DARLING’'S CGT REFORMS REINTRODUCE COMPLEXITY AND MAINTAIN THE TAX ON MIDDLE
ENGLAND

Leading accountancy firm Macintyre Hudson warns that the losers under Alistair Darling’s Capital Gains Tax
reforms will come from among the ranks of Middle England. The Chancellor today announced the introduction
of entrepreneurs’ relief, which will provide an effective 10% rate of Capital Gains Tax for the first £1 million of

qualifying gains.

Taxing Middle England

Patrick King, Tax Principal at Maclntyre Hudson, comments:

“The new relief is a welcome benefit to the wealthier entrepreneur holding equity stakes of at least 5%.

However it does nothing for middle income employees investing in the companies for which they work.

“Alistair Darling states that he has retained tax advantaged share schemes such as Save as You Earn
Schemes, Company Share Option Plans and Enterprise Management Incentives. He may have retained

those schemes, but he has substantially reduced their tax benefits.
“Few of those in such schemes will hold the minimum 5% stake required to be eligible for entrepreneurs’
relief. Ironically, the EMI scheme was introduced by Gordon Brown to stimulate wealth creation and

encourage employee share ownership. Yet from April, participants will face a higher tax bill.

Maclntyre Hudson warns that the loss of taper relief and the introduction of the 18% flat rate will have an

unexpectedly large impact on middle income employees in these schemes.
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Patrick King explains:

“Until now, taper relief has reduced the gain chargeable to Capital Gains Tax by up to 75% on business
assets held for two years or more. Employees could therefore make over £36,000 of gains before being
liable to tax, with higher rate taxpayers paying an effective rate of 10% above this level. From April, they will
be liable to an 18% tax rate on gains over £9,200. Many will face a substantial increase in tax. For example,

someone with a gain of about £40,000 will face a tax increase of about 1600%.

“The hardest hit will not be the private equity boys but the salaried classes participating in schemes

introduced by this Government to encourage investment.”

Complexity Returns

Having pledged to simplify the CGT regime, Alistair Darling’s introduction of entrepreneurs’ relief will bring

new complexity to Capital Gains Tax.

Nigel May, Tax Principal at MacIntyre Hudson, comments:

“The saving grace of the reform published in October was its simplicity, with a single rate and the abolition of
the distinction between business and non-business assets. Now even these small advantages will be lost.
Having abolished the distinction between business and non-business assets, the entrepreneur’s relief
requires its reintroduction in a new form. We also now have two rates and the new complexity of monitoring

the use of a lifetime allowance.

“Today’s concession bears some similarities to the Retirement Relief available until 1998. Entrepreneurs’
Relief may not require retirement, but neither did Retirement Relief. Alistair Darling seems to have forgotten
what a dog’s dinner this was last time around. There are likely to be endless complications in determining the
exact situations to which the relief applies. Anomalies will be thrown up which will require further changes in
future. It may become a lawyers’ and accountants’ paradise, but if simplicity is the aim, this is a poor

solution.”

Taxing the elderly

As the Chancellor introduces entrepreneurs’ relief as part of his Capital Gains Tax reforms, accountancy firm

Maclntyre Hudson caution that the new regime will disadvantage elderly taxpayers who have built up

significant assets.



Nigel May, Tax Principal at Macintyre Hudson, explains:

“Today’s announcement does nothing for those who have built up significant assets over a long period of
time. By definition, many of these people are the elderly who depend on their investments to provide income
in retirement.

“Previous reforms have always maintained some of the pre-existing regime for gains accrued up to the date
of the reform. Gordon Brown himself recognised this in his major reforms of 1998. He introduced taper relief
from 1998 in place of indexation, but maintained indexation for assets held before 1998. Other Chancellors
have taken a similar position in their reforms of Capital Gains Tax. Alistair Darling has ignored this

convention.

“The combination of the abolition of taper relief, and the abolition of indexation allowance on assets held
before 1998, will create a lot of losers. These losers will be long-term investors, precisely of the type
previously encourage by this Government, many of whom will be pensioners. Today’s announcement does

nothing for them.”

Gains may be hard to come by

Nigel May warns:

“Unfortunately, given the current forecasts for the economy and both the financial and property markets,
much of this discussion may well be academic. If these forecasts are correct, capital gains may be few and
far between over the next few years. The Chancellor probably has more to worry about on that score than

the impact of today’s reforms.”
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Notes to Editors:

About MaclIntyre Hudson

Maclintyre Hudson LLP is a top 25 UK accounting firm, offering a full range of compliance and advisory
services to owner-managed businesses through to multinationals. The firm has 47 Principals and 320 staff
situated in 9 offices located across the Midlands, Home Counties and London. The firm is the UK member of
CPA Associates International Inc with member firms worldwide, and is registered to carry on audit work and
regulated for a range of business activities by The Institute of Chartered Accountants in England and Wales.



