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B U D G E T   N E W S   2018

A word of warning

The information given below is based mainly on the Chancellor’s budget speech and associated press releases.  Therefore, I cannot accept responsibility for the accuracy of such information.  I have covered the parts of the budget which have the widest effect on taxpayers; it is not an exhaustive account.  On any individual tax problem, there is no substitute for taking specific advice.
The Budget in General

The government had advertised this budget as an end to austerity and, while that may be an exaggeration, the Chancellor was able to announce increases in public expenditure because of higher than expected tax revenues this year.  This does mean, though, that the government will continue to run a budget deficit for longer than originally planned.  Every year of deficit adds to the national debt and the interest payable on it.


The main beneficiaries of extra spending are the NHS (£20.5bn) Defence (£1bn) roads (£30bn) social care (£650m) schools (400m) and helping people moving on to Universal Credit (£1.7bn).  That spending and most of the tax changes are due to come into effect in April 2019, but we are in a time of great political uncertainty because of Brexit.  If the negotiations with the EU go badly and a satisfactory deal cannot be agreed or passed through parliament, then the government may be forced to call a general election.  The new government could then change everything.
Income Tax for 2019/20


The personal allowance will rise from £11,850 to £12,500 and the basic-rate tax band of 20% will be extended from £34,500 to £37,500, so that only people with an income over £50,000 will pay 40% tax.  Those tax rates and bands do not apply to Scotland, where the devolved parliament will set its own rates.


Class 2 NI for the self-employed was supposed to be abolished next year, but will now be retained and the weekly rate will rise from £2.95 to £3.00.
Excise Duties
1.
Fuel duty is frozen for the ninth year in a row.

2.
Short-haul Air Passenger Duty is frozen for the eighth year in a row, but long-haul rates will rise in line with inflation.
3.
Alcohol duties are frozen on everything except wine, which increases by 4p a bottle immediately.

4.
Tobacco duty increases by 2% above inflation on everything except hand-rolling tobacco, which increases by an extra 1%.
5.
Road tax for cars, vans and motorcycles will rise by RPI in April 2019, but rates for HGVs will be frozen.
Structures and Buildings Allowance


The big surprise for me was the immediate introduction of a new tax allowance for trading and rental businesses on the cost of constructing new non-residential structures and buildings.  There used to be tax allowances on industrial and agricultural buildings, but they were phased out some years ago, since when there has been no tax relief on the cost of any kind of building.  The allowance covers new construction costs on or after budget day, so does not apply to existing buildings.


SBA can be claimed on commercial buildings, including offices, shops, walls, bridges, tunnels, factories and warehouses, but excluding workplaces which are on integral part of a dwelling, such as a home office.  Only the cost of construction (not the land) qualifies; SBA also applies to renovation costs, to the extent that they are not repairs qualifying for full tax relief.  A dual purpose building, such as a shop with a flat above, will qualify only on the commercial part, so the cost will have to be apportioned.


SBA will be given at 2% a year, so it will take 50 years to get full tax relief on the costs..  When a building is sold, the cost in the Capital Gains Tax computation will be reduced by the amount of SBA claimed, so increasing the CGT payable.  If the building is less than 50 years old, then the new owner can claim the remaining years of SBA, but still based on the original cost, not the sale price.
Capital Gains Tax

1.
The annual exemption for Capital Gains Tax for individuals will increase from £11,700 to £12,000 in 2019/20.  This allowance can be used only against gains arising in the year and cannot be carried forward or accumulated.

2.
From 6 April 2019, non-residents will be liable to Capital Gains Tax on disposals of all UK land and buildings, rather than just residential property.

3.
From 6 April 2019, a person disposing of a business will need to have operated it for 2 years rather than one year to qualify for Entrepreneurs’ Relief on Capital Gains.
4.
From 6 April 2020, UK residents will have to pay any CGT on sales of UK residential property within 30 days, as non-residents already do.
VAT


In his last budget, the Chancellor froze the VAT registration threshold at £85,000 until April 2020 and hinted that he may reduce it.  He has not done that, but has extended the freeze to April 2022.

Capital Allowances

Capital allowances are the way tax relief is given on the cost of buying machinery, equipment and vehicles.  Three changes were announced.
1.
The Annual Investment Allowance (AIA) which allows expenditure up to £200,000 (other than motor cars) to be claimed in full in the year of purchase, will be increased to £1 million for 2 years from 1 January 2019.  The vast majority of businesses would never spend more than £200,000 in a year, so will not be affected.

2.
A 100% First-year Allowance (FYA) will be introduced for four years from April 2019 on the cost of installing electric charge points.

3.
Expenditure which is not covered by AIA or FYA qualifies for an annual writing down allowance (WDA) which is generally 18%, but there is a special rate of 8% for integral fixtures and cars with exhaust emissions over 110 gm/km.  From April 2019, that special rate will be reduced to 6%.


Other tax rules create a significant difference in the way that this rate is applied to the owners’ cars in limited companies compared to sole traders and partnerships.

a)
In limited companies, the owners are treated as employees, so private use of business cars is taxed through the company car benefit charge.  The company can then claim WDA on the cars, but all expenditure is “pooled” and purchases are added to the pool and sales are deducted before the WDA is calculated.  As cars depreciate at a lot more than 6% a year, the sale proceeds will be much lower than the value of that car in the pool.  Over the years, the additions to the pool will, therefore, exceed the deductions for sales and WDA, so the balance will keep growing.  That balance will not be allowed for tax until all of the cars are sold and not replaced, which probable won’t happen until the business ceases.
b)
In partnerships and sole traders, part of the WDA on cars is deducted to reflect private use.  Each car is treated individually and, when it is sold, the proceeds are deducted from the written down value and the balance is allowed.  If a car costs £10,000 and is sold 5 years later for £2,000 then the WDA for years 1 to 4 will total £2,192 and there will be a balancing allowance of £5,808 in year 5.  The total allowances of £8,000 are the difference between the cost of £10,000 and sale proceeds of £2,000 but, if private use is one-fifth, then the total allowed for tax will be four-fifths of £8,000, which is £6,400.

Gift Aid


The Gift Aid Small Donations Scheme was introduced some years ago, to allow charities to reclaim tax on donations from things like street collections, where it would be impractical to ask donors for the normal Gift Aid declaration.  The limit on individual donations was set at £20, probably because that is the largest banknote most people carry.

Apparently, it is increasingly common for people to use contactless debit cards to make donations so, from 6 April 2019, the limit on donations will be increased to £30, to match the payment limit on such cards.

Company Vans


The charge for an employee’s private use of a company van will increase from £3,350 to £3,430 in 2019/20.  The charge can be avoided if the employer restricts the employee’s private use to travel from home to work and back.

Personal Service Companies


For many years, the government has been trying to stop what it calls “disguised employment” where a worker operates through a personal company to provide services to a client, rather than being directly employed.  There are tax and NI savings for both the client and the worker, while the client is also protected from any HMRC claim that the worker is actually an employee, because it is the company which is being paid.  This arrangement has been widely used in the IT industry and even the BBC and government departments have paid their workers in that way.


The government sees this as unacceptable tax avoidance so, some years ago, introduced rules (commonly known as IR35) requiring the worker to imagine that the company was not there and assess whether the resulting relationship with the client would amount to employment.  Where it would, then the company was required to pay tax and NI as if it were employment.


The contracts for such work were usually prepared by employment agencies and they became very good at inserting clauses which would stand up to any IR35 test.  HMRC has tried to challenge such contracts but has usually been defeated in the tax tribunals and courts.  HMRC does not have the resources, anyway, to be able to challenge all of those contracts.


The government’s first attempt to tackle this lack of compliance came in April 2017, from which date public sector bodies were required to make the IR35 assessment themselves.  If they decided that the worker would be an employee without the personal service company, then they have to deduct tax and NI before paying the company.  I have no experience myself of what difference that change has made, but any contract which stood up to legal challenge before should still be safe.


These rules are to be extended in April 2020 so that large and medium businesses in the private sector will also have to consider the IR35 rules when paying a worker through a personal service company.

Plastic Tax


From April 2022, there will be a new tax on producers and importers of single-use plastic packaging which does not contain at least 30% recycled content.  No rate has been announced, but I think that the aim is more to change behaviour than to raise revenue, which is why so much notice of its introduction has been given.

National Minimum Wage


Hourly rates will increase on 1 April 2019



Old
New


£
£ 

Living wage (25 and over)
7.83
8.21

Minimum wage (21 – 24)
7.38
7.70

18 - 20
5.90
6.15

16 - 17
4.20
4.35

Apprentice (under 19 or in first year)
3.70
3.90

Support for High Streets

1.
Retail properties with a rateable value below £51,000 will receive a one-third business rates discount for 2 years.  The smallest premises already benefit from full rates exemption.

2.
£675m has been allocated to support improvements to town centres.

Digital Services Tax


There has been much criticism in recent years of international companies which arrange their affairs so that most of their profit appears to be earned in low-tax countries, although most of their trading activities are elsewhere.  As a result, companies like Amazon pay very little Corporation Tax in the UK.  The government has therefore decided to introduce a 2% Digital Services Tax (DST) in April 2020.  This is not a traditional tax on sales or profits, but a levy on specific types of revenue earned in respect of UK operations:

1.
Advertising targeting UK users on social media platforms and search engines.

2.
Commission (such as e-Bay charges) on sales between UK users.


As this measure is aimed at the large multinational digital platforms there are thresholds to ensure that DST does not apply to small companies. This is seen as a temporary solution until there is international agreement on a fairer method of taxing the profits of these companies.
Private Residence Relief


It is widely understood that Private Residence Relief exempts the family home from Capital Gains Tax, but there are some other reliefs which can apply where a property was not occupied by the owner for the whole period of ownership.  They were introduced many years ago during a property slump, to help people who moved house but then had to let the old house because they were unable to sell it.
1.
Final Period Exemption, which originally treated the final 36 months of ownership as a period of residence, even if it wasn’t.  That is now 18 months and will be reduced to 9 months from April 2020.
2.
Letting relief can further exempt up to £40,000 of gains relating to a period when the house was let.  From April 2020 that relief will be available only where the owner shares occupancy with a tenant. 
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