Taxation of pensions – new plans announced

The Inland Revenue has published details of plans to revamp the taxation of pensions, which are designed to increase choice and flexibility in pension provision. The new rules should eliminate much of the complexity in the tax rules, and allow anyone to accumulate up to £1.4 million in a pension fund tax-free. This will allow most people to save more towards their retirement in a tax-free fund. There will also be major changes in the structure of the annuity market available to those drawing their pension. The proposals have been released as a consultation document for those in the industry.

The proposals would appear to be a plan to remove all rules about percentages of net relevant earnings and age related contributions, and provide for a simple test allowing people to contribute to a scheme throughout their working life within the overall financial limit. For high earners paying substantial contributions into large funds, this of course may mean no more tax relief on future premiums, but there is no suggestion that existing funds in excess of £1.4 million will be subject to tax. The limit will apply to the value of the fund at the date of retirement. The limit will be indexed from 2004.

Alongside this, there will be an annual limit of £200,000 on the amount savers can contribute to a pension scheme, so that wealthier individuals will need to build up a pension fund over several years at least to obtain tax relief on their contributions.

All of the tax rules affecting pension provision will be abolished and replaced by this single rule, which will make pension taxation much simpler. It will reduce the amount of checking that pension providers have to do, and should therefore reduce costs.

For pension payments the tax rules will also change to permit workers aged 50 (but to be increased to 55 by 2010) to draw their pension while continuing to work. At present individuals can take early retirement and draw their pension, but only by leaving their job. They often seek paid employment elsewhere as they are not ready to give up work entirely at this point. The new rules will permit people to remain in the same job, but to draw their pension from the desired age, provided this minimum age has been reached. However, the tax free lump sum granted from the fund will be pegged at 25% of the fund, which in some cases is a reduction. 

Finally, the annuity market will change to permit pensions to provide for term annuities (that is payable for a fixed term) or to provide “value protected annuities” where a capital sum is payable to the annuitant’s survivors on death before age 75.

The new rules will commence in 2004 and will be a radical change to existing pension taxation rules. 

Internet links : Those with a particular interest in this development in its early stages may wish to read the consultation document in full. It is available on the Inland Revenue website at 

http://www.inlandrevenue.gov.uk/consult_new/pensions_consult.pdf
Employer information – inland revenue website

EmployerTalk 2003 – dates and venues announced

The Inland Revenue’s series of employer based conferences and exhibitions “Employer Talk” has now been announced for this year. Sessions will be held in the following venues :

· Birmingham

· London

· Harrogate

· Newcastle

· Manchester

· Chorley

· Newport

· Belfast

· Crawley

· Plymouth

· Glasgow, and

· Nottingham

The presentations include stands from a variety of Government organisations which would be of interest to employers, plus talks by the Inland Revenue and other Government departments. Attendance is free, but by invitation only. The sessions have been very well received in the last two years, and would be of interest to most employers.

Internet Links : For more information about the event nearest to you and how to obtain an invitation visit the Inland Revenue website at 

www.inlandrevenue.gov.uk/employers/talk2003.htm
Electronic payroll submission

The Inland Revenue website now includes a section on the new rules regarding electronic payroll filing, which will become mandatory for some employers in just over two years. Employers with 250 or more employees will be required to file payroll annual returns electronically with effect from 2005, which means that the 2004/05 annual return will be electronic. There are several pages of information about the preparations that employers will have to make, and the financial incentives available to smaller business (those with fewer than 50 employees) to encourage them to adopt electronic filing earlier than their deadline of 2010.

The key points are as follows:

· Submission of year end returns – P35 and P14s by electronic methods will be mandatory as follows : (in each case the year denotes the end of the fiscal year concerned) :

· For employers with at least 250 employees : 2005

· For employers with 50-249 employees : 2006

· For employers with fewer than 50 employees : 2010.

Note that it is not yet clear how the number of employees will be measured. It is possible that the number will refer to the number of P14s submitted, which will frequently be more than the number of staff as a result of staffing changes during the year.

· Incentive payments will be available to the third group of employers listed above who file electronically from 2005. Full details of how to qualify for incentive payments, which start at £250 and reduce successively over the 5 years, are now being finalised and will be publicised shortly.

· There is no mention in the Inland Revenue information about electronic submission of forms P11D. It is unlikely that electronic submission of P11Ds will be required.

· The pages set out the processes available for electronic submission and also provide details of the penalties for failure to submit electronically.

Internet links :  You will need to consider the impact of these changes on your business, particularly if you currently submit payroll information on magnetic media such as CD-ROM or data cartridges. See the Inland Revenue pages at www.inlandrevenue.gov.uk/employers/ppip/index.htm 

VAT on road tolls – government announcement

As a result of a ruling by the European Court of Justice on 12 September 2002, VAT at the standard rate is due to be introduced on privately operated road and bridge tolls with effect from 1 February 2003. The Government has now announced that where tolls would be affected by this change, the cost of VAT will be absorbed and there will not be an increase in the tolls charged. 

Business motorists using the affected bridges will be able to recover the VAT they have paid on their toll, and the toll bridge operators will of course also be able to recover VAT input tax on their operating costs in future. The press release issued by Customs lists the affected bridges, many of them being smaller bridges operated by private owners.

This announcement confirms indications given by Government in the wake of the ECJ decision, which was somewhat unexpected. The following bridge tolls, although subject to VAT will not increase as a result of the change, but motorists will be permitted to recover the VAT borne on the toll :

· Aldwark Bridge

· Clifton Suspension Bridge

· Dunham Bridge

· Rixton and Warburton Bridge

· Severn River Crossing

· Skye Bridge

· Swinford Bridge

· Shrewsbury (Kingsland) Bridge

· Whitchurch Bridge

· Whitney on Wye Bridge

You should note that some of the bridge operators may be below the VAT threshold, and would therefore be unlikely to register for VAT. Motorists will therefore need to confirm that they have been charged VAT from 1 February before operating an input tax reclaim.

charity commission publishes update to sorp

The Charity Commission has finalised and published a SORP Update Bulletin, which addresses all new Financial Reporting Standards and UITF Abstracts issued since the SORP was published in October 2000. It therefore includes guidance on the application of FRS 17 to 19 and all UITF abstracts issued or withdrawn in the period October 2000 to December 2002. The main content of the Bulletin, therefore, comprises detailed guidance on the application of FRS 17 on Retirement Benefits to charities with defined benefit pension schemes.

Now that the implementation of FRS 17 has been put back by the ASB, the impact of the Update Bulletin is somewhat reduced. However, for those larger charities who wish to voluntarily follow the disclosure requirements of FRS 17, the Bulletin contains detailed guidance on the approach, how to classify the costs and how to display the liabilities in the balance sheet. Of the 19 pages of guidance, 16 pages refer to the application of FRS 17. Readers wishing for a review of the impact of other FRSs and UITF abstracts should therefore commence reading at the foot of page 16.

A detailed review of the impact of the Bulletin on the accounts of larger charities is not included here – the Bulletin is well written and those affected would be best served by obtaining the Bulletin from the link below.

Internet Links : The SORP Update Bulletin is available from the Charity Commission website as a PDF document. Use the following link :

http://www.charity-commission.gov.uk/publications/pdfs/sorpupdate1text.pdf
