
2005 BUDGET
The budget took place onWednesday 16 March 2005 andas always, the detail was buriedin the press releases.  As the lastbudget before a general electionit was considered to be apolitical budget and theChancellor gave the impressionthat this was a pre-election giveaway by increases in inheritancetax thresholds, a doubling in thestamp duty land tax startingthreshold, freezing of tax rates,a further deferral of any increasein fuel duty, an extension of theexemption for ISAs etc.However, many balancing taxincreases had already beenannounced in particular withregard to employee benefits.General ‘tax avoidance’ is stillhigh on the Chancellor’s agendawith a raft of press releasesdealing with ‘double tax reliefanti-avoidance’, financialavoidance, and capital gains taxanti-avoidance measures etc.However with theannouncement of the GeneralElection the Governmentneeded to push through theFinance ACT 2005 before thedissolution of the lastParliament.  Consequently it

dropped some proposals,particularly those relating to theanti-avoidance provision.  Whichever party forms the nextGovernment we can look forwardto a further Finance Act. 
We will deal with some of themore relevant proposals belowin more detail.

Personal Tax• Starting and base rate limitshave been increased in linewith statutory indexation andthere are no changes toincome tax rates.  Mostallowances including thepersonal allowance have beenincreased by statutoryindexation although thepersonal allowance forindividuals aged 65 and overhas increased by more thanstatutory indexation.
• The current individual savingsaccount (ISA) limits of £7,000for the overall maximum and£3,000 for the cashcomponent will continue until5 April 2010.

• From 6 April 2006 any charitythat grants the public theright to view property that itpreserves or maintains mayaccept a donation thatqualifies for gift aid instead ofan admission charge.
• Technical changes will bemade to the ‘simplified’pension regime that willoperate from 6 April 2006.  Inaddition further consultationwill attempt to eliminateanomalies arising fromdifferent treatment of schemepensions and lifetime annuitiesin the calculation of pensioncommencement lump sums.
• The figure for the companycar and fuel benefit chargewill remain unchanged at£14,400 for 2005/06.  TheCO2 emissions level qualifyingfor the minimum petrolpercentage charge of 15%will be 140g/km for 2005/06,2006/07 and 2007/08.  Thewaiver of 3% supplement fordiesel cars meeting Euro IVstandards will be withdrawnfor all cars registered from 1January 2006.
• From 1 September 2005,payments of up to £15,000for an academic year can bemade free of tax toemployees for periods ofattendance on full-timeeducation courses atrecognised educationalestablishments.  From thesame date such payments willalso be free of Class 1 NationalInsurance Contributions.
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Business Taxes and VAT• A new Business PremisesRenovation Allowance schemewill provide 100% first-yearallowances for capitalexpenditure on renovating orconverting vacant businessproperties in designateddisadvantaged areas.
• Legislation will clarify theamount of double taxationrelief that will be given whenforeign tax is paid on incomethat is a trade receipt for UKtax purposes (or on otherincome computed in a similarway for UK tax purposes.)

The changes are effective 16March 2005 for companiesand from 6 April 2005 forindividuals.
• The VAT registration turnoverlimit rises to £60,000 from 1April 2005.  The deregistrationlimit increases to £58,000.There are no changes to cashaccounting, annualaccounting and flat-rateschemes turnover limits.
• New VAT fuel scales chargesapply from the start of thefirst accounting periodbeginning after 30 April 2005.(see below)

• Changes are made to thepartial exemption rules from 1April 2005 to addressweaknesses in the calculationmethods.  In future approvalor direction of a special methodwill have to be in writing.
• The disclosure rules have beenextended for VAT schemeswhere a tax advantage isgiven that does not appearon a VAT return.  Previouslyschemes only needed to bedisclosed if it made adifference to the figures ontheir VAT returns.

Capital Taxes• The inheritance tax nil rateband has been increased to£275,000 from 6 April 2005,to £285,000 for 2006/07 andto £300,000 for 2007/08.
• The annual capital gains taxexemption has been increasedto £8,500 from 6 April 2005with the annual exemption fortrusts being £4,250.
• Individuals who leave the UKtemporarily will no longer beable to use the terms of anydouble taxation agreement toescape tax on capital gainsarising while they are abroad.The charge will be effectivefrom 5 April 2005 but mayaffect some individuals who

left between 16 March 2005and 5 April 2005.
• From 16 March 2005 changeswere made to the rules fordetermining where certainassets are located for thepurposes of tax on chargeablegains.  The change will bringcertain assets within the scopeof capital gains tax forindividuals who are residentbut not domiciled in the UK,and who are therefore notgenerally taxed on gains onassets located outside the UK.
• The threshold for Stamp DutyLand Tax on residentialtransactions is doubled to£120,000 from 17 March2005.  For transactions

between £120,000 to £250,000stamp duty land tax will becharged on the whole of theconsideration. All other ratesand bands are unchanged.
• Disclosure rules have beenintroduced in respect ofschemes and arrangementsintended to avoid stamp dutyland tax on commercialproperty transactions in theUK with a market value of atleast £5million.  They takeeffect from July 2005.
• From 17 March 2005 newprovisions were introduced toblock several stamp duty landtax avoidance schemes.

3-Month Period 1-Month PeriodDiesel Petrol Diesel PetrolScale VAT due Scale VAT due Scale VAT due Scale VAT dueCharge Per car Charge Per car Charge Per car Charge Per car£ £ £ £ £ £ £ £
CC 236 35.15 246 36.64 78 11.62 82 12.21
Up to 1400cc 236 35.15 311 46.32 78 11.62 103 15.34
Over 2000cc 300 44.68 457 68.06 100 14.89 152 22.64

VAT Scale Charges



In SummaryWhilst there do not appear to beat first sight any significantincreases in rates or reductions inreliefs, it is startling to recognise,as the Chancellor nears the endof his second term in office, howthe tax take increases due to‘fiscal drag’.  A large number ofthresholds and exemptions haveremained frozen for a number ofyears including (but not limitedto):-

• £30,000 exemption foremployee compensationpayments;• £8,500 figure of which aperson ceases to be ‘lowerpaid’;• £12,000 level at which a carbecomes ‘expensive’ forcapital allowance or leasingcost restrictions;• £8,000 tax-freereimbursement of employee’sremoval costs (unchanged

since its introduction in 1993);• £3,000 annual exemption forinheritance tax gifts.
Countered Coupled with thelarge increases in house pricesover recent years, the taxrevenues from houses that arebought or inherited havesignificantly increased.  Hence,increases arising as a result of‘doing nothing’ have allowedthe Chancellor to ‘give away’pre-election. budget.

We did mention briefly in our lastnewsletter the changes inlegislation from 5 December2005 which introduce theconcept of a civil union for same-sex couples.  These changespresent both opportunities fortax planning and also impose

restrictions that currently onlyapply to married couples, to civilpartners.  For example,inheritance tax and capital gainstax reliefs are available ontransfers between the couplebut the couple will only be ableto own one property on which

private residence relief isavailable.
We strongly recommend thatyou review your financial affairsif this legislation will affect youand would be happy to adviseyou accordingly.

New Employment regulationscame into force on 1 October2004 with regard to statutoryprocedures for disciplinary andgrievance matters.
There are two disciplinaryprocedures and two grievanceprocedures and setcircumstances when each onewill apply.  The three stepdisciplinary procedure is:-
(1) The employer to set out inwriting the concerns andsend a copy of thisstatement to the employee.
(2) The employer must invitethe employee to a hearingand after the meeting theemployer must inform theemployee about any decisionand offer the employee theright of appeal.

(3) If the employee wishes toappeal, the employer mustinvite the employee toattend a further hearing.
The other disciplinaryprocedure consists of a two-step process that does notrequire a meeting.
In respect of grievances thestandard procedure alsoinvolves three steps:-
(1) The employee must set outin writing the nature of thealleged grievance and sendthis to the employer.
(2) The employer must invitethe employee to at leastone hearing.
(3) If the employee considersthat the grievance has not

been satisfactorily resolvedthere should be an appeal.
A two-step grievance procedureinvolves the requirement for awritten statement detailing thealleged grievance by theemployee which is sent to theemployer followed by awritten response from theemployer to the employee.
If the procedures are notfollowed any dismissal willautomatically be unfair.  Afailure to complete therelevant statutory procedurewill affect any subsequentemployment tribunal awarddepending on whether it is theemployee’s or the employer’sdefault.  The procedures canalso impact when an applicationcan be made to a tribunal.
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Employer ProvidedChildcare
The new tax and nationalinsurance regime is now inplace and has wide reachingbenefits not only for clientswho provide a workplacenursery or who receive suchbenefits.  Many moreemployers may now findgiving financial assistance totheir employees to help withchildcare costs a viable option.The legislation allows smallfamily companies to use theexemptions for theiremployees including thedirector/shareholders.  It ispossible for a husband andwife company to save over£2,500 each year in tax andnational insurance by providingchildcare vouchers or financialassistance for other ‘approved’childcare.  Please contact us ifyou would like more advice onthis.

NEWS IN BRIEF
Company vans
From 6 April 2005 employeesentitled to private use of acompany van and whocurrently pay tax on a benefitof £500 can have the chargereduced to nil if they have thevan mainly for business traveland any private use other thanto and from work isinsignificant.  Home to workjourneys are still classed asprivate use but the new rulesignore this and home to workjourneys can be incurredwithout paying tax.  TheRevenue have given examplesof what they class asinsignificant private use.
Insignificant includes:-
• Taking rubbish to the tiponce or twice a year;• Making a minor detour viathe newsagents;• Calling in at the dentist onthe way home.
Use which is not classed asinsignificant includes:-
• Shopping at thesupermarket each week;• Taking the van on holiday;• Using the van outside ofwork for social activities.
If an employee can meet theconditions for a nil charge, theemployer should notify theRevenue as soon as possible sothat tax codes can be altered.
Payroll Giving
The Payroll Giving GrantsProgramme has been set up toreward small businesses forsetting up a Payroll GivingScheme for employees with acash grant of £500.

Death in ServiceInsurance
Employees with death inservice cover should carefullyreview with their employer thewording of any policydocumentation as the Revenueview is that if an individual isable to nominate a potentialbeneficiary the proceedsshould form part of his estateand hence be subject toinheritance tax on death.Most life assurance companiesmake available standarddiscretionary trusts and withthe death in service benefitarranged in this way, asubstantial inheritance taxsaving can be made.  Even ifthe option was not used whenthe policy was set up, it canstill be effected by assigningthe existing policy into trust ata later date.
Employers LiabilityInsurance
With effect from 28 February2005 companies that onlyemploy their owner no longerhave to purchase compulsoryEmployers’ Liability Insurance.
National MinimumWage
This has been increased to£5.05 per hour from October2005 for workers aged 22 andover with a further increase to£5.35 in October 2006.  Therate for workers aged 21 andbelow will increase to £4.25 inOctober 2005 and to £4.45 inOctober 2006.

Contacts:For furtherinformationabout theissues raised inthis newsletteror if you wouldlike to find outabout therange of services we that we can offer, pleasecontact Stephen Dabby, Morisha Christy,Martin McNally, Tony Sian or Nick Nicolaou.
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