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In this brief:  

 

•   Income tax rates and 
allowances 

•   National Insurance 

•   Enterprise Investment 
Scheme (EIS) 

•   Dividend tax credits 

•   Residence – day counting 

•   Non-Domiciled Individuals 

•   Non-Resident Trusts 

•   Regime change  

•   Entrepreneurs’ Relief 

•   Inheritance Tax (IHT) 

•   Income Shifting 

•   Tax return filing dates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Although there are a number of significant changes coming into effect 
from 6 April this year, there was little in Alastair Darling’s first Budget 
that we did not already know, or were not expecting, from a partner’s 
client perspective. Much of it merely confirmed measures previously 
announced in Gordon Brown’s final Budget in March last year, or by the 
Chancellor in his October Pre-Budget Report. 
 

Mr Darling is pressing ahead with the major reforms of capital gains tax and the 
taxation of offshore trusts and ‘non-doms’, although the Budget did contain a number 
of what appear to be welcome amendments to the latter.   

Mr Brown’s headline-grabbing 2% cut in the basic rate of income tax has been almost 
forgotten in the year since he announced it. Any tax savings this will generate are 
largely offset by the loss of the 10% starting rate and the two large increases in the 
National Insurance upper earnings/profits limit in 2008/09 and 2009/10. 

Income tax rates and allowances 
The income tax personal allowance is increased to £5,435 from 6 April 2008. 

For the 2008/09 tax year, the 10% starting rate for non-savings income is to be 
abolished, and the basic rate reduced to 20%. The threshold at which the 40% rate 
applies will be increased to £36,000. The tax effect for partners is a reduction in their 
tax liability by £788. 

National Insurance 
Whilst the lower earnings/profit limit for 2008/09 has increased by £5 per week in line 
with inflation, the upper earnings/profit limit will increase by £100 per week to 
£40,040.  A further significant increase is planned for 2009/10 to bring this in line with 
the threshold for the 40% tax rate. 

This increases a partner’s National Insurance charge by £347 for 2008/09 and a 
further increase of just under £100 is scheduled for 2009/10. 

Enterprise Investment Scheme (EIS) 
From 6 April 2008 the maximum annual investment limit for EIS income tax relief will 
increase from £400,000 to £500,000. 20% income tax relief is available on EIS 
investments if your taxable income is sufficient. It remains possible to defer 
previously realised capital gains into an EIS investment within three years of the date 
of disposal. 

The deferred gain will crystallise on the disposal of the EIS shares. This gives a 
potential planning point to defer previous capital gains that otherwise have suffered 
40% capital gains tax with the prospect of them subsequently being realised at the 
new rate of 18%. 
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Dividend tax credits 
The non-repayable tax credit attaching to UK dividends is to be extended to 
dividends received from non-UK resident companies. From 6 April 2008 individuals 
owning less than a 10% shareholding in a non- UK company will receive a tax credit 
of one-ninth of any dividend received from that company.  

The previously announced condition that the individual must in total receive less than 
£5,000 of such dividend income in a year has now been dropped.  

From 6 April 2009 eligibility for the tax credit will be extended to individuals with 10% 
or greater shareholdings (provided the source country levies a corporation tax on 
profits). 

Residence – day counting 
Currently, in counting the number of days an individual is present in the UK in order 
to determine his residence status, days of arrival and departure are ignored. From 6 
April 2008 any day when an individual is present in the UK at midnight will be 
counted as a day of presence. 

Non-Domiciled Individuals 
The measures announced in the Pre-Budget Report will go ahead with effect from 6 
April 2008, but with some significant changes.  

Non-UK domiciled individuals who have been resident in the UK for seven years or 
more and who wish to continue to take advantage of the remittance basis of 
assessment on their non-UK income and capital gains will be required to pay an 
annual £30,000 charge. 

Individuals claiming the remittance basis will lose their entitlement to the income tax 
personal allowance and capital gains tax annual exemption. 

The remittance basis will automatically apply to individuals whose non-UK income 
and capital gains fall within a de-minimis limit in any year, without the loss of the 
personal allowance or annual exemption. Otherwise non-domiciled individuals who 
have been resident in the UK for seven years and do not elect for the remittance 
basis in any year will automatically be liable to UK tax on their worldwide income and 
gains. 

Changes to the original proposals include: 

�  the £30,000 charge will apply to adults only 

�  payment of the £30,000 from outside the UK will not constitute a remittance 

�  the charge should now be creditable against foreign tax 

�  the de-minimis limit has doubled to £2,000 

�  individuals taxable on the arising basis will be able to claim relief for capital losses 
on non-UK assets. 
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Non-Resident Trusts 
There are also significant changes to the taxation of offshore trusts from those 
originally proposed in the Pre- Budget Report. The main points are: 

�    there will be no change to the tax position of non-UK domiciled beneficiaries who 
receive capital payments prior to 6 April 2008, and no tax charge on capital 
payments to non-UK domiciled beneficiaries where these are matched to trust 
gains realised prior to that date 

�    trustees will be able to elect to rebase the value of trust assets at 6 April 2008, 
removing the pre-6 April 2008 element of any gains from taxation on non-
domiciled beneficiaries  

�    settlors and beneficiaries will not generally be required to disclose information to 
HMRC regarding Trustees or trust assets. Capital Gains Tax (CGT) Annual 
exemption The CGT annual exemption for individuals is raised by £400 to £9,600 
for the tax year ended 5 April 2009. 

Regime change  
The Budget confirmed that the simplification of the CGT regime announced in 
October’s Pre-Budget Report will go ahead with effect from 6 April 2008. The main 
changes will be: 

�   a single CGT rate of 18% for individuals and trustees abolition of the existing 
indexation and taper relief’s  

�    all assets held at 31 March 1982 will be rebased at that date 

�    simplification of the share identification rules. 

Entrepreneurs’ Relief 
The Budget also confirmed the introduction of Entrepreneurs’ Relief from 6 April 
2008. This will be available to individuals and trustees who dispose of the whole or 
part of a trading business. The relief also applies to the disposal of shares in a 
trading company where the individual making the disposal is an officer or employee 
of the company, and holds at least 5% of the ordinary share capital and voting rights. 

The first £1 million of gains that qualify for Entrepreneurs’ Relief over the lifetime of 
an individual or trustees will be charged to CGT at an effective rate of 10%, with any 
excess being charged at the standard 18% rate. 

Inheritance Tax (IHT) 
As previously announced, the IHT nil rate band threshold is to be increased from 
£300,000 to £312,000 with effect from 6 April 2008, rising to £325,000 the following 
year and to £350,000 with effect from 6 April 2010. 

Furthermore, the proportion of the nil rate band not utilised on the first death will be 
transferred to the spouse and aggregated with their nil rate band on their subsequent 
death. This measure will assist future Will planning. 
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Income Shifting 
Following HMRC’s defeat in the House of Lords in Arctic Systems, the Government 
announced for consultation draft legislation aimed at countering perceived tax 
avoidance by the ‘shifting’ of dividend income or partnership profits from one family 
member to another taxable at a lower rate. 

Introduction of any legislation to counter income shifting will now be delayed until the 
2009 Finance Bill to allow further consultation. 

Tax return filing dates 
For 2007/08 and subsequent years, the filing date of 31 January after the year end 
will remain for tax returns filed online, but for paper returns the deadline will be 
advanced to 31 October after the year end. 

The timeframe in which HMRC can open an enquiry into tax returns will also change. 
At present, this is 12 months from the statutory filing deadline, regardless of the date 
when the return was filed. From 2007/08 the ‘enquiry window’ will run for 12 months 
from the date of filing.  
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