 
increased to £7,500 per annum, from 6 April 2016.

This relief is also available for those renting out rooms in a guest house or bed and breakfast provided it is their 
main residence.

Who will be affected?
Individuals who receive rental income for letting out a room or rooms in their main residence.

When?
This will apply from 6 April 2016.

Our view
We welcome this increase in the relief, which has been unchanged since 1997.
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Information exchange and the new tax disclosure 
facility

The measure
Under the Common Reporting Standard the UK will receive information regarding offshore accounts in 2017, and 
will share information with overseas tax authorities on accounts held in the UK.

Legislation will be introduced to require financial institutions and other advisers to notify their clients that the 
information is being exchanged.

A new disclosure facility will open in 2016 to allow people who need to regularise their tax affairs to bring matters 
up to date before HRMC begin to receive information under the Common Reporting Standard. The new disclosure 
facility will be on tougher terms than previous disclosure facilities.

HMRC will also enforce tough penalties on non‑compliant taxpayers for offshore tax evasion through the existing 
offshore penalty regime, new civil penalties and a new criminal offence for failing to declare offshore income and 
gains.

Who will be affected?
Those with investments held outside the UK, financial institutions and other professional advisers in respect of 
offshore accounts.

When?
Early 2016.

Our view
The new disclosure facility will be on less favourable terms as compared to the existing disclosure facilities (eg Liechtenstein and 
Crown Dependencies) which will end in December 2015. Individuals who need to regularise their affairs should therefore take 
action before December 2015.

Interest rates on tax‑related judgment debts arising 
from litigation

The measure
The government has announced a simplification of the way in which interest is calculated, where taxpayers are or 
have been involved in litigation with HMRC and a court judgment has created a tax‑related debt to which HMRC is 
a party.

Current legislation provides for different rates of interest depending on whether a tax‑related debt follows from court 
action or not. As an example, the rate at which repayment interest is calculated varies from 8% where the debt arises 
from court action to 0.5% where it does not.

Legislation will be introduced in respect of interest accruing on all judgment debts to which HMRC is a party. 
Where HMRC is the creditor the new rate of interest will be the late payment interest rate (currently 3%). 
Where HMRC is the debtor the new rate will be Bank of England Base rate (current 0.5%) plus 2%.

Who will be affected?
Taxpayers with tax‑related judgment debts to which HMRC is a party.

When?
This measure applies to all interest accruing on or after 8 July 2015, including interest relating to judgments issued 
prior to that date.
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Our view
This change will ensure that all rates of interest payable on tax‑related debts are contained within tax legislation (and not other 
pieces of law). In addition, the change will reduce the rates of interest applying to taxpayers in respect of tax‑related judgments, 
in order to bring them into line with current prevailing interest rates.

The measure will apply to future litigants, as well as to past litigants who have received judgment in respect of which interest 
is accruing.

Non‑UK domiciliaries – IHT residential property changes

The measure
Individuals who are domiciled in the UK are subject to IHT (usually on their death) on all the assets they own, 
wherever in the world those assets may be. Individuals who are not domiciled in the UK are generally only liable 
to IHT on their assets that are located in the UK. If a non‑UK domiciled individual owns a UK residential property 
via a company incorporated in a jurisdiction outside the UK, the individual is treated as holding a foreign asset (the 
shares in the company) rather than the property itself, so the property is not subject to UK IHT. Amongst other things, 
this enables the individual to transfer the shares to a trust free of IHT, and the trust itself is not subject to IHT on 
non‑UK assets.

If the individual becomes deemed domiciled in the UK as a result of being resident here for the requisite number of 
years, he or she becomes subject to IHT on worldwide assets, but this does not apply to non‑UK assets (“excluded 
property”) put into trusts before the individual becomes deemed UK domiciled.

This measure brings these arrangements within the charge to UK IHT. The measure is still subject to consultation so 
details are limited, but the policy is to look through structures and tax the underlying assets. The new legislation is 
to be modelled on the rules for the Annual Tax on Enveloped Dwellings introduced in 2013 and is intended to apply 
to properties that would be subject to Non‑residents’ CGT charges. There will be no minimum value on property to 
which these new rules apply.

Who will be affected?
The main category of people likely to be affected by this change are those who invest in UK residential property and 
use enveloping, possibly in conjunction with excluded property trusts, to hold their property. Holding one’s own 
home in this way has always presented a number of other tax complications.

When?
Consultation is expected to lead to new legislation in Finance Act 2017, to apply from 6 April that year.

Our view
This is clearly an extension to the other changes to the taxation of non‑UK domiciliaries also announced in this Budget, but the tax 
raised by it may be limited.

Non‑UK domiciliaries – deemed UK domicile

The measure
The Chancellor has announced that non‑UK domiciled individuals who have been UK resident for 15 of the previous 
20 tax years will be deemed to be UK domiciled for all tax purposes (ie this will apply from the 16th consecutive year 
of UK residency).

In addition, individuals who have a UK domicile at birth and subsequently become domiciled overseas will revert to 
being UK domiciled for tax purposes if they become UK tax resident. UK domiciled individuals who have been UK tax 
resident for at least 15 tax years and then emigrate from the UK and establish a domicile of choice overseas will be 
deemed to be UK domiciled for five years after departure, instead of three years under the existing rules.
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Who will be affected?
There are two key aspects to this change:

1. Income tax and capital gains tax
This change will affect long‑term UK residents with sufficiently high levels of foreign income and gains that they 
would have claimed the remittance basis of taxation, such that most foreign income and gains are only chargeable to 
the extent they are remitted, or brought into, the UK. All individuals who claim the remittance basis of taxation lose 
their personal allowances and longer‑term UK residents must also pay a remittance basis charge for each tax year 
they wish to claim the remittance basis of taxation. The remittance basis charges are currently:

• £30,000 per annum for individuals who have been UK resident for seven of the previous nine tax years (i.e. it 
applies from the eighth consecutive tax year of UK residency).

• £60,000 per annum for individuals who have been UK resident for 12 of the previous 14 tax years (i.e. it applies 
from the thirteenth consecutive tax year of UK residency).

• £90,000 per annum for individuals who have been UK resident for 17 of the previous 20 tax years (i.e. it applies 
from the eighteenth consecutive tax year of UK residency).

The first two of the above remittance basis charges will remain. The £90,000 remittance basis charge is now obsolete 
and so will be abolished.

2. Inheritance tax.
Under existing rules, non‑UK domiciled individuals become UK domiciled for inheritance tax purposes once they 
have been UK resident for 17 out of 20 tax years (i.e. this applies from the 17th consecutive year of UK residency). 
Individuals who are domiciled (or deemed to be UK domiciled in the UK) for inheritance tax purposes are within the 
scope of UK inheritance tax on their worldwide assets, whereas non‑UK domiciled individuals are only within the 
scope of UK inheritance tax purposes on their UK situated assets.

This change means that individuals will become deemed domicile for inheritance tax purposes a year earlier than 
would otherwise have been the case.

In addition, under the existing rules individuals who are deemed to be UK domiciled for inheritance tax purposes, but 
who are not domiciled in the UK under general law, cease to be deemed UK domiciled for inheritance tax purposes 
once they are non‑UK resident for at least four tax years. This will increase to more than five tax years following 
enactment of the proposals.

Also, under existing provisions, UK domiciled individuals who emigrate from the UK and establish a new domicile 
of choice overseas remain UK domiciled for inheritance tax purposes for three years following their departure from 
the UK. Under the changes announced today, individuals who have been UK resident for at least 15 tax years prior 
to departure from the UK will remain deemed UK domiciled for inheritance tax purposes for five years following 
departure from the UK (i.e. an increase of two years).

When?
The new deemed domicile provisions will apply to all individuals who are UK resident from 6 April 2017, regardless 
of when they first commenced UK residence. The exception to this is the increase in the length of time for which 
previously UK domiciled individuals are deemed to be UK domiciled for inheritance tax purposes, which will apply to 
UK domiciled individuals who leave the UK after 5 April 2017.

The government will consult on the finer details of the proposals before enactment.

Our view
Given the level of focus on wealthier non‑UK domiciled individuals, it is not entirely surprising that the Chancellor has chosen to 
enact this change.
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Pension input period rules simplified

The measure
In addition to the restrictions in the pensions annual allowance, it has been announced that ‘pension input periods’ 
will be aligned to the tax year. Although the tax relief on pension contributions is based on amounts paid during the 
tax year, a different basis is used when comparing pension savings to the annual allowance. To determine whether 
the annual allowance has been exceeded in a particular tax year, all pension savings made by or on behalf of the 
individual in ‘pension input periods’ ending in the tax year are aggregated. For instance, contributions made to 
a money purchase scheme in a ‘pension input period’ ending on 30 April 2015 would be tested against the 2015/16 
annual allowance, even though most of the contributions would have been relieved in 2014/15.

Who will be affected?
The change will affect individuals with pension schemes that had pension input periods that were not already aligned 
to the tax year.

When?
The alignment of ‘pension input periods’ to the tax year takes effect immediately and will therefore affect the 
utilisation of annual allowances for savings in 2015/16. As some contributions before the Budget were intended 
to utilise the untapered £40,000 annual allowance for 2016/17, special transitional rules are being put in place for 
savings in 2015/16. Broadly, these should protect savings made before the Budget that should not have breached the 
allowance that would have been available had the old rules continued.

Our view
The alignment of pension input periods to the tax year is a welcome simplification. It is common for many pre‑6 April 2011 
schemes to have non‑tax year pension input periods by default. These rules were often misunderstood and led to unexpected 
tax charges.

There may be some complexity in 2015/16 due to the transitional measures that are needed to move to the simplified regime.

Pensions annual allowance restricted

The measure
As expected, the Chancellor announced that the pensions annual allowance will be restricted for individuals with 
income exceeding £150,000. Income for this purpose is calculated before deduction of member contributions and 
after adding back any employer contributions. The annual allowance is the maximum amount of pension savings that 
can be made tax efficiently in each tax year. The annual allowance for 2015/16 is £40,000. From 6 April 2016 the 
allowance will be reduced by £1 for each £2 of income between £150,000 and £210,000. The minimum allowance 
for those earning £210,000 or more will be £10,000. Unused annual allowances for the preceding three tax years 
can still be used via the existing carry forward rules.

Who will be affected?
Individuals with income of more than £150,000 in 2016/17 and subsequent tax years with aggregate pension savings 
of over £10,000. Pension savings for this purpose include all relievable contributions to money purchase pension 
schemes, whether by the individual or the employer together with accruals of benefits in defined benefit schemes. 
There will be a de minimis income threshold below which the annual allowance will not be tapered. Where the 
individual’s income, before adding back pension contributions, is £110,000 or less, the annual allowance will stay at 
£40,000 even if the pension contributions push the total income over the £150,000 threshold. As an anti‑forestalling 
measure, employment income that is given up for pension provision as a result of salary sacrifice arrangements, 
made on or after 9 July 2015, will need to be added back in determining whether the £110,000 threshold has been 
breached, however.

When?
The tapering of the annual allowance will take effect from 6 April 2016. It has been announced that ‘pension input 
periods’ are being aligned to the tax year with immediate effect. This means that the reduced allowance will only 
affect contributions from 6 April 2016.
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Our view
The tapering of the annual allowance for those earning more than £150,000 will severely restrict the amount of pension relief that 
those individuals can potentially benefit from. The retention of the carry forward rule should soften the effect for those who have 
not used up all of their annual allowances for previous tax years. For those with income close to the thresholds, there could be 
some uncertainty as to the precise level of current year allowance that is available at the time that savings are being made.

Proposed changes to the IR35 legislation

The measure
Anti‑avoidance legislation (commonly known as IR35) was introduced in the year 2000 under which individuals who 
work through their own limited company, but who would be employees if they were providing their services directly, 
pay broadly the same amount of tax and NIC as other employees.

Reports from the Office of Tax Simplification and the House of Lords have indicated that the legislation is not 
effective enough and the government will consult on introducing changes to improve the effectiveness of the IR35 
legislation and improve compliance.

Who will be affected?
Individuals who work through their own limited company who are unclear whether they fall within IR35.

When?
No date given.

Our view
In many cases it is currently unclear whether IR35 applies.

We welcome a review and consultation on the effectiveness of this legislation to ensure clearer guidance around the application of 
these rules.

Reform of tax on death benefits from pensions

The measure
The tax charge that applies to certain lump sum death benefits from pension schemes will change from 45% to 
the recipient’s marginal income tax rate where the payment is made on or after 6 April 2016. The payment will be 
treated as pension income of the recipient and will be subject to PAYE.

The tax charge on death benefit lump sums normally applies where the deceased had died after reaching age 75. 
It can also apply to those who die before reaching age 75 if the death benefits are not paid out within two years. 
Otherwise the payments on or after 6 April 2015 are normally tax‑free.

Who will be affected?
Individuals who receive lump sum death benefits that do not attract the tax exemption (ie normally where the 
deceased died on or after his or her 75th birthday).

When?
The changes affect payments made on or after 6 April 2016, irrespective of the date of death.
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Our view
The change in the treatment of death benefits will be good news to those who have a marginal income tax rate of less than 45%, 
as the new rules will enable them to use their allowances, reliefs and lower rate bands to reduce the tax on the payments.

Care will be needed when considering what the marginal tax rate will be, however. Although 45% is the highest tax rate that 
applies to income, and this only applies to amounts in excess of £150,000, there are higher marginal rates above and below this 
level due to the tapering of allowances and other clawbacks. In particular, if a payment pushes the recipient’s 2016/17 income 
above £100,000, this will trigger a clawback of the personal allowance, producing a 60% effective tax rate between £100,000 
and £122,000.

Rental property allowable expenses

The measure
It was announced today that allowable expenses from rental income will be restricted for landlords from April 2016.

The wear and tear allowance will be replaced by a new system from April 2016. The past wear and tear allowance 
allows landlords to deduct (broadly) 10% of their rental income in calculating taxable profit to allow for wear and 
tear. This allowance will be replaced by a system allowing landlords of residential property to deduct only the actual 
costs incurred on replacing furnishings in the tax year. Capital allowances for furnished holiday lets will not be 
affected. A technical consultation will be published later in the year to consider this further.

All landlords of residential property in or outside the UK, are permitted to claim relief for finance costs (e.g. mortgage 
interest) incurred on their let property, giving tax relief at 40% and 45% for landlords paying tax at the higher and 
additional tax rates. This tax relief will be restricted to the basic rate of income tax only (20%). Implementation will be 
phased from April 2017 as follows:

• 2017/18 – the deduction from property income will be restricted to 75% of finance costs with the remaining 25% 
available at the basic rate.

• 2018/19 – 50% of finance costs available for full tax relief and the remaining 50% available at the basic rate.

• 2019/20 – 25% of finance costs available for full tax relief and the remaining 75% available at the basic rate.

• 2020/21 – all financing costs incurred by a landlord will be given as basic rate tax reduction.

Who will be affected?
All landlords of furnished residential properties will be affected by the replacement of wear and tear allowance by 
a new system.

Landlords of residential properties paying tax at the higher and additional rates will be affected by the restriction of 
finance costs, excluding those with qualifying furnished holiday lets.

When?
The new rules replacing wear and tear allowance will have effect from April 2016.

The restriction of allowable finance costs will be phased in from April 2017 over 4 years.

Our view
The abolition of the wear and tear allowance and replacement with a new set of rules will be more aligned to the actual expenses 
incurred in the year, and we look forward to hearing more when the technical consultation is issued.

The restriction of allowable finance costs will align the allowable expenses for all landlords irrespective of their tax paying status 
which will clearly be an unwelcome change for higher and additional rate taxpayers, but the phased implementation will go some 
way to soften the blow.
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Self‑Employed National Insurance Contributions

The measure
As part of planned tax simplification reforms, the government will consult on abolishing Class 2 National Insurance 
contributions (NICs) and reforming Class 4 NICs for the self‑employed.

Who will be affected?
This measure will affect self‑employed individuals who currently pay both Class 2 and 4 NICs.

When?
The government will consult on the detail and timing of these reforms in autumn 2015.

Our view
This measure is generally to be welcomed as it should simplify the administrative arrangements for payment of NICs by 
self‑employed individuals, and appears to be part of the government’s ‘making tax easier’ proposals.

In this connection, the government plans to publish a roadmap by the end of the year showing how it will transform tax 
administration for individuals and small businesses over this Parliament. Over the summer, HMRC will begin discussing the 
policy choices underpinning this roadmap with key stakeholders and delivery partners, including small businesses and customer 
representatives.

However, we await with interest the consultation on the detail and timing of these reforms.
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Employers measures

Domicile changes – employer impact

The measure
The government has announced reforms to the taxation of non‑domiciled individuals.

Long term UK residents will be treated as deemed UK domiciled for income tax, capital gains tax and inheritance 
tax purposes when they have been resident in the UK for more than 15 out of the past 20 tax years (referred to as 
‘the 15 year rule’). 

This will mean that from their 16th tax year of UK residence long term residents will no longer be able to access 
the remittance basis and will be subject to tax on an arising basis on their worldwide personal income and gains. 
Those affected will also be liable to inheritance tax on their worldwide assets.

In addition individuals born in the UK who have a UK domicile at birth but later emigrate and acquire a foreign 
domicile under general law, will revert to having a UK domicile for tax purposes when they return to the UK and 
become UK resident (referred to as ‘the returning UK dom rule’).

The government will not introduce a minimum claim period for the remittance basis charge as it is making wider 
reforms to non‑domiciled status.

Who will be affected?
15 year rule
The 15 year rule will affect long term UK residents who have been UK resident for more than 15 of the past 20 tax 
years but are foreign domiciled under general law. There will be no special grandfathering rules for those already in 
the UK when the new rule comes into effect in April 2017.

Those who leave the UK before the new rule is effective but would have been caught by the 15 year rule had they 
remained in the UK, will not be caught.

Once a non‑domiciled individual caught by the 15 year rule leaves the UK, their UK deemed domicile for tax status 
will trail them for 5 tax years (‘5 year rule’). The 5 year rule is also proposed to apply to UK domiciled individuals who 
have been in the UK for more than 15 years and intend to emigrate permanently.

If at a later date (having spent more than five tax years abroad) a non‑dom returns to the UK for a period but remains 
foreign domiciled under general law, except where they were UK domiciled at birth, they will be able to spend 
another 15 years as a UK resident for tax purposes before becoming deemed domiciled under the 15 year rule for UK 
tax purposes again.

Returning UK dom rule
The returning UK dom rule will affect individuals who acquired a UK domicile at birth by reason of their father’s 
domicile and later leave the UK and acquire a foreign domicile under general law. They will be regarded as UK 
domiciled if they return to the UK and become resident in the UK.

On departure a returning UK dom will be able to lose their UK tax domicile status in the tax year after departure but 
only if they have not spent more than 15 years in the UK and they have not acquired an actual domicile in the UK 
under general law during their return. If both these conditions are not met, the treatment will differ.

This measure will affect all returning UK doms from 6 April 2017, including those who returned prior to April 2017.

When?
These measures will be introduced from 6 April 2017 following consultation on the detail with stakeholders and 
interested parties.
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Our view
Given the cost of claiming the remittance basis for longer‑term residents and the shorter term of most assignments, the 15 year 
rule is not likely to have a significant impact on employers.

For the avoidance of doubt, the £30,000 charge for those who have been UK resident for seven out of the last nine tax years 
and the £60,000 charge for those who have been UK tax resident for 12 out of the last 14 tax years will continue to apply. 
The £90,000 charge for those resident for 17 of the last 20 tax years which came into effect from 6 April 2015 will be redundant 
following the introduction of these changes.

The introduction of the returning UK dom rule will have a greater impact on employers. 

Any employee who was born in the UK and had a UK domicile of origin but subsequently loses it, will be treated as deemed 
domiciled for tax purposes if they are sent on assignment to the UK and become UK resident during their assignment even if only 
for a couple of years. This measure will also apply to returners who are already in the UK as at 6 April 2017.

Following introduction of this measure, presumably this category of employees would not benefit from overseas workdays relief 
and so would be liable to UK on their worldwide earnings with affect from becoming UK resident.

This may deter executives who have genuinely emigrated and settled abroad and become non‑UK domiciled from accepting an 
assignment to the UK.

Employment intermediaries – tax relief for travel and 
subsistence expenses

The measure
This consultation, announced at Budget 2015 sets out the government proposals to remove tax relief for the cost of 
home to work travel for those workers employed through an employment intermediary. These intermediaries, often 
termed ‘umbrella companies’, supply temporary workers to end users or engagers. Workers have a single continuing 
employment with these intermediaries and so their travel from home to the workplace where they carry out work for 
the end user is treated as a temporary workplace. As a result the cost of this travel is currently eligible for tax relief. 
However, workers directly engaged by the end user are not eligible for tax relief for these journeys.

The proposal means that there will be an addition to existing legislation in relation to relief for business travel 
expenses. This will remove relief for home to work travel to a temporary workplace where a worker is:

• supplying personal services;

• engaged through an employment intermediary; and

• subject to (or the right of) supervision, direction or control of any person

Who will be affected?
On the basis that tax relief will no longer be available for home to work journeys, the take home pay of the workers 
employed by these intermediaries will reduce. The intermediary will also be impacted as it would have made savings 
in relation to employer’s NIC on the travel expenses paid. The proposals will also impact those personal service 
companies which supply the services of an individual to an end user if the individual is subject to supervision, 
direction or control.

End users will also be impacted as they have to confirm with the intermediary whether the worker is subject to their 
supervision, direction and control. One of the options in the consultation is to make the engager jointly and severally 
liable for any outstanding tax and NICs as a result of non‑compliance if inappropriate or false claims have been made.

When?
The changes will be introduced in the Finance Bill 2016 to take effect form 6 April 2016.
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Our view
We understand the need to restrict the relief available in relation to travel and subsistence expenses and to create a level playing 
field so that the tax treatment of home to work travel costs is consistent. However, additional legislation can only add further 
complexity. The expenses rules have already been amended to ensure that they cannot be used in conjunction with salary sacrifice 
arrangements and it may have been possible to achieve the same result by strengthening these changes.

Increase in the National Insurance contributions (NICs) 
employment allowance

The measure
The government will increase the National Insurance contributions (NICs) employment allowance from £2,000 to 
£3,000 a year.

From April 2014, every business, charity and community amateur sports club has been entitled to an annual 
‘employment allowance’ of £2,000 to reduce their liability for Class 1 secondary NICs.

The government has announced it will increase the Employment Allowance to £3,000 a year from April 2016.

To ensure that the NICs employment allowance is focussed on businesses and charities that support employment, 
from April 2016, companies where the director is the sole employee will no longer be able to claim the employment 
allowance.

Who will be affected?
All businesses, charities and community amateur sports clubs.

When?
This measure will be introduced from April 2016.

Our view
This measure will help all businesses and charities, particularly smaller ones, with additional wage costs.

HM Treasury estimates that 90,000 employers will see their employer NICs liability reduced to zero. When introduced in 2014, the 
employment allowance offset the NICs costs of employing four workers full time on the national minimum wage. The increase in 
the employment allowance will mean firms will be able to continue to employ four workers full time on the new national living 
wage, without paying any NICs.

The government intends the employment allowance to be focussed on businesses and charities that support employment. 
An arrangement HMRC object to is that whereby a payroll company takes on a business’ staff and sets up underlying companies, 
each of which employs a small number of the business’ staff, with the intention of obtaining the full employment allowance for 
each underlying company so as to wipe out the employer NICs liability. HMRC’s view is that attempted avoidance schemes such as 
this, which seek to use artificial and contrived arrangements to seek an unintended advantage, do not work.

Pensions – implications to funding of pension savings

The measures
The government has made a number of pension announcements in this Budget that will give employers a lot to 
consider in terms of future pension provision for employees, both in the short and longer term.
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In the short term:

• The government announced that it will restrict the annual amount that can be contributed tax‑effectively into a UK 
registered pension scheme and into certain non‑UK pension schemes over the course of a single year (the annual 
allowance). 
 
The annual allowance will be proportionately restricted by £1 for every £2 of adjusted income (which includes 
employer pension contributions) over £150,000 per annum, down to a minimum of £10,000 per annum. This will 
mean that for those earning £210,000 (including employer pension contributions) or more per year the annual 
allowance will be £10,000. The carry forward of unused annual allowance will continue to be available, but the 
amount available will be based on the unused tapered annual allowance. 
 
Tax relief up to the annual allowance will continue to be given at an individual’s marginal rate of tax.

• ‘Pension input periods’ will be aligned to the tax year. Although the tax relief on pension contributions is based 
on amounts contributed during the tax year, to determine whether the annual allowance has been exceeded in 
a particular tax year, all pension savings made by or on behalf of the individual in ‘pension input periods’ ending in 
the tax year are aggregated.

• As announced at the time of the March 2015 Budget, the amount an individual is able to save tax effectively 
over the course of an individual’s lifetime will be reduced from £1.25m to £1m from 6 April 2016. The lifetime 
allowance will be indexed annually in line with Consumer Prices Index (CPI) from 6 April 2018.

In the longer term, tax relief on pension contributions may, however, be abolished altogether:

• A consultation has been published that invites views on whether there is a case for reforming pensions’ tax relief.  
 
The consultation highlights the current ‘exempt‑tax‑tax’ formula for the pensions system, noting that contributions 
are currently exempt from both employee and employer national insurance contributions. The consultation 
suggests a system where pension contributions are taxed upfront (a ‘tax‑exempt‑exempt’ system), like ISAs, and 
then topped up by the government.

The government has also announced that it is considering the taxation of unfunded pension arrangements:

• The government will consult on tackling the use of unfunded employer financed retirement benefit schemes 
(EFRBS) to obtain a tax advantage in relation to remuneration. Details are yet to be released.

Who will be impacted?
In the short term, higher and additional rate earners with UK registered pensions or certain non‑UK pension schemes 
will be affected by the restriction to the annual allowance.

This restriction will impact employees who have non‑contributory pensions (ie employer funded plans), as well as 
those who also contribute out of their pre‑tax earnings.

The restriction to the annual allowance will also impact those non‑UK resident employees who perform some 
UK employment duties during the period over which contributions are made, for example, those with overseas 
workday relief. The annual allowance restriction will apply to the UK proportion of the contributions made to the 
pension scheme and annual allowance charges may arise depending on the amount of contributions and UK duties 
performed during the tax year.

There will be a de minimis income threshold below which the annual allowance will not be tapered. Where the 
individual’s income, before adding back pension contributions, is £110,000 or less, the annual allowance will stay 
at £40,000 even if the pension contributions push the total income over the £150,000 threshold.

Anti‑forestalling rules mean that employment income that is given up in exchange for employer pension 
contributions through a salary sacrifice arrangement made on or after 9 July 2015 will need to be added back in 
determining whether the £110,000 threshold has been breached.

All taxpayers contributing to UK registered and certain non‑UK pension schemes will be affected by the alignment of 
pension input periods to the tax year.

In the longer term, the pensions landscape could change completely. All pension contributions could be subject to 
marginal rates of income tax and NICs.
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When will the changes take effect?
The changes to restrict the annual allowance will take effect in respect of contributions made from 6 April 2016.

The changes to align pension input periods to the tax year take effect immediately. All pension input periods open 
today (8 July 2015) will automatically be closed, with the next pension input period running from 9 July 2015 
to 5 April 2016. All subsequent pension input periods will automatically be concurrent with the tax year from 
2016/17 onwards.

• Pension input periods up to and including 8 July 2015 have a £80k annual allowance (to ensure pension savings 
made prior to the Budget on the assumption that pension input periods would not change, are protected);

• Pension input periods from 9 July 2015 to 5 April 2016 have a nil annual allowance, with a maximum of £40k 
carry forward of any unused allowance from the period up to 8 July 2015 (plus any unused annual allowance from 
2012/13, 2013/14 or 2014/15);

• From 6 April 2016, the restricted annual allowance will apply, together with any unused tapered annual allowance.

Our view
Employers may wish to review which employees are likely to be affected and what steps, if any, should be taken to minimise the 
impact that the annual allowance restriction will have.

Employers may further wish to consider alternative, non‑approved (funded) pension top‑up arrangements that do not involve 
salary sacrifice – overall, the changes may lead to further disengagement from pensions on the part of senior executives, which 
could have a knock‑on effect on the quality of pension offerings provided to their employees.

In the longer term, any improvements to the pension system to make it more attractive, especially to younger savers, should be 
welcomed. However there have been multiple changes to the registered pension scheme regime over the last 10 years and the aim 
should be for a settled regime that will have longevity and give taxpayers certainty as to outcome.

The alignment of pension input periods to the tax year is a welcome simplification. It is common for many pre‑6 April 2011 
schemes to have non‑tax year pension input periods by default. These rules were often misunderstood and led to unexpected 
tax charges.

Proposed changes to the IR35 legislation

The measure
Anti‑avoidance legislation (commonly known as IR35) was introduced in the year 2000 under which individuals who 
work through their own limited company, but who would be employees if they were providing their services directly, 
pay broadly the same amount of tax and NIC as other employees.

Reports from the Office of Tax Simplification and the House of Lords have indicated that the legislation is not 
effective enough and the government will consult on introducing changes to improve the effectiveness of the IR35 
legislation and improve compliance.

Who will be affected?
Individuals who work through their own limited company who are unclear whether they fall within IR35.

When?
No date given.

Our view
In many cases it is currently unclear whether IR35 applies.

We welcome a review and consultation on the effectiveness of this legislation to ensure clearer guidance around the application of 
these rules.
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Reform of tax on death benefits from pensions

The measure
The tax charge that applies to certain lump sum death benefits from pension schemes will change from 45% to 
the recipient’s marginal income tax rate where the payment is made on or after 6 April 2016. The payment will be 
treated as pension income of the recipient and will be subject to PAYE.

The tax charge on death benefit lump sums normally applies where the deceased had died after reaching age 75. 
It can also apply to those who die before reaching age 75 if the death benefits are not paid out within two years. 
Otherwise the payments on or after 6 April 2015 are normally tax‑free.

Who will be affected?
Individuals who receive lump sum death benefits that do not attract the tax exemption (ie normally where the 
deceased died on or after his or her 75th birthday).

When?
The changes affect payments made on or after 6 April 2016, irrespective of the date of death.

Our view
The change in the treatment of death benefits will be good news to those who have a marginal income tax rate of less than 45%, 
as the new rules will enable them to use their allowances, reliefs and lower rate bands to reduce the tax on the payments.

Care will be needed when considering what the marginal tax rate will be, however. Although 45% is the highest tax rate that 
applies to income, and this only applies to amounts in excess of £150,000, there are higher marginal rates above and below this 
level due to the tapering of allowances and other clawbacks. In particular, if a payment pushes the recipient’s 2016/17 income 
above £100,000, this will trigger a clawback of the personal allowance, producing a 60% effective tax rate between £100,000 
and £122,000.
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