Budget/Finance Bill 2013
As you will be aware, George Osborne’s fourth Budget speech took place on 20 March 2013.  As with all Budgets in recent times there has already been much media coverage of the speech itself.  In addition, much of the Finance Bill content was released for consultation in December 2012 and some of the Budget content was announced/leaked over recent weeks.  As a result there were few real surprises on Budget day and the headline grabbing announcements have already received much publicity.

Whilst there were clearly some proposals to be welcomed, in particular higher personal allowances for most taxpayers, extra help with child care costs from late 2015 and the reduction in the main rate of corporation tax to 20% in April 2015 (with the benefit for small companies that from then there will no longer be a requirement to identify associated companies for corporation tax rate purposes), the purpose of this letter is to highlight those proposals less well publicised which may affect smaller businesses.
Matters previously announced and included in the Finance Bill (some of which have been modified by Budget announcements) are as follows:-
· With effect from 6 April 2013 a new statutory test of UK residence for tax purposes in respect of individuals is to be introduced.  

· Measures are to be introduced “to tighten up on avoidance through the use of personal service companies” and improve the so called IR35 legislation.  These new measures will, in particular, focus on “office holders” in an organisation to ensure that where pay is channelled through a company, the IR35 rules apply in all cases.  In addition, compliance with the IR35 rules is to be monitored and further measures introduced if the current system “proves to be insufficient to prevent people from attempting to avoid tax and National Insurance by using intermediaries”.
· Legislation is to be introduced, effective from 6 April 2013, to restrict relief on pension contributions made in respect of an employee’s family members where those family members are not genuine employees in their own right.  
· For sole traders and partnership (but not LLPs) with a turnover below the VAT registration threshold (£79,000 p.a. from 1 April 2013) a simplified basis of calculating profits will be available with effect from 2013/14.  At present profits should be calculated using all (or almost all) of the accounting principles as they apply to large companies which often introduces unwarranted complications for small businesses.  The simplified basis (which is optional) will allow profits to be calculated purely by reference to business receipts and payments (i.e. cash monies in, plus bankings, less expenses paid).  This is likely to be especially advantageous to businesses which currently have to include year end debtors, unbilled sales, stock and work in progress in their profit calculations as they will enjoy not only the benefits of an easier computation of their profit figure but also, in many cases, the profit figure calculated, and therefore tax thereon, will be lower than under the current rules.  The Budget announced that for motor expenses the previously proposed compulsory fixed rate basis of 45p per business mile driven would become an optional basis for those who did not wish to continue calculating the business proportions of total motor expenses incurred.
· Over recent years many small businesses have transferred into limited companies, often for tax reasons.  In most cases the result has been beneficial but in some instances circumstances have changed.  However, unlike incorporation, there has been, up until now, no specific tax reliefs for disincorporation and consequently there are often adverse tax issues which arise when trying to transfer a business from a limited company to sole trader or partnership status.  To partially deal with this position there will be, with effect from 6 April 2013, a very limited disincorporation relief which initially will be available for five years until 5 April 2018.  The relief allows companies to disincorporate with land, buildings and goodwill up to a value of £100,000 and defer any company capital gains tax which might otherwise have arisen.  (Note that the relief only defers company gains and does not apply to gains arising to shareholders when the company is liquidated/dissolved.)
· For incorporated companies who wish to involve employees as shareholders a new employee shareholder status is to be created.  Employees, including those who already own shares of less than a 25% holding, will be able to acquire shares (in return for giving up certain employment protection rights) with a value of between £2,000 and £50,000 (taxable unless paid for at full value except, as announced on Budget day, in respect of the first £2,000 of value), that will be free of capital gains tax on any subsequent disposal.  The Budget also announced that the commencement date for this scheme will be 1 September 2013.
· With effect from the date of Royal Assent to the Finance Bill a new General Anti-Abuse Rule will be introduced aimed at countering the tax benefits sought by complex/contrived arrangements.

Turning to the new measures included in the Budget and associated news releases, the following are relevant:-

· From 6 April 2014 the benefit of interest free or low rate (i.e. less than 4%) loans to employees or directors which do not exceed £10,000 (currently £5,000) in the whole of any tax year will be tax free.

· The 25% tax charge on private (close) companies which loan monies to shareholders are to be tightened up to confirm the legislation cannot be avoided by making loans from such companies via partnerships, LLPs and trusts.  In addition, legislation will be introduced to ensure the charge cannot be avoided by repayment of one loan to be replaced shortly thereafter by a new loan.
· From 6 April 2015 the car benefit rate of charge (on the list price) for cars incapable of producing any CO2 emissions will be set at 5%.  For all other cars without a CO2 emission figure the rate will be the maximum of 37%.  It was also announced that the charges for low emission cars for 2016/17 will increase to 7% for cars with emissions between 0 – 50g per km and 11% for cars with emissions between 51g – 75g per km.  All other band percentages will increase by 2% up to the maximum of 37%.  The 3% diesel surcharge will however be removed.

· A new system of penalties for late payment of monthly PAYE liabilities is to be introduced from 6 April 2014.  At the same time each employer will receive a rebate of up to £2,000 p.a. on their employer National Insurance contributions.
· In addition to the General Anti Abuse Rule previously announced, further action is to be taken to prevent avoidance and evasion, in particular agreements on the exchange of information with the Channel Islands/Isle of Man have been finalised, similar agreements will be sought with the Cayman Islands and other tax havens, a review is to be undertaken of the use of partnership “arrangements” which are used to “disguise” employment relationships or which manipulate profit/loss allocations to gain a tax advantage, the naming of the promoters, facilitators and users of contrived tax avoidance schemes, obtaining details of credit card transactions to help detect/prove tax evasion and the introduction of retrospective legislation to counter two Stamp Duty Land Tax schemes discovered in the last twelve months.
I hope you find the above useful.  Of course as with all Budget announcements the exact details of each proposal may not be known until the draft legislation is published and even then such legislation can sometimes be revised as it passes through Parliament.  We will, in due course, consider how any changes once finalised impact on your accounts and tax position as appropriate.  In the meantime if you wish to discuss any aspect of this letter please do not hesitate to contact me accordingly.
