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B U D G E T   N E W S   2020

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.
*As amended by subsequent statements.  The situation is changing daily and there could be announcements of more help for businesses and individuals to deal with coronavirus.

The Budget in General

Even before the Chancellor could say anything, there was the surprise early morning announcement that the Bank of England had cut its base rate from 0.75% to 0.25%, equalling its lowest ever rate.  That will help borrowers who have existing bank loans or overdrafts which are linked to the base rate, but will make no difference to existing personal loans or hire purchase agreements.


The new Chancellor, Rishi Sunak, delivered a competent and confident speech, belying his short time in office.  The government had already made it clear that the budget would include significant infrastructure spending, mainly roads and railways, and a total of £175bn over the next five years was announced.  The Chancellor would no doubt have liked the budget to be remembered for that, but it will instead be labelled the coronavirus budget, because of the exceptional measures announced to deal with that.  In addition to the specific measures detailed below, he announced unlimited funds for the NHS to deal with the outbreak.  This is not an end to austerity, however, as spending in other government departments is still under tight control.
National Insurance for 2020/21

There is no change to the rate of 12% for employees, but the point at which it becomes payable rises from £166 to £183 a week.  Employer’s contributions, however, start at £169 a week.


For self-employed earners, the weekly Class 2 contribution increased from £3.00 to £3.05 a week.  The 9% Class 4 contribution will be payable on profits over £9,500, up from £8,632.
Excise Duties

Fuel and alcohol duties are frozen, but tobacco duties are increased as usual, adding 27p to a packet of 20 cigarettes, 67p to a packet of hand-rolling tobacco and 18p to a packet of pipe tobacco.

Corporation Tax

Reversing a previous commitment to reduce Corporation Tax to 17%, it will remain at 19% for the years 2020/21 and 2021/22.

VAT

1.
Postponed accounting will be introduced on 1 January 2021 for importers of goods from anywhere in the world.  That means that they will not have to pay VAT when goods enter the country, but will instead declare VAT on their quarterly VAT return and, in most cases, will also reclaim it, leaving them at no cash-flow disadvantage when the UK leaves the EU single market at the end of the transitional period.
2.
The zero-rating of books and newspapers will be extended on 1 December 2020 to their electronic equivalents, which are currently standard-rated.  This is the law catching up with technological developments, as there was no logic in the previous distinction.
3.
After reducing VAT on women’s sanitary products from 20% to 5% in 2015 (the best it could do under EU law) it is now possible to abolish it completely from 1 January 2021.  I always suspected that this is one of the many products which the public generally did not realise was liable to VAT, until a few women started to complain vociferously about it.  Similarly, how many people realise that they are paying 20% VAT when they buy soap, shampoo and toothpaste?
Buildings

The surprise announcement in Philip Hammond’s last budget was the reintroduction of an allowance for non-residential buildings constructed by businesses.  The rate was 2% a year, but that will be increased to 3% from April 2020.
Sick Pay



Employees who are off work with coronavirus, or advised by NHS 111 to self-isolate, will be eligible for Statutory Sick Pay (which is paid by the employer) immediately, instead of having to wait 3 days as is usual.  Normally employers have to cover the cost of SSP but, in these cases, businesses with fewer than 250 employees will be able to reclaim up to 14 days’ SSP from the government.  How that will work is yet to be determined, as payroll software and HMRC computers are not set up to deal with SSP refunds through the PAYE system.

Those who do not qualify for SSP, such as the self-employed, will more easily be able to claim benefits if they are sick or have to self-isolate

Employment Allowance

The Employment Allowance, which subsidises the employer’s National Insurance paid by small businesses, will increase from £3,000 to £4,000 for the tax year 2020/21.

Business Rates


These measures will help the retail sector, which was suffering already, as well as other small businesses likely to be affected by coronavirus.

1. Retail properties with a rateable value below £51,000 already receive a discount of 33%, but this will be increased to 50% in 2020/21 and 100% in 2021/22.  The discount will now apply to all retail businesses and is increased to 100% for 2020/21.  Additionally, a £25,000 grant will be paid to all retail, hospitality and leisure businesses with a rateable value between £15,000 to £51,000.
2. Public houses with a rateable value below £100,000 will receive a discount of £5,000 for 2020/21, instead of the £1,000 previously announced.

3. Local newspaper offices will receive a £1,500 discount for five years from 2020/21.

4. Standalone public lavatories will receive 100% rates relief from 2020/21.

5. The 700,000 small businesses which currently receive rate relief will not only continue to receive it but will also be given a one-off grant of £3,000.  This has now been increased to £10,000.


Although these measures will help in the short term, continued disruption will have a serious effect on small businesses in the hospitality sector, such as hotels, restaurants and travel agents.  Likewise, larger businesses such as airlines and tour operators could encounter serious financial difficulties.

Tax Debts in Liquidations

All taxes owing to HMRC used to have preferential status in a company liquidation, meaning that they were paid in full before anything was paid to most other creditors.  Then the law was changed some years ago to remove that preference.  From 1 December 2020, that will be partially reversed, with taxes collected from customers (VAT) or deducted from workers (Income Tax and NI) again having preference in a liquidation.

Digital Services Tax


As announced in the last budget, the new 2% tax on sales of online businesses, such as search engines and social media services, will be introduced on 1 April 2020.  The aim is to compensate for those multinational companies paying very little UK Corporation Tax through their ability to move their profits around the globe.

Capital Gains Tax

1.
The annual exemption for individuals will increase from £12,000 to £12,300 in 2020/21.

2.
Entrepreneurs’ Relief allows business owners to pay Capital Gains Tax at only 10% when they sell up.  The relief can be claimed for any number of businesses an individual owns, up to a lifetime limit of £10million of gains.  From budget day, that limit is reduced to £1million.

Computerised Assessments


There was an interesting tax case recently, where a taxpayer successfully appealed against a computer-generated penalty assessment, on the grounds that it had not been made by a tax inspector, as required by the Taxes Act.  The law will now be amended to make it clear that such assessments are valid.

Van Benefit


An employee who is provided with a van which can be used privately has to pay tax on a benefit-in-kind of £3,430, with an additional benefit of £655 if the employer pays for private fuel.  For 2020/21, those benefits are increased to £3,490 and £666. 
Plastic Packaging


From April 2022, a new tax will be applied to all plastic packaging which does not include at least 30% recycled plastic, to reduce the environmental impact of single-use plastic.

Cars
1.
There was a time when cars purchased by businesses qualified for the same rate of tax allowance (currently 18%) as other types of equipment.  Then the government introduced the concept of a lower rate of allowance (currently 6%) on cars with high CO2 emissions.  The threshold for deciding what is a high emission car started at 160g/km, but was reduced to 130g/km, then 110g/km.  From April 2021, that threshold will be further reduced to 50g/km, which will exclude most cars.
2.
Conversely, to encourage the switch to low-emission vehicles, there has been a 100% First-Year Allowance for cars with emissions up to 50g/km and zero-emission goods vehicles.  That was due to expire in April 2021 but will now be extended for a further four years.

Air Passenger Duty


The rate for long-haul flights will increase in line with inflation in April 2021, but short-haul rates will be unchanged.

Road Tax


Rates will rise in April 2020 in line with inflation.

Loans


The government will back a loan scheme to provide up to £330bn to companies suffering cash-flow problems because of measures to tackle the coronavirus.  The government will guarantee 80% of each loan up to £5m and will pay the first six months of interest.

Tax Debts


There is now a dedicated HMRC helpline on 0800 0159 559 to negotiate time-to-pay arrangements for companies and traders who are unable to pay their tax debts on time because of coronavirus.

Insurance


The government has agreed with the insurance industry that businesses forced to close because of coronavirus will be able to make a business interruption claim, provided that they have appropriate cover in their policy.
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