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Budget highlights

The main rate of corporation tax will be cut to 26% from April 2011 and
will be reduced by 1% a year thereafter to 23% in 2014.

The personal allowance is projected to increase to £8,105 in 2012/13, with
a corresponding reduction in the basic rate band to £34,370.

Enterprise investment schemes (EISs) and venture capital trusts (VCTs) will
be reformed, with an increase in the rate of tax relief on EIS investments
from 20% to 30% from April 2011 and a doubling of the EIS investment
ceiling from April 2012 along with an increase in the size of companies that
can be funded by the schemes and the amounts they can raise.

From April 2012, there will be an increase to £50,000 in the annual charge
for non-domiciled individuals who have been UK resident for 12 or more
years and who wish to benefit from the remittance basis of taxation.

Charities will benefit from a variety of measures, including simplification of
gift aid and a new inheritance tax relief.

The lifetime limit for entrepreneurs’ relief will be increased from £5 million
to £10 million from 6 April this year.

The rate of R&D tax credit for small and medium-sized enterprises (SMEs)
will be increased to 200% from April 2011 and to 225% a year later.

The Government will consult on the integration of income tax and national
insurance contributions (NICs).
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This summary has been prepared very rapidly and is for general information only. The proposals are in any
event subject to amendment before the Finance Act is passed. You are recommended to seek competent
professional advice before taking any action on the basis of the contents of this publication.
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Introduction

After two Budgets and three Finance Acts in 2010, the
2011 Budget looked as if it might be a relatively mundane
affair. In the event, it was anything but. George Osborne
revealed a ‘Budget for growth’ with a range of business-
friendly measures, including a surprise extra 1% reduction
in the main rate of corporation tax and a doubling of the
limit for entrepreneurs’ relief. Although the Chancellor
had no spare cash to play with — the Budget was fiscally
neutral — he managed to produce a 1p per litre cut in fuel
costs when a 5p increase had been due from next month.
He also confirmed that the 50% income tax rate would
be ‘temporary’.

Mr Osborne polished his tax reformist credentials,
announcing the abolition of 43 out-dated reliefs and
setting in train several major tax consultations. These
include a review of the integration of income tax and
NICs, a topic which many previous Chancellors have
considered briefly before kicking into the long grass.

There were some tax rises, generally well hidden from
public gaze, such as the sharply increased tax on North
Sea oil companies.
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PERSONAL TAXATION

Income tax allowances, reliefs and credits 2011/12 2010/11
Personal (basic) £7,475 £6,475
Personal allowance reduced by 50% of income over £100,000 £100,000
Personal (age 65-74) £9,940 £9,490
Personal (age 75 and over) £10,090 £9,640
Married couples/civil partners (minimum) at 10%* £2,800 £2,670
Married couples/civil partners (maximum) at 10%* £7,295 £6,965
Age-related relief reduced by 50% of income over £24,000 £22,900
Child Tax Credit (CTC):

= family element £545 £545

= family element baby addition Nil £545

CTC usually reduced where joint income is over £40,000 £50,000

Rate of reduction of CTC 41% 6.67%
Blind persons £1,980 £1,890
Rent-a-room tax-free income £4,250 £4,250
Venture capital trust (VCT) £200,000 maximum 30% 30%
Enterprise investment scheme (EIS) £500,000 maximum 30% 20%
EIS eligible for capital gains tax deferral relief No limit No limit
Registered pension scheme:

= annual allowance £50,000** £255,000

= lifetime allowance £1,800,000 £1,800,000

*  Where at least one spouse/civil partner was born before 6 April 1935.

** Eligible members of registered pension schemes may carry forward unused annual
allowance of up to £50,000 a year for three tax years from 2008/09.

Income tax rates 2011/12 2010/11
Starting rate of 10% on savings income up to £2,560 £2,440
Basic rate of 20% on income up to £35,000 £37,400
Higher rate of 40% on income £35,001 £37,401
—-£150,000 —£150,000
Additional rate of 50% on income over £150,000 £150,000
Dividends for:
= basic rate taxpayers 10% 10%
= higher rate taxpayers 32.5% 32.5%
= additional rate taxpayers 42.5% 42.5%
Trusts:
= standard rate band generally £1,000 £1,000
= dividends (rate applicable to trusts) 42.5% 42.5%
= other income (rate applicable to trusts) 50% 50%
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e saver

Protect your personal
allowance. In 2011/12,
your personal allowance

is reduced by 50p for every
pound your income is
over £100,000. If you can
reduce your income below
£100,000, eg by making

a pension contribution or
choosing tax-efficient
investments, you should
benefit from the full
allowance.
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PERSONAL TAXATION continued

Income tax bands and personal allowance

All income tax rates for 2011/12 will remain at their 2010/11 levels.
The personal allowance will rise to £7,475 and there will also be a
£2,400 decrease in the basic rate limit, taking it to £35,000.

In 2012/13, the personal allowance will increase to £8,105 based
on current inflation assumptions, with a corresponding decrease

in the basic rate limit, leaving the effective higher rate threshold
unchanged at £42,475 (ie £8,105 + £34,370). In subsequent years,
the personal allowance will increase by at least the equivalent of
the retail prices index (RPI), until it reaches £10,000.

National insurance rates and bands

The main and additional rates of national insurance contributions
(NICs) will increase by 1% from 6 April 2011 as previously
announced. The primary threshold for employees will increase to
£139 a week and the secondary threshold for employers will
increase to £136 a week.

Indexation of direct taxes

From April 2012, the default indexation basis for all direct taxes,
including income tax, NICs, inheritance tax and capital gains tax will
move from the RPI to the consumer prices index (CPI). The change
will apply for each year from 2012/13, except where there are
specific policy commitments to make increases by different
amounts, such as the personal allowance.

The employer NICs secondary threshold, the starting rate limit for
savings income, income tax age-related allowances, age-related
income limits, married couples’ allowances and blind persons
allowance will be over-indexed compared to the CPI and continue
to rise by the equivalent of the RPI for the course of the current
Parliament.

Income tax and NICs reform

The Government will consult on reforms to integrate the operation
of income tax and NICs and the modernisation of the administration
of the personal tax system.
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PERSONAL TAXATION continued

Online tax calculation

By 2012, the Government will build an online personal tax
calculator to allow individuals to estimate how much income tax
and NICs they should pay.

Enterprise investment schemes (EISs) and venture
capital trusts (VCTs)

The rate of EIS income tax relief will rise from 20% to 30% from
6 April 2011. From 6 April 2012:

The annual EIS investment limit for individuals will double to
£1 million.

The qualifying company size limits for EISs and VCTs will rise
to 250 employees and the gross assets ceiling will increase to
£15 million.

The annual investment limit for qualifying companies (EIS and
VCT) will rise to £10 million.

All changes are subject to EU State aid clearance.

Review of non-domicile taxation

The Government will consult on reforms to the taxation of UK
resident non-domiciled individuals from April 2012. The proposals
will include increasing the existing £30,000 annual charge to
£50,000 for non-domiciled individuals who have been UK resident
for 12 or more tax years and who wish to retain access to the
remittance basis of taxation.

There is also a proposal to remove the tax charge when non-
domiciled individuals remit foreign income or capital gains to the
UK for the purpose of commercial investment in UK businesses.

Statutory residence test

The Government will consult on the introduction of a
statutory tax residence test for individuals, with legislation
proposed for the Finance Bill 2012.
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