
UK Budget 2020

The opening part of today’s Budget speech by the Chancellor (the first of this new decade) was 
dominated by the announcement of very substantial temporary and targeted measures aimed at 
providing a ‘safety net’ for individuals and a ‘bridge’ for businesses arising from the expected substantial 
disruption from the ongoing coronavirus outbreak. These measures include welcome reliefs around 
statutory sick pay rules for workers and self-employed individuals, possible grants for small businesses, 
and business interruption loans and follows the earlier announcement by the Bank of England Governor 
of an immediate 0.5% main interest rate cut. 

The remainder of the Chancellor’s Budget speech was focussed on various spending and tax policy 
measures to address the many other challenges and opportunities facing the UK. An overview of 
the most relevant of these measures is set out in the following pages and of particular note includes 
confirmation that the corporation tax rate will remain at 19% from 1 April 2020 (forecast to save c.£4.6bn 
over the next 12 months), a significant reduction of the lifetime limit under the Entrepreneurs’ relief 
regime (effective from 11 March 2020); an increase in the R&D credit from 12% to 13%; and welcome 
confirmation that reverse charge accounting for VAT will apply on all imports from 1 January 2021.

Despite very recent calls from local NI businesses and industry groups for the abolition of domestic Air 
Passenger Duty (APD) as critical for the urgent restoration of regional air connectivity, no changes were 
announced though the Government has indicated it will consider (as part of a consultation process) the 
case for reform in this area, which might include a return leg exemption. 

Also noteworthy is the £210m additional funding (through Barnett) for Northern Ireland through to 
2020/21, though this falls well short of the level needed to kick-start delivery of the infrastructure 
investment ambition set out in New Decade New Approach and also address the climate change 
challenge. It remains to be seen what the actual Barnett consequentials are for Northern Ireland  
from the additional announcements aimed at infrastructure spend and levelling up. It is imperative 
that Northern Ireland advances a long-term Infrastructure Strategy now that multi-year budgeting has 
returned and the Comprehensive Spending Review 2020 (CSR) launched. 

Notwithstanding the revenue raising measures announced today it is worth highlighting that due to a 
series of tax reductions introduced over the previous decade, GB (and Northern Ireland) continue to 
have one of the most competitive tax regimes in the G20 in terms of the taxation of business profits 
and capital, the taxation of workers and taxation of entrepreneurial risk takers. The UK’s international 
competitiveness may be enhanced further with the announcement today of some changes to the UK 
intangible assets regime and possible changes to tax rules (and regulation) of specific relevence to the 
attractiveness of the UK Funds regime. While significant uncertainty remains around what the post Brexit 
transition regime will look like, including the nature and extent of the UK’s future trading agreement 
with the EU, some of the changes and VAT rate measures introduced today may suggest that further 
divergence rather than alignment with EU rules will be the direction of travel from here on! 

If you require any further information on today’s Budget please do not hesitate to get in touch with me  
or your usual KPMG Belfast contacts. 

Johnny Hanna 
Partner in Charge and Head of Tax 
KPMG in Northern Ireland
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• Corporation Tax Rate: The Chancellor 
confirmed that the planned reduction of the 
corporation tax rate to 17%, due to apply 
from 1 April 2020 onwards, will not take place 
– the corporation tax rate will remain at the 
current rate of 19%. This “non” reduction was 
announced by the Prime Minister prior to the 
general election as part of the Conservative 
Party manifesto and therefore is not a surprise 
to the Northern Ireland business community. 
It is anticipated that retaining the 19% 
corporation tax rate will increase corporation 
tax receipts by the Government in excess of 
£6bn from 2021 onwards.

• Entrepreneurs’ Relief: After much speculation 
that the relief would be withdrawn, the 
Chancellor announced today that although 
there is no outright abolition, the lifetime 
limit on eligible gains will be reduced from 
£10m to £1m. The rate of entrepreneurs’ 
relief remains unchanged at 10% for those 
eligible gains. HMRC has also included 
certain anti-avoidance provisions within the 
changes announced today such that certain 
transactions undertaken in the last 12 months 
which may have previously benefited from 
the £10m lifetime limit may now no longer be 
able to do so. Effectively the Government has 
realigned the lifetime limit to the level when 
entrepreneurs’ relief was originally introduced 
back in 2008. 

• HMRC expects that capital gains tax of 
between £1bn - £2bn per annum will be raised 
by the change to the lifetime limit. Based 
on the latest available information from the 
2017/2018 tax year, it is estimated that 4,000 
individuals in Northern Ireland made claims 
for entrepreneurs’ relief on aggregate gains of 
£664m.

• Stamp Duty: The Chancellor has confirmed 
that a change to the stamp duty regime put 
forward in 2019 will now be enacted in 2020. 
In broad terms, new provisions will be enacted 
to ensure that on a transfer of UK shares a 
liability to stamp duty should be payable, in 
the first instance, by reference to the market 
value of the shares. It is to be noted that long 
established and uncontroversial reliefs from a 
charge to stamp duty (e.g. transfers of shares 
within a group) should not be impacted by 
the proposed legislation. It will therefore be 
very important to consider the availability of 
such reliefs when contemplating a transfer of 
UK shares. The change in stamp duty is likely 
to have a limited impact as the Government 
estimates that the increased tax yield will be 
approximately £5m per annum.

• Plastic Packaging Tax: The Government has 
announced the implementation of a new 
plastic packaging tax with effect from April 
2022. Although the detailed scope of the tax 
is not yet available, the Chancellor confirmed 
that the rate of the new tax will be £200 per 
tonne of plastic packaging that contains less 
than 30% recycled plastic. A threshold of 
10 tonnes of plastic packaging per annum 
is to be introduced to mitigate the potential 
impact on the smallest businesses. The policy 
rationale behind the tax is to provide a financial 
incentive to encourage the use of recycled 
plastic. Plastic packaging accounts for 44%  
of plastic used in the UK, but accounts for 
67% of plastic waste. HM Treasury anticipates 
that the tax will raise around £240m per 
annum across the UK. The tax will primarily 
affect the manufacturing and retail sectors, as 
well as public bodies and packaging and waste 
management businesses.
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• UK Corporation Tax Rate: As noted above,  
the Chancellor today confirmed that the 
headline corporation tax rate in the UK will 
remain at 19% for 2020. Despite this reversal, 
the Government notes that the UK continues 
to have a globally competitive tax system with 
the 19% corporate tax rate representing the 
lowest rate in the G7 and G20. 

• Digital Services Tax: As a post Brexit 
transition Britain begins the process of 
negotiating a trade agreement with the 
US, there had been much speculation as to 
whether the Government would proceed 
with its plans to introduce the new Digital 
Services Tax (DST) despite pressure from the 
Trump administration to defer the regime. The 
Chancellor didn’t address this controversial 
point directly in his speech but the Budget 
documents confirm that the new 2% tax 
on UK digital services revenues, which is 
expected to have a material impact on US tech 
giants, will apply from 1 April 2020. However, 
the Budget press notes confirm that the 
Government remains committed to the OECD 
led program to develop a global multilateral 
solution for the digital economy and has 
stated that it will repeal the UK DST “once an 
appropriate global solution is in place”.

• Intangible asset relief: In a surprise 
announcement to enhance the UK’s tax 
competitiveness, the Chancellor will remove 
the prohibition preventing UK companies 
claiming tax relief on the acquisition of ‘pre-
2002’ intangible fixed assets. This measure will 
simplify the existing rules and is designed to 
support investment in UK intellectual property. 
Tax relief for the cost of acquisition of such 
assets will now be available under the UK 
corporation tax regime as from 1 July 2020 
subject to restrictions to prevent avoidance. 
However the tax treatment of assets already 
within the charge to corporation tax prior to 1 
July 2020 will be preserved. The Budget press 
notes suggest this extended relief will have 
a minimal impact on Treasury revenues so it 
remains to be seen how generous the final 
rules will be in practice.

• UK funds industry changes: The Government 
has also launched a review into the UK 
funds regime in a bid to ensure the ongoing 
competitiveness and sustainability of the 
sector. It recognises that barriers remain to  
the establishment of intermediary fund entities 
in the UK which do not exist in some other 
jurisdictions, notably Ireland and Luxembourg. 
The intention is to review a variety of issues 
with the aim of improving the competitiveness 
of the UK fund industry post Brexit.

 The review will cover direct and indirect taxes, 
and relevant areas of regulation, to include:

- the VAT treatment of fund management 
fees (under the current system, VAT on 
investment management fees cannot be 
recoverable) 

- consultation on whether there are targeted 
and merited tax changes that could help to 
make the UK a more attractive location for 
companies used by funds to hold assets

- consultation on simplifying the process for 
allowing investment funds set up overseas 
to be marketed in the UK

 The Government has said that it is prepared 
to make legislative changes in response to its 
consultation if it could be demonstrated they 
could bring “clear benefits” and facilitate the 
flow of capital, income and gains between 
investors and underlying investments via UK 
asset holding companies.

• Corporate capital loss restriction: As 
announced in Budget 2018, as from 1 April 
2020 the use of carried forward capital losses 
by UK companies will be restricted by 50% 
for utilisation of any losses (both capital 
and income) over the annual loss allowance 
threshold of £5m per group. This will have a 
significant impact on companies wanting to 
shelter chargeable gains with existing capital 
losses.
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• Research and Development: In tandem with 
a commitment to raising Government financial 
support for Research and Development to 
£22bn per annum, a number of measures 
relating to the R&D tax incentives regimes 
were also announced in Budget 2020:

 -  The R&D Expenditure Credit (“RDEC”) will 
be increased from a rate of 12% to 13% for 
qualifying expenditure incurred after 1 April 
2020.

 -  The proposed cap on the cash credit 
claimable for Small or Medium-sized 
Enterprises (“SMEs”) will be postponed 
until 1 April 2021 and the Government will 
consult further on this cap.

 -  The Government will also consult on the 
nature of expenditure that will qualify for 
relief and specifically dealing with the cost 
of data and cloud computing services.

• The UK’s R&D tax incentives regimes are 
now at more generous levels than ever before 
and a further increase in the rate of RDEC to 
13% will be welcomed by larger businesses in 
particular. 

• The former Large Company Scheme was 
providing a net benefit of approximately 
6% of R&D expenditure to businesses and 
was costing the Government approximately 
£770m per annum at the start of the decade. 
After today’s announcement, the net benefit 
has increased to over 10% and the annual 
value of the credit will increase to over £2bn 
per annum. This is a valuable support for 
qualifying companies, but it is worth noting 
that as the RDEC is taxable, the cancellation 
of the corporation tax rate reduction to 17% 
will have a detrimental effect on the benefit 
available.

• The Government is also moving to apply a 
cap on R&D credit available to SMEs as the 
cost of that regime is now nearly ten times 
the £325m provided to small and medium 
companies in 2010. The proposed cap on 
the cash credit (to three times the payroll 
tax liability of the claimant) is designed to 
match the cash payment more closely to the 
underlying employment activity and counter 
aggressive planning, but the cap will now be 
deferred to 2021.

• HMRC will also receive more support to 
improve its administration processes for 
dealing with claims, so whilst the back-log 
in processing R&D claims in 2019 has now 
been cleared, it may be the case that extra 
resources will used for additional audit and 
compliance purposes.

• Capital Allowances: Following on from 
some significant changes in the past 18 
months - including the increase in the Annual 
Investment Allowance to £1m, the abolition of 
Enhanced Capital Allowances and introduction 
of Structural Buildings Allowances – minor 
improvements were offered to businesses 
interested in tax relief for capital investment. 
The main announcements were:

 -  An increase in the rate of Structural 
Buildings Allowances (SBAs) to 3% from 
April 2020 (previous rate 2%).

 -  Confirmation that Enhanced Capital 
Allowances in Enterprise Zones will 
continue to be available until at least 31 
March 2021.

 -  Extending first year allowances (“FYAs”) 
for zero emission business vehicles and  
gas refuelling stations until April 2024.

• It is perhaps not surprising that there have 
been few changes to the capital allowances 
regimes in Budget 2020. However, the 
confirmation that 100% FYAs will be available 
for zero emission business cars and goods 
vehicles could provide an added incentive for 
those considering the switch to all-electric 
vehicles.

• Although it is a positive development, the 
increase in the rate of SBAs to 3% is not 
likely to provide a major additional stimulus 
for businesses. The allowance is available on 
new construction expenditure of commercial 
premises but is clawed back if the property is 
subsequently sold. As an example, the Budget 
2020 rate increase would save a company 
which had spent £10m on building a new 
factory only £19,000 corporation tax annually.

• Enterprise Management Incentive 
Scheme: The Government also announced 
that it will consult on widening the Enterprise 
Management Incentive scheme that provides 
a tax efficient route to incentivise key 
members of management. The consultation 
will seek to consider whether the scheme is 
effective for high-growth companies.

Tax Incentives for Business
• Rates and Allowances: No changes were 

announced to rates of income tax and 
income tax bands.  The income tax personal 
allowance will remain therefore at £12,500 in 
2020-21. The capital gains annual exemption 
amount is increased to £12,300 for individuals 
for 2020-21. 

• Entrepreneurs’ Relief: As noted above, 
investors will be somewhat relieved that the 
Budget did not go as far as abolishing the 
relief. It has however been heavily restricted 
by reducing the lifetime limit from £10m to 
£1m. This measure will apply to qualifying 
disposals made on or after 11 March 2020 
and to certain disposals made before this 
date. This new measure will provide that the 
lifetime limit must take into account the value 
of Entrepreneurs’ Relief claimed in respect of 
qualifying gains in the prior years. 

• Pension Savings: The pension contribution 
annual allowance will remain at £40,000 in 
2020-21. However, as widely expected, there 
will be changes to the income limits when 
calculating the tapered annual allowance for 
higher earners. 

• In welcome news for high earners, from 
2020-21 the two tapered annual allowance 
thresholds will be increased by £90,000. 
The annual allowance will only begin to taper 
for individuals with “threshold income” 
(broadly net income before tax excluding 
pension contributions) above £200,000 and 
“adjusted income” (broadly net income plus 
pension contributions) above £240,000. Both 
income limits have to be exceeded before an 
individual is affected by the tapered annual 
allowance. 

• The annual allowance will be reduced by 
£1 for every £2 of adjusted income above 
£240,000. Where tapering applies, from April 
2020 the minimum level the annual allowance 
can be reduced to is £4,000 (currently 
£10,000). This increases the contributions 
made in excess of an individual’s annual 
allowance and therefore increases the charge 
to income tax at the marginal rate. 

• The £90,000 extension to the annual 
allowance thresholds is being introduced after 
significant publicity over the impact that the 
current pensions allowance regime is having 
on NHS senior staff. 

• The Chancellor did not however restrict 
pension relief to a flat rate of 20% for all 
taxpayers as had been widely predicted in the 
press. This is good news for many taxpayers 
who enjoy higher and additional rate tax relief 
on their pension contributions. 

• As confirmed in the Summer 2015 Budget, 
the lifetime allowance for pension savings will 
increase in line with CPI, rising to £1,073,100 
for 2020-21

• Stamp Duty Land Tax: From 1 April 2021 a 
2% surcharge will apply to non-UK residents 
purchasing residential property in England 
and Northern Ireland. Where contracts are 
exchanged before 11 March 2020 but are 
completed or substantially performed after 1 
April 2021, transitional rules may apply subject 
to various conditions. 

• Inheritance Tax: Despite rumours of 
significant changes to the current Inheritance 
Tax regime following a review by the Office 
for Tax Simplification, the Chancellor did not 
refer to these changes in his speech. We 
would expect future announcements in this 
area. 
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• E-Publications: In an unexpected, yet welcome 
announcement, the Government is to introduce 
legislation to apply a zero rate of VAT to 
e-publications from 1 December 2020. This will 
bring the VAT treatment of digital publications in 
line with that of printed publications, which have 
historically always been subject to VAT at the 
zero rate. 

• Postponed Accounting: Another welcome 
announcement confirmed that from 1 January 
2021, postponed accounting for VAT will apply 
to all imports of goods, including from the EU. 
This will provide an important cash flow benefit 
to VAT registered UK businesses, who will be 
able to account for VAT on goods they import 
from all countries, on their periodic VAT return. 
Although this measure had been announced 
in the event of a ‘no-deal’ Brexit in 2019, the 
Government had not previously outlined that it 
would apply following the end of the transition 
period. The clarification on this is therefore 
helpful.

• Women’s Sanitary Products: In an 
announcement which was widely expected, 
from 1 January 2021, the Government will use 
freedom from EU law to enable a zero rate 
of VAT to be charged on women’s sanitary 
products. This will be welcomed and is 
something which has been campaigned for  
over many years.

• VAT Registration Threshold: As expected,  
the VAT registration threshold and de-
registration thresholds remain unchanged at 
£85,000 and £83,000 respectively.

• Alcohol, Fuel and Tobacco Duty: In a change 
from previous years, duty rates on beer, spirits, 
wine and cider will be frozen. Fuel duty has 
also been frozen for another year. However, the 
freeze does not apply to tobacco products, with 
duty rates on tobacco increasing by RPI + 2% 
until the end of this Parliament and the rate on 
hand-rolling tobacco will increase by RPI + 6% 
this year. In addition, honouring a Conservative 
Party manifesto pledge, the Government has 
announced an alcohol duty review, recognising 
the complexity of the current alcohol duty 
system and the need for the UK’s tax system to 
support UK drink producers.

• Reverse Charge: Although it was announced in 
September 2019, it was outlined again that the 
Government will introduce the VAT domestic 
reverse charge for building and construction 
services with effect from 1 October 2020. This 
could have significant administrative implications 
for entities involved in the construction sector 
and therefore they should ensure that they are 
prepared for the introduction later this year, as it 
is unlikely to be delayed again.

• VAT Quick Fixes: Legislation is to be 
introduced to simplify the rules for the VAT 
treatment of intra-EU movements of call-
off stock. This allows businesses to delay 
accounting for VAT until the goods are called 
off and applies retrospectively from 1 January 
2020.

• Air Passenger Duty (APD): Although there 
have been a number of campaigns in relation to 
APD, the only change announced is an increase 
in APD on long haul flights in line with inflation. 
Northern Ireland campaigners will be particularly 
disappointed that APD on short haul flights 
still applies, albeit at the same rate. However, 
the Government is going to consult in Spring 
2020 and will consider the case for changing 
the APD treatment for domestic flights, such 
as reintroducing a return leg exemption and 
increasing the number of international distance 
bands.

• Carbon Pricing: The Government announced 
plans to establish a UK Emissions Trading 
Scheme (ETS) following the withdrawal of the 
UK from the EU ETS at the end of 2020. In 
addition, it is also preparing an alternative carbon 
pricing policy and Carbon Emissions Tax as a 
possible alternative if no link is agreed between 
UK ETS and EU ETS. 

• Consultations: As part of the Government’s 
ongoing efforts to simplify VAT, it has 
announced a number of consultations and 
discussions with stakeholders in areas such 
as Partial Exemption and the Capital Goods 
Scheme, VAT treatment of goods from overseas 
sellers and Long term cross-border goods 
policy. It is hoped and intended that these 
consultations will lead to simplifications of areas 
that are particularly complex in the world of VAT.

Indirect Taxes
• Off-payroll working in the private sector: 

The intention of these rules is that individuals 
who work like employees, but through their 
own company as contractors, should pay 
broadly the same Income Tax and National 
Insurance Contributions (NICs) as individuals 
who are employed directly. Whilst the 
Chancellor made no mention of the reforms 
during the Budget speech, the accompanying 
Budget Red Book confirmed that the 
proposed extension of the off-payroll rules 
to the private sector will be implemented on 
6 April 2020, as previously announced. This 
was not unexpected following the conclusion 
of the Government’s recent review into these 
proposals. However, many contractors and 
some businesses had been holding out for 
a possible deferral of the new measures for 
a further year given the potential business 
disruption and additional costs expected to 
accompany their introduction.

• Businesses now have 16 working days to 
complete their preparation for the changes 
on 6 April. Whilst HMRC has signalled its 
intention for a “soft landing” regarding the 
imposition of penalties in the first year of 
operation, organisations should ensure that 
they have the systems and processes in place 
to identify engagements that are potentially 
affected by the new rules, determine 
contractor status, manage information flows 
in their labour supply chains and operate 
payroll tax withholding appropriately on 
deemed employment income as required.

• NIC related measures: In his speech, the 
Chancellor confirmed the Government’s 
manifesto promise to increase the NIC 
threshold from £8,632 to £9,500. When it 
comes into effect in April, this is expected 
to result in a tax cut for 31 million people, 
saving the typical employee around £104 and 
a typical self-employed person around £78 in 
2020-21. The Government’s stated ambition 
is to raise the threshold further to £12,500 
a year, in line with income tax, but this may 
prove expensive unless significant additional 
tax revenue can be raised from other sources.

• The Government will increase the 
Employment Allowance from £3,000 to 
£4,000 from April 2020. This measure 
supports businesses by providing relief 
on their employer secondary Class 1 NIC 
liabilities. This is expected to reduce around 
65,000 more businesses’ NIC bill to £0, and 
further allow small, growing enterprises to 
take on staff without incurring additional NIC 
liabilities.

• Van benefit charge and fuel benefit 
charges for cars and vans from 6 April 
2020: As announced on 2 March 2020, the 
Government will increase the van benefit 
charge and the car and van fuel benefit 
charges by the September 2019 Consumer 
Price Index (CPI). Legislation will be 
introduced by statutory instrument in March 
2020 to ensure the changes are reflected in 
tax codes for 2020 to 2021. 

• Zero emission vans: As announced at 
Budget 2020, the Government will legislate in 
a future finance bill to reduce the van benefit 
charge to zero for vans that produce zero 
carbon emissions. The change will have  
effect on 6 April 2021.

• Tax deduction for home working: From 
April 2020 the maximum flat rate Income 
Tax deduction available to employees 
to cover additional household expenses 
will be increased to £6 per week under 
qualifying homeworking arrangements. This 
change, whilst small, is welcome given the 
rules to otherwise claim a tax deduction 
for a proportion of household expenses 
when working from home are much more 
restrictive. The uptake on this simpler relief, 
which should be relatively easy for a payroll 
department to administer, could be significant 
where large numbers of employees may be 
required to work from home in the current 
environment.
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