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Introduction

Press reports advise that the Chancellor Philip Hammond is under attack from those
within his party who believe he is not sufficiently enthusiastic about Brexit. He has
had to cope with downgraded predictions of economic growth and poor statistics on
productivity, while seeking to address some of the issues which appear to have hurt
the Government in this year’s general election, particularly housing, austerity, the
difficulties facing claimants of Universal Credit, the constant need to find money for
the NHS. For a man under such pressure, he managed to appear remarkably relaxed at
yesterday’s Budget Speech, making jokes with the Prime Minister about cough sweets
(she handed him a packet) and managing to avoid the possible pitfalls of talking about
the advantages of driverless cars.

In common with most recent Budget speeches, the Chancellor addressed the House
for almost an hour. In other respects, however, it was unusual. There was very little in
the speech about tax, and almost nothing about raising it. He listed spending promises
and tax giveaways, such as the headline relief from SDLT for first-time buyers, but it
was hard to detect anything that would pay for it all.

The Budget detail, of course, is hidden away in the mass of documentation released
on the Government’s website the moment the Chancellor sits down. As usual, some
measures come into effect straight away, some take effect next year, and some are
advance warning of changes coming in 2019 or 2020.

Probably Mr Hammond’s most pressing need was to avoid a repeat of the climbdown
forced upon him after the March 2017 Budget, when he tried to introduce an increase
in NICs, but had to accept that this was contrary to a Conservative election manifesto
promise. So far, nothing seems to be as controversial as that. The measures that will
raise tax are either hard to argue with, such as cracking down on avoidance and
evasion or relatively obscure such as changing the way companies calculate capital
gains).

A Chancellor’s decisions often have an effect on employment and in this case,
possibly on Mr Hammond’s continuing tenure in his job. We wait to see whether or
not the Chancellor is judged to have steered the economy in the right direction.
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The more significant tax announcements yesterday include:

From 22 November 2017, SDLT is abolished for first time buyers on homes costing
up to £300,000, and no SDLT on the first £300,000 of a first-time buyer’s purchase of
homes costing up to £500,000.

Indexation allowance, which gives companies relief for the effect of inflation on
capital gains, will be frozen at January 2018 for disposals after that date.

The rate of the Research and Development Expenditure Credit increases from 11% to
12% with effect from 1 January 2018.

Tax-free personal allowance rises from £11,500 to £11,850; threshold for 40% tax
rises from £45,000 to £46,350. Tax rates and thresholds for Scottish taxpayers are to
be confirmed by the Scottish Parliament in December.

Abolition of Class 2 NIC and reform of Class 4 NIC for the self employed is deferred
by a year to April 2019 in order to assess the impact on contributory benefits.

Freezing of VAT registration threshold at £85,000 for two years instead of normal
£2,000 increase, so speculation about a possible reduction in the threshold was

unfounded.

The CGT annual exempt amount rises from £11,300 to £11,700.

The following pages summarise the main announcements from the Chancellor’s
speech and the documents released by HMT and HMRC afterwards.
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Income Tax

Income Tax Rates And Allowances

For the next tax year 2018/19, the main tax-free personal allowance is increased to
£11,850 (up from £11,500), and the basic rate of tax applies [in England, Wales and
Northern Ireland] to the next £34,500 of income (up from £33,500). This means that
the threshold for 40% tax will be £46,350 for 2018/19 (up from £45,000). The level of
income at which personal allowances are withdrawn remains £100,000; the
withdrawal of £1 for every £2 of income means that there is an effective marginal rate
of tax of 60% in the band of income up to £123,700 in 2018/19, above which the
taxpayer will have no personal allowance.

The Scottish Parliament has the power to set different tax rates and thresholds for
Scottish taxpayers, and the details are yet to be confirmed for 2018/19. 2017/18 was
the first year in which the tax thresholds were different, with the 40% tax rate
applying at a lower level (£43,000 rather than £45,000) in Scotland.

As announced in the March 2017 Budget, the Dividend Allowance will be reduced
from £5,000 to £2,000 for 2018/19. Dividend income of up to this amount is not
taxed, but any excess is charged at 7.5%, 32.5% or 38.1%, depending on whether the
taxpayer is within the basic rate, higher rate or additional rate bands. Reducing the
Dividend Allowance will raise nearly £1 billion per year by the end of this
Parliament.

There were no other significant changes to income tax rates and allowances, which
are now extremely complicated (see the Table). An individual’s total tax liability on
any given amount of income will vary considerably depending on the components of
that income (for example, salary, profits, rent, interest, dividends). On a simple salary
of £46,350, the income tax payable will be £340 less in 2018/19 than in 2017/18.
However, the upper limit for 12% National Insurance also increases, so there will be
an extra employee’s NIC bill of about £100 to offset the tax reduction.

There is a limited relief available where one member of a married couple or civil
partnership has unused personal allowance and the other is a basic rate taxpayer. 10%
of the allowance can be transferred to the taxpaying spouse or partner, saving tax at
up to 20% (£237 in 2018/19) for the recipient. Until now, it has only been possible for
the transferring spouse to make the claim, which meant that the saving was denied if
the claim had not been made before the person died. This anomaly has been corrected.
Claims made on behalf of a deceased person will be permitted with effect from 29
November 2017 and can be backdated by up to four years.
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Company Cars And Fuel

The basis for taxing company cars and fuel provided for private use is set out in the
Table C. The Chancellor announced that the supplementary percentage applied in
calculating the taxable benefit of a diesel car will increase from 3% to 4% from 6
April 2018. This means that the minimum percentage of the initial list price of the car
will be 13% for petrol cars and 17% for diesel cars with emissions ratings up to
50g/km, but the maximum charge remains 37% for either petrol or diesel cars.

From 6 April 2018, there will by law be no charge to income tax or NIC on the
benefit provided to an employee whose employer allows them to charge an electric
car at the workplace. In theory, a tax charge could otherwise arise on the cost of
providing the benefit, so this puts the matter beyond doubt.

‘Off Payroll’ And Disguised Remuneration

HMRC has been concerned about individuals working through personal service
companies (PSCs) and similar arrangements for two decades. They regard this as a
way of avoiding PAYE and Class 1 NIC where ‘in reality’ and in HMRC’s view, the
individual is acting as an employee. From 6 April 2017, where the individual behind
the PSC works in the public sector, the responsibility for paying this tax has been
transferred to the person making the payment to the PSC. Public bodies such as NHS
Trusts have had to account for PAYE on such payments, even if the PSC is registered
for VAT. The Government intends to consult on the possibility of extending this to
people working in the private sector as well.

Meanwhile, other anti-avoidance measures announced in 2016 have been confirmed
as applying for the tax year 2017/18. These are aimed at ‘disguised remuneration’
schemes used by closely controlled companies to pay what are effectively earnings to
employees without accounting for PAYE, where the employees have a material
interest in the company.

Termination Payments

As previously announced, from April 2018 termination payments paid in a year in
which the recipient is UK resident will no longer be eligible for ‘foreign service
relief”. Until now this has exempted from income tax a termination payment to a
person leaving a job if a sufficient proportion of the employment was spent outside
the UK.

Employee Expenses

As a simplification measure, from April 2019 employers paying subsistence expenses
will no longer be subject to a requirement that they check receipts if they are within
benchmark subsistence scale rates. Existing concessionary overseas scale rates for
subsistence and accommodation will be placed on a statutory basis in order to provide
greater certainty for businesses.
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ISA Limits

The ISA investment limit for 2018/19 will remain unchanged at £20,000 per year. The
limit for a Lifetime ISA is also unchanged at £4,000. The limit for Junior ISAs and
Child Trust Funds increases from £4,128 to £4,260.

Pension Contributions [Table B]

The limit on contributions to tax-advantaged pension schemes remains £40,000 per
year for those with income up to £150,000 (£110,000 if the pension contribution is
paid in addition to salary by an employer). The limit is tapered away as income
increases above £150,000, until it is only £10,000 when income reaches £210,000.
The limit is also reduced to £4,000 for anyone who has accessed ‘flexible income
drawdown’ from an existing pension fund.

The lifetime allowance (LLA) is the maximum amount that a person can save in tax-
advantaged pension schemes. The value of benefits is measured against the LA when
benefits are first taken from a pension, and also on some other occasions, including
the individual’s 75th birthday. The LA was reduced from £1.25 million to £1 million
with effect from 6 April 2016. It will increase in line with inflation to £1.03 million
from 6 April 2018.

Venture Capital Schemes

The Enterprise Investment Scheme (EIS), Seed Enterprise Investment Scheme (SEIS)
and Venture Capital Trusts (VCTs) offer a range of tax advantages for investment in
companies, but are subject to a bewildering range of conditions and rules.

These have been subject to a review which has led to a number of changes to be
introduced from 6 April 2018. Some of these are intended to move VCTs towards
investment in higher risk companies.

The main impact on individual investors is an increase in the annual limit for
investment in EIS companies from £1m to £2m, provided that any amount over £1m
is invested in one or more knowledge-intensive companies. The rules for such
companies will also be modified to make it easier for them to raise money under the
EIS.

The government will legislate to limit the application of an anti-abuse rule relating to
mergers of VCTs. The rule restricts relief for investors who sell shares in a VCT and
subscribe for new shares in another VCT within a six month period, where those VCTs
merge. This rule will no longer apply if those VCTs merge more than two years after the
subscription, or do so only for commercial reasons. The change will have effect for VCT
subscriptions made on or after 6 April 2014.

In response to the Patient Capital Review the government will legislate to ensure Venture
Capital Schemes are targeted at growth investments. Relief under the schemes will be
focussed on companies where there is a real risk to the capital being invested, and will
exclude companies and arrangements intended to provide “capital preservation”. The
changes will have effect for investments made on and after Royal Assent of FB 2017-18.
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Detailed guidance will be issued shortly after the publication of FB 2017-18.

HMRC will cease to provide advance assurances for investments that appear not to meet
this condition on and after the date of publication of the guidance where it would be
reasonable to conclude that a company appears to be intending to carry out capital
preservation activities. This deadline will apply also to advance assurance applications
received before that date. This measure is subject to normal state aid rules.

Also in response to the Patient Capital Review, the government will legislate to move
VCTs towards higher risk investments by the following measures.

Removing certain “grandfathering” provisions that enable VCTs to invest in companies
under rules in place at the time funds were raised, with effect on and after 6 April 2018.

Requiring 30% of funds raised in an accounting period to be invested in qualifying
holdings within 12 months after the end of the accounting period, with effect on and after
6 April 2018.

Increasing the proportion of VCT funds that must be held in qualifying holdings to 80%,
with effect for accounting periods beginning on and after 6 April 2019.

Increasing the time to reinvest the proceeds on disposal of qualifying holdings from six
months to 12 months for disposals on or after 6 April 2019.

Introducing a new anti-abuse rule to prevent loans being used to preserve and return
equity capital to investors, with effect on and after Royal Assent.

2.9 Income Tax Allowances, Rates And Reliefs

2.9.1 Income Tax Rates and Allowances (Table A)

Main allowances 2018/19 2017/18
Personal Allowance (PA)*¥ £11,850 £11,500
Blind Person's Allowance 2,390 2,320
Rent a room relief § 7,500 7,500
Trading income § 1,000 1,000
Property income § 1,000 1,000

*PA will be withdrawn at £1 for every £2 by which ‘adjusted income’ exceeds £100,000.
There will therefore be no allowance given if adjusted income is £123,700 or more (2017/18:
£123,000).

710% of the PA (2018/19: £1,185; 2017/18: £1,150) can be transferred to a spouse or civil
partner who is no more than a basic rate taxpayer, where both spouses were born after 5 April

1935.
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§ If gross income exceeds it, the limit may be deducted instead of actual expenses.

Rate Bands 2018/19 2017/18

Basic Rate Band (BRB) £34,500 £33,500
Higher Rate Band (HRB) 34,501-150,000 33,501-150,000
Additional rate over 150,000 over 150,000
Personal Savings Allowance (PSA)

— Basic rate taxpayer 1,000 1,000

— Higher rate taxpayer 500 500

Dividend Allowance (DA) 2,000 5,000

BRB and additional rate threshold are increased by personal pension contributions (up to
permitted limit) and Gift Aid donations.

2.9.1.1 Scottish taxpayers

2.9.1.2 The 2018/19 tax rates and bands for Scottish taxpayers have not been announced. For
2017/18, the basic rate band is £31,500.

Tax Rates 2018/19 and 2017/18
Rates differ for General, Savings and Dividend income within each band:

G S D
Basic 20% 20% 7.5%
Higher 40% 40% 32.5%
Additional 45% 45% 38.1%

General income (salary, pensions, business profits, rent) usually uses personal allowance,
basic rate and higher rate bands before savings income (interest). To the extent that savings
income falls in the first £5,000 of the basic rate band, it is taxed at nil rather than 20%.

The PSA taxes interest at nil, where it would otherwise be taxable at 20% or 40%.

Dividends are normally taxed as the ‘top slice’ of income. The DA taxes the first £2,000
(2017/18: £5,000) of dividend income at nil, rather than the rate that would otherwise apply.

2.9.2 High Income Child Benefit Charge (HICBC)

1% of child benefit for each £100 of adjusted net income between £50,000 and £60,000.

Remittance basis charge 2018/19 2017/18

For non-UK domiciled individuals who have been UK
resident in at least:

7 of the preceding 9 tax years £30,000 £30,000
12 of the preceding 14 tax years 60,000 60,000
Deemed to be UK domiciled for tax

15 of the preceding 20 tax years purposes
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2.9.3 Registered Pensions (Table B)

2018/19 2017/18
Lifetime Allowance (LA) £1,030,000 £1,000,000
Annual Allowance (AA) 40,000 40,000

Annual relievable pension inputs are the higher of earnings (capped at AA) or £3,600.

The AA is usually reduced by £1 for every £2 by which relevant income exceeds £150,000,
down to a minimum AA of £10,000. The AA can be reduced to £4,000, where certain
pension drawings have been made.

2.9.4 Car and Fuel Benefits (Table C)

2.9.4.1 Cars

Taxable benefit: Chargeable value multiplied by chargeable percentage.

Chargeable value: Initial list price of car (including most accessories), reduced by any capital
contribution (maximum £5,000) by employee when the car is first made available.

2.9.4.2 Chargeable percentage:

CO2 emissions (g/km) Petrol Diesel
0-50 13% 17%
51-75 16% 20%
76-94 19% 23%
Above 94 Add 1% for every 5g/km
Above 179 (petrol)/ 159 (diesel) 37% maximum

2.9.4.3 Car Fuel

Where employer provides fuel for private motoring in an employer-owned car, CO2-based
percentage from above table multiplied by £23,400 (2017/18 £22,600).

Employee contributions for fuel do not reduce taxable figure unless all private fuel is paid for
by the employee (in which case there is no benefit charge).
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Capital Taxes

Capital Gains Tax (CGT)

The annual exempt amount rises from £11,300 to £11,700 for 2018/19.

The rates of tax are unchanged at 10% (total income and gains within the taxpayer’s
basic rate limit) or 20% (gains above the basic rate limit) on assets in general, but
18% or 28% on residential property that is not eligible for the main residence
exemption, and also on ‘carried interest’ of investment fund managers.

Most trusts enjoy half the annual exempt amount (£5,850) and pay tax at 20% or 28%
on chargeable gains.

Non-UK residents used to pay no tax on gains on UK property. A charge was
introduced for gains on residential property situated in the UK with effect from 6
April 2015. It is now proposed to extend this to non-residential property with effect
from 1 April 2019 (companies) or 6 April 2019 (individuals and trusts). Only the gain
accruing after that date will be charged.

In the Autumn Statement 2015, George Osborne announced an intention to advance
the due date for CGT on the sale of residential property to 30 days after the
completion of a sale. This would only apply if a chargeable gain arose, so it would not
affect the sale of an exempt main residence; but on the sale of a buy-to-let or
furnished holiday letting property, it would very significantly advance the payment of
the tax from 31 January following the end of the tax year. The measure was to be
introduced with effect from 6 April 2019, but the current Budget delays this until
April 2020.

The government will legislate to amend legislation in the Taxes Acts to ensure that asset
managers receiving carried interest pay capital gains tax on their full economic gain. The
changes will remove the special treatment afforded to carried interest that arises in
connection with disposals of assets before certain dates in 2015. The changes will have
effect on and after 22 November 2017.

Inheritance Tax (IHT)

Rates of tax remain unchanged at 40% on death transfers and 20% on lifetime
chargeable transfers.

As previously announced, the nil rate band remains frozen at £325,000 until the end
of 2020/21. The ‘residential enhancement’, announced in the Summer 2015 Budget,
began to take effect for death transfers from 6 April 2017. This will apply an
additional nil rate band (initially £100,000; £125,000 from 6 April 2018 to 5 April
2019; and rising to £175,000 by 2020/21) where a taxpayer’s residence is left to direct
descendants.
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A married couple will potentially then be able to leave £1 million free of IHT to their
descendants (£325,000 plus £175,000 from each parent), but the rules are complicated
and their operation is as yet unfamiliar.

Business Tax

Corporation Tax Rates

The Chancellor confirmed the corporation tax rates previously announced being 19%
for three years from 1 April 2017, and 17% from 1 April 2020.

Research And Development

Qualifying expenditure on research and development benefits from extra reliefs for
corporation tax. To encourage further investment in R&D, the rate of Research and
Development Expenditure Credit will increase from 11% to 12% with effect from 1
January 2018.

Capital Allowances On Cars

New ‘low emission’ cars attract a 100% first year allowance. For expenditure from 1
April 2018, the CO2 emission threshold for qualifying cars reduces to 50g/km (from
75g/km). From the same date, the threshold at which a car is treated as ‘high
emission’ also falls to 110g/km (from 130g/km). High emission cars only qualify for
reduced writing down allowances at 8% per annum in the ‘special rate pool’, rather
than the 18% rate of allowance that applies to general plant.

A business that is considering buying a car might advance a purchase to enjoy the
better treatment of expenditure before these changes take effect.

Royalties

To address the avoidance of UK tax by multinational groups paying royalties on UK
sales, which is a deductible expense for UK corporation tax, to group companies
based in low-tax jurisdictions, a withholding tax will be introduced on such payments
with effect from April 2019.

Business Rates

The Budget report notes that previous Budgets included measures to relieve the
impact of business rates by about £9.5 billion over the life of this Parliament. Further
measures have been added, intended to support businesses affected by business rates
increases with a total benefit of another £2.3 billion by:

bringing forward to April 2018 a change to the method of measuring inflation: the
CPI will be used instead of the RPI.

legislating retrospectively to reverse the effect of a Supreme Court judgment in a case
in which two floors of an office building occupied by the same business had to be
treated as separate properties for rating purposes.
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continuing the discount for public houses with a rateable value up to £100,000,
subject to restrictions for businesses with multiple properties.

increasing the frequency of revaluations by the Valuation Office from five years to
three years after the next revaluation, which is scheduled for 2022.

Local government will be fully compensated for the loss of income as a result of these
measures.

Property

Landlords prepare income tax accounts for their rental profits in the same way as
trading businesses, but some of the detailed rules are different. The rules will be
changed with effect from the beginning of the current tax year, 2017/18, to allow
landlords to use the simpler fixed mileage rates to calculate the deductible cost of
business journeys by car, motorcycle or commercial vehicle, rather than having to
calculate the actual cost of such journeys.

Income tax relief for interest against rental income is being restricted to the basic rate
of tax, with the restriction phased in over four years. This began in 2017/18; in the
second year of the new rules, 2018/19, only 50% of interest paid will be allowed as a
deductible expense. The remainder will be eligible for a reduction in tax liability at
20%. The rules are complicated and can produce unpredictable results.

The Annual Tax on Enveloped Dwellings on residential properties worth more than
£500,000 [that are owned through companies and other ‘envelope’ arrangements] will
go up for 2018/19 by approximately 3%, in line with inflation.

The charge on a house worth between £500,000 and £1m will be £3,600 (up from
£3,500).

The maximum charge on a house worth over £20m will be £226,950 (up from
£220,350).

To align the UK with other countries and remove an advantage which non-residents
have over UK residents, all gains on non-resident disposals of UK property will be
brought within the scope of UK tax. This will apply to gains accrued on or after April
2019. The government intends to include targeted exemptions for institutional
investors such as pension funds.

Corporation Tax

The government will legislate in both Finance Bill 2017-18 and Finance Bill 2018-19 to
make technical amendments to the corporate interest restriction rules so that the regime
works as intended. Certain of these amendments are treated as having effect on and after
1 April 2017, when the corporate interest restriction rules commenced, and the remainder
of the amendments have effect on and after 1 January 2018.
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Legislation will be introduced to restrict the amount of credit allowed, or deduction
given, for foreign tax suffered by an overseas permanent establishment (PE) of a
company, where the company has received relief in the foreign jurisdiction for the
losses of the permanent establishment against profits other than those of the PE. The
change will have effect on and after 22 November 2017.

Technical changes ate to be made to the Hybrid and other Mismatches regime (Part 6A of
Taxation (International and Other Provisions) Act 2010) to ensure that those rules operate
as intended. The change in relation to taxes charged at a nil rate will have effect on and
after 1 January 2018. The remaining changes will have effect on and after 1 January
2017.

Legislation is to be introduced to ensure licence arrangements between a company and a
related party in respect of Intangible Fixed Assets are subject to the market value rule.
The government will also legislate to ensure that realisations of a company’s intangible
fixed asset, where consideration is wholly or partly something other than cash, will
recognise the market value of that consideration. The changes will have effect in relation
to transactions occurring on and after 22 November 2017.

The government is to legislate to remove the requirement to withhold tax on interest for
debt issued on a multilateral trading facility (MTF) operated by a recognised stock
exchange regulated in the European Economic Area. Draft legislation and a tax
information and impact note were published on 13 September 2017. Following
consultation, the legislation has been amended to widen the definition of alternative
finance investment bonds to include securities admitted to trading on such an MTF.

The changes will have effect for payments of interest made on and after 1 April 2018, for
corporation tax purposes for accounting periods beginning on and after 1 April 2018, and
for income tax purposes for the tax year 2018 to 2019 and subsequent tax years.

Changes to the Bank Levy’s scope are to be made so that UK headquartered banks are
levied only on their UK balance sheet liabilities. Minor changes will also be made to the
administration of the Bank Levy. The changes to the Bank Levy’s scope will have effect
for chargeable periods ending on and after 1 January 2021, while other changes will have
effect on and after Royal Assent of Finance Bill 2017-18, or for chargeable periods
ending on and after 1 January 2018.

Legislation is to be introduced in the Finance Bill 2017-18 to remove the time limit of six
years within which companies must adjust for any depreciatory transactions when
claiming a capital loss on disposal of shares in a group company. The change will have
effect for disposals of shares in or securities of a company made on and after 22
November 2017.

Indexation allowance on corporate capital gains for disposals on and after 1 January 2018
will be frozen at the amount that would be due based on the RPI for December 2017. The
change will have effect for disposals on and after 1 January 2018.
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4.7.10 The government will legislate to correct an anomaly whereby a postponed tax charge

5.1.1

5.1.2

5.1.3

6.1

6.1.1

6.1.2

6.1.3

may become payable when a new holding company is inserted directly above an overseas
company to which a UK company has previously transferred the trade and assets of a
foreign branch in return for shares. The change will have effect for disposals on and after
22 November 2017.

Stamp Duty Land Tax

The Chancellor announced that, with effect from Budget day, there would be no
SDLT for first-time buyers on the purchase of a home costing up to £300,000. The
SDLT for other purchasers on a property of this value is £5,000.

There will also be relief from SDLT for a first-time buyer on the first £300,000 of a
more expensive property up to a maximum of £500,000. On the band between
£300,000 and £500,000 the SDLT rate is 5%, so on a £500,000 house a first-time
buyer will pay £10,000 rather than £15,000.

SDLT does not apply in Scotland, where the Scottish Parliament will take a separate
decision on whether to apply similar measures to Land and Buildings Transaction Tax
(LBTT). A separate Land Transaction Tax (LTT) will also apply in Wales from April
2018. LBTT and LTT bands and rates differ from those applicable to SDLT.

National Insurance Contributions (NICs)

Rates And Thresholds

From 6 April 2018, the National Insurance Contributions (NIC) thresholds for
employers and employees rise from £157 to £162 per week (£8,424 per year). The
Upper Earnings Limit will increase to £892 per week (£46,384 per year, or £46,350
where a single annual calculation is carried out) in line with the threshold for 40%
Income Tax.

In the March 2017 Budget, it was announced that there would be increases in the rates
of Class 4 NIC for the self employed in April 2018 and April 2019. Following
protests that this was contrary to a manifesto pledge at the 2015 General Election, the
Government dropped the proposal. Although the pledge was not repeated in this
year’s manifesto, the Chancellor confirmed that the increases will not now be
implemented.

It was also previously announced that Class 2 NIC would be abolished in April 2018,

and entitlement to State Pension would be built up by paying Class 4 NIC. Those who
earn low profits do not pay Class 4, so they would have to pay Class 3 NIC to qualify

for State Pension.

2017 November Budget Summary ROBINSON RUSHEN 13



6.1.4 The Government has noted concerns that this would increase costs for low earners,
because Class 3 contributions are substantially higher than Class 2. They will
therefore delay the abolition of Class 2 NIC until April 2019, and will consult on
possible alternative arrangements in the meantime.

6.2  National Insurance Contributions (Table D)

Class 1 (Employees) Employee Employer
Main NIC rate 12% 13.8%
No NIC on first £162pw £162pw
Main rate* charged up to £892pw no limit
2% rate on earnings above £892pw N/A
Employment allowance per qualifying business N/A £3,000

*Nil rate of employer NIC for employees under the age of 21 up to £892pw.

Employer contributions (at 13.8%) are also due on most taxable benefits (Class 1A) and on
tax paid on an employee’s behalf under a PAYE settlement agreement (Class 1B).

Class 2 (Self-employed)
Flat rate per week £2.95
Small profits threshold £6,205
Class 3 (Voluntary)
Flat rate per week £14.65
Class 4 (Self-employed)

On profits £8,424 — £46,350 9.0%

On profits over £46,350 2.0%
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7.1

7.1.1

7.1.2

7.2

7.2.1

7.2.2

7.3

7.3.1

Value Added Tax (VAT)

Registration And Deregistration Thresholds And Rates

The level of taxable turnover that requires a business to register for VAT was set at
£85,000 with effect from 1 April 2017. The Office of Tax Simplification has
suggested that this creates a number of problems, in particular discouraging small
businesses from growing above that level. It is much higher than the registration level
for sales taxes in most other countries.

This had led to speculation that the Chancellor might reduce the limit, which could
have raised a significant amount of tax, but would have involved many small
businesses in extra administration and cost. He decided not to cut the threshold,
instead freezing it at its current level for the next two years. The deregistration limit
(£83,000) will also stay unchanged.

Online Marketplaces

There is evidence that many sales through online marketplaces involve the supply of
goods in the UK on which the appropriate VAT is not paid. The Government is taking
a number of steps to close down this evasion and prevent unfair competition with
those businesses that account for the proper VAT:

HMRC may hold online marketplaces jointly and severally liable for future unpaid
VAT of a UK business on sales of goods in the UK by that business through that
marketplace.

HMRC may also hold a marketplace jointly and severally liable for unpaid VAT of a
non-UK business where the marketplace knew or should have known that the business
should be registered in the UK.

HMRC will require online marketplaces to display valid VAT numbers for all their
sellers on their website where a number is provided, and to carry out checks to ensure
that numbers provided are valid.

These measures will take effect from the date of Royal Assent to the Finance Bill
2017-18.

Construction Industry Fraud

HMRC is concerned that there is an increasing amount of fraud carried out by
suppliers of labour in the construction industry. They raise invoices charging VAT
which their builder customers claim as input tax, but disappear without ever paying
the output tax to HMRC. To counter this, the Government intends to bring in a
‘reverse charge mechanism’ for some supplies of labour in the industry.
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7.3.2

8.1

8.1.1

8.1.2

8.2

8.2.1

8.2.2

8.2.3

It will only take effect in October 2019 after consultation, to allow time for those
affected to develop systems to operate the new rules. These would be similar to those
already introduced to prevent similar frauds in relation to transactions in mobile
phones, computer chips, emissions trading allowances and some other types of supply
that have proved susceptible to fraud in the past.

Tax Administration

Collection Of Self Assessment Debts

The Budget included an announcement that HMRC will use new technology to
recover additional Self Assessment debts closer to real-time by adjusting the tax codes
of individuals with PAYE income. These changes will take effect from 6 April 2019.

It is not yet clear how significant this will be, but it is likely that it will advance the
payment of tax that is currently paid later by self employed people and landlords.

Making Tax Digital

In July 2017, the Government recognised that the introduction of ‘Making Tax
Digital’ (MTD) for all income tax traders with turnover above the VAT registration
threshold in April 2018 was very risky and the system had not been sufficiently
tested. It was therefore decided to postpone the introduction of MTD for income tax
until 2020 at the earliest, at which point it will probably be optional to start with.

The Government intends to press ahead with the introduction of MTD for VAT as
originally timetabled in April 2019. Although this may seem a lesser change, because
most VAT-registered businesses already file online returns every quarter, the detailed
requirements of MTD are very different from the present rules.

All VAT-registered businesses will have to make preparations in good time in order
to have compliant software to record their transactions. The details are still being
worked on, and it is still possible that the Government will decide that the
introduction of such a change at almost exactly the same moment as the scheduled
date for Brexit is still too risky, but until and unless such a decision is taken, it will be
necessary to assume that the new system will be introduced.
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8.3 Tax Avoidance And Evasion

8.3.1 As usual, the Chancellor announced a number of measures to crack down on tax
avoidance and evasion. These included the announcement of an extra £155 million in
resources allocated to HMRC to fund:

¢ transformation of their approach to the hidden economy through the use of
technology.

e further tackling of people marketing tax avoidance schemes.

e enhancement of efforts to tackle enablers of tax fraud and to hold
intermediaries accountable for the services they provide.

¢ increased action against non-compliance by mid-sized businesses and wealthy
individuals.

¢ anew taskforce specifically aiming to collect tax debts more than 9 months
old.

8.3.2 The government will legislate in Finance Bill 2017-18 to amend the powers by which
double taxation arrangements with other territories are given effect in the UK to ensure
that the powers are sufficient to give full effect to the Multilateral Convention to
Implement Tax Treaty Related Measures to Prevent Base Erosion and Profit Shifting (the
Multilateral Instrument or MLI), which was signed by the UK in June 2017. The changes
will have effect on and after Royal Assent of Finance Bill 2017-18.

Note

This summary has been prepared from the Chancellor’s speech and documents made available by HMRC. The
proposals are subject to amendment before the Finance Act is passed. You are recommended to seek professional
advice before taking or refraining from any action on the basis of the contents of this publication. If you would like
further details on the Budget provisions, please contact Keith Rushen on 0044 (0)207 486 2378.

ROBINSON RUSHEN
23 November 2017
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