
732009 Pre-Budget Report

5 A c h i e v i n g  f A i r n e s s  A n d  p r o v i d i n g 
o p p o r t u n i t y

Government support for people to move back into work, combined with a dynamic and flexible 
labour market, has helped over 3.2 million people to leave unemployment benefit since the 2008 
Pre-Budget Report. This has helped unemployment remain lower than expected at the time 
of Budget 2009. The Government is therefore using some of the £3 billion funding for Jobcentre 
Plus and employment programmes from the 2008 Pre-Budget Report and Budget 2009 to provide 
additional support for those adversely affected by the recession. This additional support includes 
bringing forward the young persons guarantee, so that 18-24s claiming Jobseeker’s 
Allowance for six months will now be guaranteed a job, work placement or work-related 
skills training.

The Government recognises that making the transition into work can be difficult and, to help families 
to make this move, the Government will extend free school meals to primary school pupils in 
low income working families in England from September 2010.

The 2009 Pre-Budget Report announces further Government action to provide support for 
households during the early stages of economic recovery, including increasing the basic State Pension 
by 2.5 per cent, the child element of the Child Tax Credit by £20 above earnings indexation, and 
other benefits and tax credits normally linked to the Retail Prices Index (RPI) by 1.5 per cent.

The Government announces further action to ensure that fiscal consolidation is broad-based, with 
those on the highest income making the greatest contribution:

an additional 0.5 per cent increase in the employee, employer and self-employed •	
rates of national insurance contributions (NICs) from April 2011, alongside an 
increase in the point at which individuals start to pay NICs to protect 15 million 
people on incomes below £20,000;

the point at which individuals start to pay the higher rate of income tax will be •	
frozen in 2012-13; and

the restriction of pensions tax relief from April 2011 will apply to those with •	
gross incomes of £150,000 and over, where gross income incorporates all pension 
contributions, including those funded by an employer. This will be subject to an 
income floor, so that individuals with pre-tax incomes (excluding employer pension 
contributions) of less than £130,000 will be unaffected.

In 2009-10, just 2.5 per cent of estates are expected to pay inheritance tax. The Government is 
therefore freezing the inheritance tax allowance at £325,000 in 2010-11.

The Government continues to take action to protect revenues from those seeking to evade and 
avoid paying their fair share of tax. Building on existing measures, the Government will introduce 
a package of measures which will protect around £5 billion per year from evasion and 
avoidance.

Alongside Government action to support households through the downturn, many 5.1 
households have also benefited over the past year from the combination of falling energy 
and mortgage costs, and low inflation. In April 2009, households that rely on state sources 
of income, such as benefits or pensions, received the largest cash increase since the early 
1990s. These gains have been reinforced by Government action to bring forward increases to 
tax credits and Child Benefit, increase the personal allowance, and temporarily reduce VAT 
to 15 per cent.
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Persona l  t ax  changes  f rom 20 10 - 1 1  onwards
The Government is taking action to maintain the path of consolidation set out at the 5.2 

2008 Pre-Budget Report and Budget 2009, and reinforce the fairness of the tax system, while 
continuing to support households, as follows:

an additional 0.5 per cent increase in the employee, employer and self-	•
employed rates of NICs from April 2011, alongside an increase in the point at 
which individuals start to pay NICs to protect 15 million people on incomes 
below £20,000;

the point at which individuals start to pay the higher rate of income tax will 	•
be frozen in 2012-13; and

the restriction of pensions tax relief from April 2011 will apply to those 	•
with gross incomes of £150,000 and over, where gross income incorporates 
all pension contributions, including those funded by an employer. This 
will be subject to an income floor, so that individuals with pre-tax incomes 
(excluding employer pension contributions) of less than £130,000 will be 
unaffected.

These measures ensure that fiscal consolidation is broad-based, with those on high 5.3 
incomes making the greatest contribution. The rise in the NICs primary threshold protects 
those on low incomes, meaning an employee with income below £20,000 paying the standard 
employee rate of NICs will pay less NICs in April 2011. 

This follows the Budget 2009 announcement that, from April 2010, a new 50 pence 5.4 
tax rate will apply to those with incomes above £150,000, and that the personal allowance 
will be gradually withdrawn for those with incomes above £100,000. For 2010-11 the basic 
and higher rates of income tax will remain at 20 pence and 40 pence respectively. The 
personal allowance and basic rate limit will be maintained at their current levels, providing 
a real-terms benefit relative to September’s RPI. All NICs thresholds and rates for 2010-11 
will also remain at their current levels.

In 2010-11, low income taxpayers will also benefit from support brought forward 5.5 
from later years, through a 1.5 per cent increase to benefits and tax credits in April 2010 (see 
paragraph 5.18).

Labour  marke t  per fo rmance
In 2008 the global economy entered the most severe and synchronised recession 5.6 

since the Great Depression, with a significant impact on labour demand. Unemployment 
has risen to 2.46 million in the three months to September 2009, compared with 1.83 
million in the same quarter of 2008.1 The Government recognises that, while the increase in 
unemployment has been less than independent forecasters predicted, it has caused hardship 
for many households.

That is why the Government took immediate and decisive action to help people 5.7 
move back into work quickly and prevent long-term detachment from the labour market. 
This built on welfare reforms since 1997, which have helped to create an open, dynamic and 
flexible labour market in the UK. Government support for the Jobcentre Plus regime has also 
played a crucial role in continuing to help move people off unemployment benefit and into 
work. Around half of claimants leave Jobseeker’s Allowance (JSA) within three months and 
over 70 per cent leave by six months, compared with 64 per cent at the same point in the 

1 Labour Market Statistics, November 2009, Office for National Statistics.
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early 1990s recession.2 In October alone, over 330,000 people moved off JSA, and over 3.2 
million people have moved off JSA since the 2008 Pre-Budget Report (see chart 5.13).
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Chart 5.1: Claimant count, inflows and outflows (000s)
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The large numbers of individuals finding work have helped to slow the increase in 5.8 
the claimant count in recent months. The average increase in the monthly claimant count 
fell to 18,800 in the three months to October 2009, down from 93,400 in the first quarter of 
2009. This has also helped to moderate increases in the unemployment rate, which remains 
2 percentage points below the Eurozone average, and 2.2 percentage points lower than in 
the US.

Chart 5.2: UK employment and unemployment rates
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2 Off-flow rates calculated by DWP using statistics from Office for National Statistics (www.nomisweb.co.uk).
3 Labour Market Statistics, November 2009, Office for National Statistics.
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Chart 5.25.9 4 shows that the unemployment rate is lower than in the recessions of the 
1980s and 1990s, despite a relatively deep fall in output in the current recession (see Table 
5.1). For every 1 per cent decline in output in the 1990s recession, employment fell by 
1¹/³ per cent. In the current recession, for every 1 per cent decline in output, employment has 
fallen by just ¹⁄³ per cent (see Box A.4 for further details). Chapter 2 sets out the Government’s 
projection for the claimant count which is now expected to peak at about 1¾ million around 
the middle of 2010 (see Annex A).

Table 5.1: Fall in output and employment in recessions

 Percentage change in recession1

 1980s 1990s 2008-09

Gross domestic product -6.0 -2.5 -5.8

LFS employment -2.0 -3.4 -1.9
1 The percentage change is taken from the quarter in which output peaked to the last quarter in which output declined. For the current recession, the 

change is from 2008 Q1 to the latest data point: 2009 Q3.

Respond ing  to  l abour  marke t  cond i t i ons
The Government is committed to ensuring that any increase in the claimant count 5.10 

does not lead to longer-term detachment from the labour market, and has taken action to 
support people to return to work quickly.

4 Labour Market Statistics, November 2009, Office for National Statistics.
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Box 5.1: Supporting the labour market through the downturn

Budget 2009 announced a guaranteed job, work placement or training place for all 18-24 •	
year olds on JSA for one year to ensure no young people are left behind due to long term 
unemployment. The 12 month Guarantee will be available from January 2010;

the Guarantee includes 100,000 new Future Jobs Fund jobs for young people as well as •	
adults in areas hardest hit by the downturn. Already, up to 95,000 jobs across the UK have 
been announced through the fund.a For example, in Liverpool there will be up to 6000 
high-quality jobs and apprenticeships in fields including community care, environmental 
services and sports coaching;b

Jobcentre Plus headcount has been increased by 15,000 to continue the personalised •	
support and advice that has proved effective in helping nearly 70 per cent of jobseekers to 
leave JSA by six months of a claim;

since April 2009, over 12,000•	 c people have benefited from comprehensive support made 
available for the minority who are unemployed for more than six months. Support includes 
up to £2,500 for employers that recruit and train those in receipt of Jobseeker’s Allowance 
for six months or more, as well as additional training places, volunteering opportunities and 
financial support and advice for those wanting to set up their own business;

over 300 organisations have already committed to provide support to young people through •	
the Backing Young Britain campaign. This support includes mentoring, apprenticeships, 
work experience and internships; 

over 3000 employers have used the Rapid-Response Service since the 2008 Pre-Budget •	
Report announced a doubling of funding. This service provides on-site support for both 
small- and large-scale redundancies, to help employees find a new job even before they 
become unemployed; and

all 16 and 17 year olds will be offered a place in education or training through the •	
September Guarantee. Building on this every 16 and 17 year old who is not in education 
or training in January 2010 will be offered an Entry into Employment place supported by an 
Education Maintenance Allowance.

a DWP Press Notice, 11 November, 2009.
b DWP case study.
c Figure applies up to Sept 09, taken from Office for National Statistics.

The level of support provided to job seekers is tailored to personal needs over the 5.11 
length of a claim, from Rapid Response support before redundancy, to one-to-one dedicated 
support from the first day of a claim, and finally to intensive support through the Young 
Persons Guarantee or Flexible New Deal for those with the greatest barriers to work. Most 
job seekers find work quickly, which is why support increases the longer someone has been 
unemployed, as illustrated in Chart 5.3.
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Chart 5.3: Preventing long-term detachment

Day 1 6 Months 12 Months

Proportion of Jobseeker’s Allowance over length of claim (stylised)

Directed jobsearch,
regular one-to-one interviews 
and access to specialist support

Intensive adviser support, 
access to the Young 

Person’s Guarantee, extra 
training and support to set 

up a business

Individually tailored 
back-to-work support 
provided by private or 

voluntary sector providers, 
paid based on outcomes

Prov id ing  suppor t  and  emp loyment  oppor tun i t i e s 
a c ross  the  e conomy

The support described above has helped to keep the unemployment rate below 5.12 
independent forecasts made at the beginning of the downturn. This has enabled the 
Government to use some of the £3 billion funding for Jobcentre Plus and employment 
programmes announced at the 2008 Pre-Budget Report and Budget 2009 to provide 
additional support for those adversely affected by the recession. These further measures 
will ensure individuals remain close to the labour market and help prevent unemployment 
turning into long-term inactivity.

Young people can be especially affected by unemployment at the beginning of 5.13 
their career. Targeted support already in place has helped three in four young people move 
off unemployment benefits within six months, and the number of young people looking 
for work, not in full-time education, remains lower than the early 1990s.5 The Government 
has introduced a guarantee from January 2010 that every young person unemployed for 
12 months will be offered a job, work experience, or training (see box 5.1). 

5.14 However, youth unemployment remains high, and there is still scope for doing more 
to provide additional support for job seekers. Therefore the Government will use the 
resources freed up by lower than expected unemployment to go further, with details to be set 
out in the forthcoming Employment White Paper. The Government will:

bring forward the young persons guarantee.	•  Beginning from January 2010, 
18-24s will now be guaranteed a job, work placement or work-related skills 
training from six months of their Jobseeker’s Allowance claim, and will be 
required to take up this place from 10 months; and

provide new support for the over 50s.	•  The Government will make additional 
support available through Jobcentre Plus and specialist providers to ensure 
the over 50s move back into work quickly. Paragraph 5.24 also sets out 
additional support for those over State Pension Age.

5 Labour Market Statistics, November 2009, Office for National Statistics.

Employment 
package
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5.15 Over the last 12 years the Government has transformed a largely passive welfare state 
into an active one, based on a clear framework of rights and responsibilities. Alongside this 
the National Minimum Wage and a benefits and tax credits system focused on supporting 
people into employment means the vast majority of benefit recipients receive a higher 
income in work than they would receive on benefits. To further strengthen work incentives 
the Government will roll out the ‘Better Off in Work’ credit. This will ensure that all 
claimants who have been receiving benefits for six months will be entitled to a top up 
payment so that their in work income is greater than their benefit income.

5.16 The Local Housing Allowance (LHA) was introduced in April 2008 to give Housing 
Benefit customers more control over, and responsibility for, their choice of housing. However, 
the way that rates have been set has meant tenants in some areas have benenfited more than 
others and it has enabled some customers to live in more expensive properties that would 
not be affordable for low income working families. This has driven up costs compared with 
the previous scheme. In order to control these rising costs, Budget 2009 announced that 
customers would no longer be permitted to receive more in Housing Benefit than they have 
to pay in rent. 

However, recent consultation suggests that there are disadvantages to withdrawing 5.17 
the excess. The Government will therefore delay the reform until April 2011 and launch an 
immediate consultation on its approach to Housing Benefit reform and affordability. The 
Government will also introduce a package of administrative reforms that will save around 
£100 million per year by 2012-13. This includes measures to reduce the scope for fraud and 
error across the benefits system to ensure recipients receive correct payments.

Prov id ing  suppor t  and  s tab i l i t y  f o r  l ow  income 
househo lds

For the first time in half a century, the RPI decreased this year, driven in particular 5.18 
by falling mortgage interest costs. However, while many households have benefited from 
falling prices over the past year, it would not be appropriate to cut benefit and tax credit 
rates by 1.4 per cent in line with September’s RPI – the month normally used to determine 
indexation in the following April – given that many recipients have not directly benefited 
from falling mortgage interest costs. The 2008 Pre-Budget Report therefore indicated that the 
Government would at least maintain the cash value of benefits and tax credits in 2010-11 
– equivalent to a real terms increase – and then revert to indexation in line with RPI in 
subsequent years.

To provide additional support to households during the early stages of economic 5.19 
recovery, the 2009 Pre-Budget Report announces that the Government will bring forward 
a proportion of the increases expected in April 2011 a year earlier, thereby providing a 
1.5 per cent increase next April for those benefits and tax credits normally uprated by RPI. 
In April 2011, rates will be increased by the remaining amount necessary to make up the 
difference with the RPI for September 2010. This locks in the real increase that arises from 
not reducing benefits next April, but avoids a further permanent increase in expenditure that 
would reduce the amount available for frontline services in the next spending review. The 
basic State Pension, additional State Pension, Pension Credit, income-related benefits and 
the child element of the Child Tax Credit are unaffected by this announcement. Full details 
of the increases for social security will be set out in DWP’s uprating statement.

Welfare reform

Housing Benefit 
reform
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Suppor t ing  work ing  househo lds
5.20 Tax credits are available to nine out of ten families with children, and 1.5 million 
working people without children on low incomes. The Government’s flexible system has 
risen to the challenges posed by the downturn and is delivering additional support to 
families when they need it most. So far in 2009-10, 400,000 families whose income has fallen 
have received extra help; on average £37 more per week. Families can report their changed 
circumstances over the phone to HMRC, and 95 per cent of changes are processed within 
24 hours.6

5.21 Alongside this extra help, HMRC’s customer service for tax credits continues to 
improve, with complaints down by 40 per cent. In 2009-10, the Tax Credits Transformation 
Programme will help over one million customers, including through offering additional 
advice to guide families through the tax credits claim process.

HMRC will also improve its service to people who start living together, or who 5.22 
separate. Where customers report these changes late, this results in an overpayment on 
their previous tax credits award. In January 2010, HMRC will reduce this overpayment by 
the amount customers would have been entitled to receive had they reported the change 
promptly.

Take-up of tax credits by families with children is very high. However, the 5.23 
Government recognises that more can be done for people without children, and has set 
an ambitious target to raise take-up of the Working Tax Credit (WTC) among this group 
by 100,000 by April 2011. HMRC is making good progress by using innovative measures 
to contact potentially eligible customers, such as 10,000 people identified through PAYE 
records.

5.24 The Government has taken significant steps to improve the financial incentives to 
work for low income households. As Table 5.2 shows, through the combined effect of the 
National Minimum Wage and WTC, the minimum income for a family with one child and 
one person working 35 hours a week has increased 28 per cent in real terms since 1999.

Table 5.2: Weekly minimum income guarantees

 April 1999 April 2010 Percentage
   increase in
   real terms2

Family1 with 1 child, full-time work (35 hours) £182 £309 28%

Family1 with 1 child, part-time work (16 hours) £136 £240 33%

Single person, no children, 25 or over, 
full-time work (35 hours) £113 £198 32%

Couple, no children, 25 or over, full-time work (35 hours) £117 £234 50%

Disabled person (single), working full-time (35 hours) £139 £247 33%

Disabled person (single), working part-time (16 hours) £109 £178 23%

Assumes the prevailing rate of NMW and that the family is eligible for Family Credit/Disability Working Allowance and Working Tax Credit/Child Tax 

Credit. Full-time work is assumed to be 35 hours. Part-time work is assumed to be 16 hours.

1 Applies to couples with children and lone parents alike.
2 Based on historical RPI, and projections from HM Treasury economic forecast.

6 Number of families receiving additional support based on HMRC tax credits administrative data for April to October 
2009. HMRC operational statistics (also in paragraph 5.20) are for the same period, and comparisons are with the same 
period in 2008.

Help through the 
downturn

Improving the 
delivery of 

support

Making work pay
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5.25 To increase the flexibility of the Government’s support for older people and expand 
the choices available for those wishing to work after retirement, the Government announces 
that from April 2011 people aged 65 and over will qualify for WTC if they work at least 16 
hours a week, rather than 30 hours as currently.

5.26 Marginal deduction rates (MDRs) are one measure of the extent of the poverty trap, 
which occurs when those in work have limited incentives to move up the earnings ladder. 
They show how much of each additional pound of earnings is lost due to taxes and the 
withdrawal of benefits or tax credits. Table 5.3 shows that the number of families facing 
MDRs in excess of 70 per cent has more than halved since 1997. The increased numbers 
facing MDRs of between 60 and 70 per cent reflect the introduction and increased generosity 
of tax credits, which has extended financial support to many more households including, for 
the first time, those without children.

Table 5.3: Marginal deduction rates1

 Before 2010-11
 Budget system of tax
 1998 and benefits

Over 100 per cent 5,000 0

Over 90 per cent 130,000 70,000

Over 80 per cent 300,000 270,000

Over 70 per cent 740,000 330,000

Over 60 per cent 760,000 1,895,000
1 Marginal deduction rates are for working heads of families in receipt of income-related benefits or tax credits where at least one person works 16 hours 

or more a week, and the head of the family is not receiving pensioner or disability premia. These figures are estimates derived from HM Treasury’s tax 

and benefit microsimulation model.

Note: Figures are cumulative. Estimates for the 2010-11 system of taxes and benefits are calibrated to tax credits statistics for April 2009, and earlier 

data for Housing and Council Tax Benefits. The estimates make explicit allowance for families newly entitled to Housing and Council Tax Benefits from 

October 2009, but any such estimates are subject to significant uncertainties, in particular concerning likely take-up.

Suppor t ing  f am i l i e s  to  r educe  ch i l d  pover t y
The Government has made considerable progress in reducing child poverty since 5.27 

1997. Between 1998-99 and 2007-08, 500,000 children were lifted out of relative poverty.7 Had 
the Government done nothing other than simply uprate the tax and benefit system, there 
might have been around two million more children in poverty than there are today.8

5.28 To help low income families through the downturn, the Government brought forward 
increases in financial support, so that in April 2009 the child element of the Child Tax Credit 
(CTC) increased by £150 a year. The Government has committed to uprating the child 
element by earnings until the end of this Parliament, which means that the child element 
will increase by £65 in 2010-11, reflecting both earnings indexation and the additional £20 
increase announced in Budget 2009. Meanwhile, the Health in Pregnancy Grant was 
launched in April 2009, and has already helped 540,000 mothers.9

5.29 Take-up of existing financial support, especially tax credits, is high. However, as 
identified in the report of the Take-Up Taskforce10, an additional 40,000 families could be 
lifted out of poverty if just 10 per cent of those not currently claiming did so. Joining up 

7 Progress to 2007-08 measured in Households Below Average Income, DWP, 2009 (http://research.dwp.gov.uk/asd/hbai.asp).
8 HM Treasury analysis based on a comparison of simulated child poverty levels under today’s tax and benefit system and 
the 1997-98 system indexed to today’s prices.
9 Based on HMRC Health in Pregnancy Grant administrative data for October 2009.
10 Take Up the Challenge, Child Poverty Unit, HM Government, 2009.

Supporting older 
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delivery of financial support will be key to making sure help reaches these families. The 
Government therefore announces a new online service for 2010 that brings together 
information on a whole range of benefits and entitlements. It will allow front-line staff and 
advisers outside Government to direct families to relevant services.

Budget 2008 announced a number of pilots to test out new approaches to tackling 5.30 
child poverty such as the Local Authority Innovation Pilots. Around one in three local 
authorities are now delivering child poverty pilots. They will start being completed in early 
2010, and there will be a comprehensive evaluation to inform effective policy to help the 
Government reach its 2020 target in an innovative and sustainable way.

5.31 Children in families with at least one parent in work are four times less likely to be in 
poverty than those in families without, and children in families with a second earner have an 
even lower poverty risk.11 However, the Government recognises that making the transition 
back into employment can be difficult. To support low income families, and improve 
incentives to work, the Government will extend eligibility to Free School Meals to primary 
school pupils in working families with a household income below £16,190. The extension 
will be staged, with the first rollout to up to 50 per cent of eligible primary school pupils from 
September 2010. The Government’s aim is that, from September 2011, all primary school 
pupils in low income working families will be entitled to receive Free School Meals, 
benefitting around 500,000 children. In addition, the Government will extend the current 
pilots of universal Free School Meals for children, so that there is a pilot in each English 
region. Once fully rolled out, this and other measures announced in and since Budget 2007 
mean that around 550,000 children are expected to be lifted out of poverty.12 

Flexibility and choice are important to parents in deciding how to balance work and 5.32 
caring for their child in the first year of its life. That is why the Government has announced 
that it intends to introduce legislation in April 2010 to allow fathers of children due on or 
after 3 April 2011 the right to take up to 26 weeks leave once the mother has returned to work. 
Some of the leave may be paid if taken during the mother’s maternity pay period. For the first 
time, this will give parents the option of dividing a period of paid leave between them. To 
help parents with school-aged children, the Government will also promote existing guidance 
on affordable uniforms and support local authorities providing grants for school uniforms to 
further target support on vulnerable families.

5.33 The Government is committed to the long-term, sustainable eradication of child 
poverty and is taking forward the Child Poverty Bill to drive progress at a national and 
regional level. The Bill will create a clear and transparent accountability framework by 
enshrining the Government’s targets in legislation, and the Government will report annually 
on progress. The Bill will also improve partnership working and collaboration at a local level: 
it will set a duty on local partners to work together to tackle child poverty. To support those 
working locally, the Government will provide guidance around the needs assessment that 
each local area must undertake. 

5.34 The Child Poverty Bill requires the Government to publish a child poverty strategy 
setting out how it will achieve its goals. In preparing its strategy the Government will take 
into account the views of an expert child poverty commission. Ending Child Poverty: Making 
it Happen set out four core areas that will be key to the Government’s strategy: employment 
and adult skills; financial support; housing and communities; and services for children and 
families.13 In considering these building blocks, the Government announces five principles 
that will guide its strategy: 

11 HM Treasury calculation based on HBAI 2007-08 microdata (Households Below Average Income, DWP, 2009).
12 Estimate for impact of post 2007-08 measures derived from HM Treasury’s tax and benefit microsimulation model.
13 Child Poverty Unit, HM Government, 2009.
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work is the best route out of poverty	• . Parents should be supported to take up 
work and those in low paid jobs should be helped to progress;

families and family life should be supported	• . Government support must 
be responsive to families’ needs, and should promote strong and positive 
relationships. Government and employers should work together to provide 
family friendly working practices;

early intervention in childhood is necessary to break cycles of deprivation	• . 
Action to tackle child poverty should aim to be preventative and prioritise 
early interventions even if the impact on child poverty is not immediate;

excellence in delivery	• . The public sector should work in partnership with 
other agencies and voluntary groups to provide joined up and responsive 
public services to all families, with additional support for those who need it 
most; and

cost-effectiveness and affordability	• . The long-term eradication of child 
poverty can only be achieved through a sustainable and affordable strategy.

Promot ing  sav ings
The Government seeks to support saving and asset ownership for all across the 5.35 

life cycle – from childhood, through working life and into retirement. Since 1997, the 
Government’s savings strategy has focused on developing a range of savings opportunities 
suitable for each life stage, and providing incentives for saving through the tax and benefit 
system. This has been supported by action to empower individuals with the capability to 
make the right financial decisions, and to ensure consumers have access to competitively 
priced financial services (see Chapter 3 for further details).

Low interest rates are benefiting many people with mortgages, but the Government 5.36 
recognises that these rates have also meant that savers have seen their return from savings 
fall. This has particularly affected those people who have retired, or are beginning to prepare 
for retirement, who are more reliant on their income from savings to meet day-to-day needs 
or fund discretionary purchases.

5.37 The Government announced significant support in Budget 2009 for older people 
who receive income from savings, by:

raising the ISA limit for people aged 50 and over. Since 6 October 2009, the 	•
over-50s have been able to save £10,200 in their ISA, up to £5,100 of which 
can be saved in cash; 

increasing the Pension Credit capital disregard from £6,000 to £10,000 in 	•
November 2009, benefiting an estimated 540,000 pensioner households by an 
average of £4 a week14; and

launching a new tax back campaign, contacting Pension Credit beneficiaries 	•
to encourage them to claim back tax they may have overpaid on their savings 
income and register to receive interest on their savings tax-free in future. 3.4 
million pensioners have now been contacted.15

5.38 While older people with savings have been particularly affected by low interest rates 
during the downturn, it is important that everybody is helped to save once recovery is 

14 Estimates derived from DWP’s tax and benefit microsimulation model.
15 DWP management information.
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secured. That is why Budget 2009 announced that the ISA limits for all savers will rise to 
£10,200, up to £5,100 of which can be saved in cash, from 6 April 2010.

 5.39 Over 4.6 million children now have a Child Trust Fund account, and Government 
payments to the accounts of seven year olds began in September 2009.The Government also 
announced that at Budget 2009 it would contribute an additional £100 a year to the Child 
Trust Funds of all disabled children, with severely disabled children receiving £200 a year. 
These payments will start from April 2010.

5.40 The Saving Gateway will also be introduced nationally in 2010, offering 8 million 
people on lower incomes the opportunity to earn 50 pence from the Government for each £1 
they save. 

Suppor t ing  peop l e  i n  l a t e r  l i f e
5.41 The Government is committed to providing help to those who need it most, while 
providing a solid foundation of support for all. In line with this, Budget 2009 announced help 
for pensioners who receive an income from savings (as set out in paragraph 5.36) and an 
additional payment, worth £100 for households with someone over the age of 80 or £50 for 
those with someone over 60. This will be paid alongside the Winter Fuel Payment, which is 
worth £300 for households with someone over 80 and £200 for households with someone 
over 60. 

In recognition of the additional costs incurred by vulnerable families in heating 5.42 
homes when it is cold, for this winter the Government has extended its 2008-09 increase to 
Cold Weather Payments so that eligible households are receiving £25 for each seven day cold 
spell recorded or forecast where they live.

To support pensioners more broadly, 5.43 the level of the basic State Pension will 
increase in line with the Government’s existing commitment by 2.5 per cent in April 2010, 
meaning a full basic State Pension will increase by £2.40 to £97.65 a week. The full couples’ 
rate for those whose entitlement is based on their spouse or civil partners’ pension will 
increase by £3.85 to £156.15 a week. The Government also confirms that the age-related 
allowances will be maintained at their current levels in 2010-11 at £9,490 for people aged 
65 to 74 and £9,640 for people aged 75 and over, providing a real terms benefit relative to 
September’s RPI. 

To provide additional targeted support for those who need it most, the Standard 5.44 
Minimum Income Guarantee within Pension Credit will increase above indexation in April 
2010, rising by £2.60 to £132.60 for single pensioners and by £3.95 to £202.40 for pensioner 
couples. This will ensure those on the lowest incomes benefit from the rise in the basic State 
Pension. Pension Credit also rewards those pensioners that have made modest savings for 
their own retirement. From April 2010, the Savings Credit threshold will be £98.40 for single 
pensioners and £157.25 for pensioner couples.

The female State Pension Age will rise gradually from April 2010 until it is equalised 5.45 
with the male State Pension Age in April 2020. Those aged 60 and over have free access 
to some services, such as concessionary travel and free prescriptions. The Government 
announces that the age at which pensioner benefits can be received will increase in line with 
the female State pension Age. No one currently receiving these benefits will be affected.
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5.46 State Pension reforms will be implemented in April 2010 to provide a simpler and 
more widely available State Pension. For those reaching State Pension Age on or after 6 April 
2010, the number of years needed to qualify for a full basic State Pension will be reduced to 
30, while carers will have improved opportunities to build their State Pension entitlement 
following changes to National Insurance credits. 

The Government reaffirms its commitment to implementing a package of private 5.47 
pension reforms to ensure millions more people have the opportunity and incentives to save 
adequately for their retirement. Reflecting the changed economic and fiscal circumstances 
and the cost of this reform to business as the economy recovers the Government announces 
a change to the implementation of private pension reform, including to the timetable for 
employers joining the reform.

5.48 The Government provides generous tax relief on pensions, estimated to be worth 
around £28.4 billion in 2008-09,16 to encourage and support pension saving. The cost of 
pensions tax relief has doubled over the last decade and the proportion of tax relief going to 
those on the highest incomes has risen markedly. Budget 2009 announced that, in order to 
ensure that the pensions tax relief system remains fair, affordable, and sustainable, tax relief 
on pension contributions would be restricted from April 2011 for individuals with incomes 
of £150,000 and over. 

The Government is clear that the restriction of tax relief on pension contributions 5.49 
should apply as fairly as possible to individuals in different types of pension schemes and 
employment, and with different remuneration arrangements, while remaining targeted on 
those on the highest incomes. The Government therefore announces that the restriction will 
apply to those with gross incomes of £150,000 and over, where gross income incorporates 
all pension contributions, including the value of any pension benefit funded by, or 
eventually funded by, an individual’s employer. This will be subject to an income floor so 
that those with pre-tax incomes (excluding the value of any employer contributions) of less 
than £130,000 are unaffected. Reflecting this change, the Government announces that the 
anti-forestalling measures introduced at Budget 2009 will be extended from 9 December 
2009 so that all those with incomes of £130,000 and over will be subject to the special 
annual allowance.

The Government is today launching a formal consultation on the implementation 5.50 
of this change and welcomes responses. The consultation will run for 12 weeks until 3 March 
2010.

5.51 As the number of people who need care and support increases, and expectations 
rise, the costs of providing care and support will increase significantly – both for the state 
and for individuals. If the system is left unchanged, growing numbers of people will go 
without the care and support they need. In recognition of this challenge, the Government 
published a Green Paper, Shaping the Future of Care Together, which set out a vision to build 
a new National Care Service in England that is fair, simple and affordable, underpinned by 
national rights and entitlements.17 A large scale public consultation on the Green Paper, the 
Big Care Debate, ran from July to November 2009. The Government will bring forward more 
detailed proposals in the New Year that deliver a fair, fiscally sustainable social care system 
that addresses both rising expectations and the changing demographics of the UK 
population in the coming decades. 

16 Costs of Tax Relief, HM Revenue and Customs, Sept 2009 (http://www.hmrc.gov.uk/stats/pensions/table7-9.pdf).
17 Shaping the Future of Care Together, HM Government, July 2009.
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He lp ing  homeowners  and  hous ing
5.52 The Government is committed to helping homeowners through the downturn and 
ensuring that there is an appropriate framework of support for mortgage borrowers. By 
working with the FSA, mortgage lenders and courts, the Government will ensure that 
reposession is treated as a last resort. In addition, the Mortgage Rescue Scheme and 
Homeowner Mortgage Support scheme provide targeted help for those who have exhausted 
all other options.

This support is making a difference – over 330,000 homeowners are projected 5.53 
to receive help or advice with their mortgage since April 2008.18 135,000 households are 
benefiting from lender forbearance, including 6,000 in an arrangement equivalent to the 
Homeowners Mortgage Support scheme. Total repossessions for the first three quarters of 
2009 were less than half the Council of Mortgage Lenders (CML) original forecast for this 
year. The CML has now revised down its forecast and is predicting 27,000 fewer repossessions 
than were expected a year ago.

The Support for Mortgage Interest (SMI) scheme has helped homeowners who have 5.54 
experienced a fall in income to remain in their homes. The standard interest rate used to 
calculate SMI will be maintained at 6.08 per cent for a further six months, benefiting 
around 220,000 homeowners.19 Once the freeze ends, the Government intends to move 
towards a fairer, more affordable approach, that more closely reflects mortgage interest rates. 

5.55 To encourage councils to set rents that are affordable and fair for their tenants and 
ensure that councils have sufficient resources for the coming year the Government also 
announces that the average guideline rent increase for 2010-11 will be reduced from 
6.1 per cent to 3.1 per cent for local authority tenants.

5.56 A Stamp duty land tax (SDLT) holiday was announced on 2 September 2008 for all 
houses costing up to £175,000 to help address problems of affordability. The Government 
expects 240,000 transactions to benefit.20 However, the stimulus offered by the SDLT holiday 
relies on it being temporary, so the holiday will end as planned on 31 December 2009.

5.57 Chapter 3 sets out the actions the Government has taken to support mortgage 
lending, including the lending commitments agreed with RBS and Lloyds Banking Group. 

HomeBuy Direct is helping first-time buyers to purchase a new build property from 5.58 
one of the participating developers, with the aid of an equity loan for up to 30 per cent of the 
property price, while continuing to support the house building industry. The Government 
expects that there will be 2,500 sales by the end of this year.21 The 2009 Pre-Budget Report 
announces the Government will, through moving £100 million forward from this year 
to 2010-11 and prioritising housing for first-time buyers within the Kickstart Housing 
Delivery programme, increase the development of HomeBuy Direct homes in 2010-11. 
This will deliver an investment of over £150 million in HomeBuy Direct that year and an 
increase of around 3,000 homes above the original 10,000 target, while sustaining delivery 
of the Building Britain’s Future housing pledge of 112,000 affordable homes over two 
years.22

18 Department of Communities and Local Government (CLG) projections.
19 DWP administrative data as at May 2009.
20 HMRC projection from latest tax receipts data.
21 Homes and Communities Agency (HCA) projections.
22 HM Government, 2009
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5.59 The Government has provided significant support to the house-building industry. 
The new housing investment announced at Budget 2009 and the £1.5 billion Building 
Britain’s Future housing pledge will allow the Government to deliver 20,000 extra affordable 
homes, and unlock delivery of around 15,000 private homes. The Kickstart Housing Delivery 
programme announced at Budget 2009 has allocated £354 million in its first wave to unlock 
stalled housing sites. 145 schemes have been approved, to deliver over 10,000 homes, with 
work underway on some sites already.23

5.60 Budget 2009 reaffirmed the Government’s commitment to address the long term 
challenge of increasing housing supply, and to maintain momentum towards the target of 
240,000 net additions per annum by 2016. Building Britain’s Future confirmed continued 
support for increasing the supply of social and affordable housing. Box 5.2 sets out the 
Government’s wider strategy to support a timely and effective housing supply response.

5.61 The Government believes, building on the Rugg review, that a growing private rented 
sector can play an important role in increasing housing supply and meeting the need for a 
range of high quality housing tenure choices. The Government will issue a consultation 
document early in 2010 to consider the contribution the private rented sector could make 
to addressing demand and increasing housing supply, and any barriers to investment.

23 HCA statistics, www.homesandcommunities.co.uk
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Box 5.2: Supporting housing supply through the recovery

The Government will support an effective housing supply response through the recovery by: 

bringing forward more land for development•	 , through improving local authorities’ five 
year land supplies by undertaking comprehensive checks, publishing results and withholding 
incentive funding where a viable land supply is not in place. Budget 2010 will set out 
what further action is needed to secure delivery. HM Treasury will also work with CLG 
to explore innovative mechanisms to bring forward surplus public sector land, including 
through expanding the Public Land Initiative and CLG will undertake by Budget 2010 an 
end-to-end review of the call-in process, seeking to speed up decision-making.

ensuring cumulative regulation does not unduly constrain house building•	 .

by Budget 2010, establish a national baseline for regulatory costs across •	
Government, to manage and mitigate the cumulative impacts of any new 
requirements, and explore with industry scope for reductions, whilst supporting 
the Government’s Zero Carbon Homes policy and exploring practical ways 
to reduce the costs. As a first step, Government will consider in early 2010 the 
case for and form of regulation on lifetime homes standards (LHS), focusing on a 
proportionate approach. Any move to make LHS mandatory would not be until 
2013 at the earliest; and

ensure local requirements are responding flexibly to economic conditions and •	
supporting housing supply, aided by issuing guidance and support tools to local 
authorities. A scale back of section 106 requirements will also be introduced, as 
part of Community Infrastructure Levy (CIL) implementation after a transition 
period, to help provide local infrastructure in support of development. The 
Government will consult early next year on the appropriate usage of section 106. 

promoting a strong and diverse house building industry•	  by carrying out a study of 
drivers of housing growth and the steps Government or industry could take to improve 
diversity and innovation, reporting by Budget 2010. 

enhancing the role of local authorities•	  in enabling housing growth locally, and in building 
new social housing. Budget 2009 and Building Britain’s Future announced a £460 million 
programme to support building up to 3,900 new local authority council homes. The Pre-
Budget Report announces that the Government will examine the scope for local authorities 
to borrow against revenues from new council homes, to support delivery of housing where 
this offers value for money, and will consider interactions with wider reforms to the council 
housing finance system. 

deliver effective and coordinated infrastructure•	  nationally and locally, including 
developing further reform proposals through Infrastructure UK and through six Total Capital 
case studies, working with the Homes and Communities Agency, local authorities and other 
government agencies.

Suppor t ing  the  Th i rd  Sec tor
5.62 Following consultation on the design and functions of a Social Investment Wholesale 
Bank, the 2009 Pre-Budget report announces a commitment to take forward further work 
towards the creation of a new institution. The Social Investment Wholesale Bank will aim to 
leverage in investment for organisations with social impact from a wide range of sources and 
improve their access to finance. The Bank will also aim to increase financial inclusion by 
supporting Community Development Finance Institutions and credit unions, and contribute 
significantly to innovation in public service delivery. The Bank would be mission-driven, 
operate at a wholesale level, and would be independent from government.
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By Budget 2010, Government will finalise the model for the Bank setting out how 5.63 
the institution could grow over time. To fund its initial capitalisation, the Government 
announces its intention to commit up to £75 million of the funds expected to be released 
through the Dormant Accounts Scheme in England, subject to the final volume of funds and 
alongside funding other priorities. 

5.64 To ensure progress towards the release of dormant account funds, the Co-operative 
Financial Services (CFS) has agreed to support the Government and industry efforts to take 
forward the Dormant Accounts Scheme, by preparing a plan for the establishment of the 
Reclaim Fund. The CFS intend to submit an application to the FSA for authorisation to 
establish and administrate the Reclaim Fund, subject to work going ahead as planned.

The Government confirms its commitment to use the majority of the investment 5.65 
from dormant accounts funds to deliver new and improved youth facilities across the 
country, with at least 25 per cent and up to £100 million of the fund for financial capability, 
and up to £75 million for the establishment of a Social Investment Wholesale Bank, subject 
to the final volume of funds available for distribution in England.

5.66 The Government continues to explore how best to support the third sector through 
the Gift Aid system, and Budget 2009 announced Government sponsored research into the 
possible effects of redirecting Gift Aid higher-rate relief from donors to charities. The research 
report will be published on the HM Treasury website on 15 December 2009. The Government 
is considering the findings and hopes the research will stimulate and move forward the 
discussion of the options for reforming Gift Aid.

5.67 The Government proposes to replace the anti-avoidance rules relating to substantial 
donors to charities with new rules to deny tax relief on donations to charities where the 
donor is party to an arrangement, the purpose or one of the main purposes of which is to 
extract value from the charity.

A  MODERN AND FA IR  TAX  SYSTEM

The economic downturn has placed major strains on government revenues and 5.68 
the tax system. Tax administrations around the world are facing growing compliance risks 
and greater demand for taxpayer support. In addition to continuing support to taxpayers 
through measures like the Business Payment Support Service and the new Charter, HMRC is 
responding to emerging risks through a developing strategy for compliance.

It is vital that everyone makes a fair contribution to the taxes that fund public 5.69 
services and that will ensure medium-term fiscal sustainability. Most people do this, and 
the Government is committed to ensuring that the tax system helps taxpayers to meet their 
obligations. However, the Government will tackle robustly those who do not pay their fair 
share, and is toughening its stance further through a package of measures that will raise up 
to £165 million each year, while protecting around a further £5 billion.

5.70 The tax gap is broadly defined as the difference between the tax that is collected and 
the tax that should be collected. HMRC has published indirect tax gaps estimates for a 
number of years and today has published, for the first time, an estimate of the overall UK tax 
gap, including indirect and direct taxes. HMRC estimate the gap to be £40 billion in 
2007-08.24

The tax gap estimates provide a useful tool for enabling the Government and HMRC 5.71 
to target action on protecting tax revenues. Today, the Pre-Budget Report sets out measures 

24 Measuring Tax Gaps, HMRC, 2009.
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to tackle avoidance and evasion. Alongside this, HMRC has published a detailed overview of 
its strategy and actions to tackle the tax gap.25

Pro tec t ing  t ax  r evenues
The Government has a good record in protecting tax revenues from avoidance 5.72 

and evasion. Steps taken as a direct result of the disclosure regime for avoidance schemes 
are responsible for closing over £12 billion in avoidance opportunities. Initial disclosure 
arrangements for offshore bank account holders have delivered £450 million of previously 
unpaid tax and penalties. The Government is taking further steps against offshore evasion in 
partnership with other G20 members (as described in Box 5.3).

Box 5.3 International leadership in tackling tax havens and tax evasion

The UK has been at the forefront of international efforts to clamp down on tax havens and offshore 
tax evasion. The UK Presidency of the G20 has delivered improvements to international tax 
transparency, opening up tax havens so that tax evaders have nowhere to hide, by:

setting a clear international standard for tax transparency;•	
launching a robust peer review process that will ensure countries which sign up to the •	
international standard actually deliver on their commitments;

establishing a toolbox of sanctions which can be applied to countries that refuse to •	
implement the international standard;

reforming and expanding the Global Forum on Tax Transparency to create an international •	
body capable of driving forward further progress; and

beginning work on proposals that will allow developing countries to share in the benefits of •	
this new transparency.

To protect UK taxpayers from the effects of tax evasion, the Government has entered into new tax 
agreements with key financial centers such as Switzerland, Liechtenstein and Luxembourg as well as 
with its own Crown Dependencies and Overseas Territories.

In addition, the Government commissioned Michael Foot to carry out an independent review of 
British Offshore Financial Centres, covering the Crown Dependencies and some of the UK’s 
Overseas Territories. The review, which reported in October, sent a powerful signal that meeting 
international standards on tax information exchange, financial sector regulation and financial crime 
is no longer optional for jurisdictions wishing to maintain internationally active financial sectors. The 
UK will, through its G20 work, continue to press for action in tackling non-cooperative jurisdictions 
in these areas.

5.73 UK taxpayers hiding money and assets offshore in order to evade tax represent a 
significant drain on the public finances. Following a recent tribunal decision, HMRC is 
receiving details from over 300 financial institutions in the UK regarding offshore bank 
accounts. Alongside this, the Government is offering the New Disclosure Opportunity (NDO), 
giving those with undeclared assets a final chance to come forward to pay tax, interest and a 
reduced penalty. The notification window for the NDO runs until 4 January 2010, with a final 
disclosure and full payment required by 12 March 2010.

5.74 It is right that, following this disclosure opportunity, those with offshore accounts 
who choose not to come forward should face greater sanctions. The Government announces 
that it will legislate to ensure that those who fail to declare offshore tax liabilities will face 
the tough penalties attracted by deliberate tax evasion.

25 Protecting Tax Revenues, HMRC, 2009.
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HMRC already receives substantial data on bank accounts, including details 5.75 
of interest on all UK accounts and similar information from most EU countries. The 
Government announces a new notification requirement for offshore accounts in certain 
jurisdictions, supported by a separate penalty regime. Evading tax offshore could therefore 
result in combined penalties of up to 200 per cent of the unpaid tax. The Government is 
consulting on the implementation of these measures, including the potential for reforming 
information requirements on non-resident trusts. 

5.76 In the ten years that have passed since the Grabiner Report, there have been 
significant institutional and socio-economic changes that have affected the hidden economy. 
The Government announces the creation of a new Hidden Economy Advisory Group, which 
will consider what actions HMRC can take to increase the number of people that make the 
transition from the hidden to the formal economy. 

5.77 Criminal attacks by organised gangs threaten tax revenues. The Government 
continues to take action:

following evidence that commodity trading in emissions allowances (also 	•
known as carbon credits) was being used to fraudulently steal VAT revenues, 
the Government acted swiftly in July and zero-rated these supplies traded 
within the UK. Agreement has now been reached on a cross-EU approach to 
tackle this Community-wide threat;

the latest official data estimates the illicit market share for cigarettes was 	•
further reduced in 2007-08, exceeding the Public Service Agreement target for 
the period. HMRC will be consulting with interested parties on changes to 
strengthen customs powers to combat tobacco smuggling in the post; and

Budget 2009 announced a comprehensive programme of work to renew 	•
the “Tackling Alcohol Fraud” strategy. In addition to strengthening their 
operational response, HMRC is working closely with the UK Border Agency 
and businesses to reduce the opportunities for fraudsters. Further regulations 
are to be introduced by April 2010.

5.78 There is a small minority of tax practitioners who constantly look for ways to bend 
the tax rules by exploiting tax legislation to generate avoidance schemes. The Government 
does not tolerate tax avoidance and responds quickly to close down these schemes. The 
Government is determined to break the cycle of scheme and counter-action by introducing 
robust solutions that firmly close potential avoidance opportunities and that stand the test 
of time. The Government is taking action to strengthen the avoidance disclosure regime, as 
set out in box 5.4.
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Box 5.4 Disclosure of Tax Avoidance Schemes

The disclosure regime was introduced in 2004. It has been successful in providing real time 
information on new avoidance schemes and allows the Government to respond in a targeted and 
timely manner. To date information received through the disclosure regime has contributed to the 
closure of over £12 billion in avoidance opportunities. Today the Government announces a 
consultation, Disclosure of Tax Avoidance Schemes,27 on the implementation of a package of 
measures to strengthen and enhance the disclosure regime. The amendments are: 

a change to the trigger point for disclosure of marketed schemes to ensure early disclosure;•	
an information power to require that persons who introduce scheme promoters to clients •	
identify who the promoter is;

enhanced penalties for failure to comply with a disclosure obligation;•	
a requirement for a promoter to provide HMRC with a periodic list of clients to whom •	
they have issued Scheme Reference Numbers; and

revised and extended hallmarks (the descriptions in regulations of main regime schemes •	
required to be disclosed).

Since Budget 2009 the Government has acted swiftly against artificial avoidance to:5.79 

prevent terminal loss relief being artificially triggered;	•

prevent abuse of the apportionment rules for life insurance companies;	•

prevent the abuse of rules on sideways loss relief; and	•

counter the abuse of the double tax relief rules through the use of 	•
unauthorised unit trusts, manufactured overseas dividends and 
manufactured interest payments.

Today the Government announces, with immediate effect, further action:5.80 

counter avoidance through the artificial creation of excess capital 	•
allowances;

closing a loophole through which fees are artificially carved out of a taxable 	•
insurance contract to avoid insurance premium tax;

ensuring that the tax exemption for the inflationary return of an index-	•
linked gilt cannot be exploited for avoidance purposes;

preventing leasing schemes that generate artificial tax losses in excess of the 	•
value of taxable income taking income out of the charge to tax;

preventing companies using consortium arrangements that attempt to 	•
deliberately circumvent the sale of lessors anti-avoidance legislation; and

closing down schemes which have been used to avoid inheritance tax (IHT) 	•
through the use of trusts. The Government is also examining wider solutions 
to the issue of IHT avoidance through trusts.

The Government announced at Budget 2009 that it was concerned about certain 5.81 
overhedging/underhedging transactions which, although not undertaken for tax avoidance 
purposes, are structured so that the Exchequer bears the full volatility risk. Following 

26 HMRC, 2009.
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consultation, the Government announces changes, to take effect from 1 April 2010, which 
will ensure that relief is given only for the genuine economic losses of the taxpaying group.

The Government has also announced action to prevent tax avoidance where 5.82 
UK shares, intended for non-EU markets, are deliberately routed through EU clearance 
services of depository banks.

The Government has acted to tighten the rules dealing with debt buybacks to prevent 5.83 
companies not in financial difficulties bringing back debt at a discount to the amount 
borrowed, without being subject to tax.

5.84 After a period of consultation, the Government will introduce a Code of Practice on 
Taxation for banks, which it expects all banks operating in the UK to adopt. The Code asks 
banks to have governance around tax integrated into business decision making and open 
and transparent relationships with HMRC.

5.85 HMRC is increasingly working with business and individuals to change behaviour 
and deter people from avoidance. Currently, HMRC’s Spotlights publication warns people 
about avoidance schemes that HMRC considers do not work. The Government announces 
that Spotlights will be expanded to set out the indicators that identify the kinds of 
arrangement that HMRC will challenge. The aim of these buyer beware messages is to give 
potential users of avoidance schemes a better understanding of the risk they are taking.

5.86 As set out in Chapter 4, the 2009 Pre-Budget Report announces that HMRC will 
continue to offer the Business Payment Support Service. Around one in every thousand 
“Time To Pay” requests concerns an amount of £1 million or over. As the economy moves 
into recovery, it is important both for the businesses concerned and to protect taxpayers that 
HMRC can make an informed decision in these few, highly complex cases. The 2009 Pre-
Budget Report announces a new requirement for businesses asking for additional time to 
pay for debts over £1 million to provide an independent review of their needs.

5.87 The Government announces that HMRC is to apply a more consistent approach to 
the collection of debts when a tribunal or court has found against the taxpayer but there is 
a further appeal. This will apply to decisions made by the tribunals or courts on or after 
1 April 2010.

5.88 Following the initial consultation over the summer, the 2009 Pre-Budget Report 
announces a further consultation on how HMRC should work with agents to ensure that 
fewer inaccurate returns are submitted. It includes proposals to:

address deliberate wrongdoing by a small number of agents;	•

work with representative bodies to resolve issues with individual agents; and	•

control high-volume agents when they pose a risk to the tax system.	•

5.89 The Government is committed to a fair tax system that keeps the burden of 
compliance at a minimum for those who pay, but that gives HMRC appropriate tools to 
address non-compliance. The Review of HMRC Powers, Deterrents and Safeguards has 
already delivered a range of measures in previous Finance Acts. The Government announces 
further measures to continue this work: 

a further consultation on modernising the excise compliance checking 	•
regime;

improving bulk and specialist information powers by publishing HMRC’s 	•
response to a consultation on making these powers more up-to-date; and
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publishing draft legislation to complete the modernisation of the penalty 	•
regimes and the harmonisation of interest.

5.90 The Government will modernise the regime governing claims to recover overpaid 
stamp duty land tax and petroleum revenue tax to provide a simpler and more consistent 
approach with enhanced taxpayer safeguards.

De l i v e r ing  f a i rnes s  th rough  a  modern  t ax  s y s tem
5.91 To reflect the introduction of the 50 pence income tax rate announced in Budget 
2009, the Government makes some changes to the rates of pensions tax charges applied to 
short service refunds and to certain payments made by employer financed retirement 
benefits schemes (EFRBS), and sets new rates for the Special Annual Allowance charge with 
effect from 6 April 2010.

5.92 In 2009-10 just 2.5 per cent of estates left on death are expected to pay inheritance 
tax. This will be the lowest number on record.27 The Government is therefore freezing the 
inheritance tax allowance at £325,000 in 2010-11.

5.93 The Government will legislate to restrict the tax exemption for workplace canteens 
from April 2011 by removing the exemption when used in conjunction with salary sacrifice 
or flexible benefit arrangements. Use of these arrangements enables a minority of 
employees to buy canteen meals out of pre-tax income, giving them an additional tax and 
NICs advantage that other employees do not enjoy. The exemption will continue to apply for 
subsidised canteens that are available to all employees.

5.94 The Government is committed to addressing the problem of the potentially 
exploitative arrangements implemented for some workers paid at or near the National 
Minimum Wage (NMW). These arrangements, which make use of the tax and NIC expenses 
rules, can adversely impact on NMW workers’ entitlement to earnings related social security 
benefits. HM Treasury, HMRC and the Department for Business, Innovation and Skills, will 
launch a consultation in the New Year inviting views on proposed changes to the NMW 
Regulations and whether this is the best approach to tackling this problem.

5.95 Following the consultation on false self-employment in construction, which closed 
on 12 October 2009, a summary of the responses received will be published in the New Year. 
The Government remains committed to addressing the problem of false self-employment in 
construction and will continue to work with stakeholders to develop a legislative solution 
that is well targeted, effective and that allows the industry to retain a flexible labour supply.

5.96 The Government is reviewing the responses received to the recent consultation on 
gaming machines taxation. The Government will continue to engage with the gaming 
machine industry before any decisions are taken.

The Government has reviewed new evidence provided by the bingo industry 5.97 
regarding the impact of taxation on bingo clubs. Bingo duty will be reduced at Budget 2010 
to 20 per cent.

 5.98 Alcohol and tobacco duty rates were increased in the 2008 Pre-Budget Report to 
offset the temporary reduction in the standard rate of VAT. Existing rates will be maintained 
when the temporary VAT reduction ends.

27 HMRC estimate based on latest estimates of inheritance tax taxpayer numbers and total UK deaths for the year 2009-10.
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5.99 The cider duty regime will be reviewed and proposals brought forward at Budget 
2010.

5.100 The VAT and excise duties revenue sharing agreement between the UK and Isle of 
Man was recalibrated in October, with effect from 2010-11. The new agreement will increase 
the UK’s share of joint revenues by £100-200 million a year over the coming years.

5.101 HMRC continues its review of extra statutory concessions (ESCs). A consultation is 
launched today on legislation to retain the effect of a further seven ESCs.28 This is the third 
such consultation, final draft legislation from the second having been published last month. 
Nine ESCs will be withdrawn on 9 December 2010.29

5.102 The Government will legislate the Equitable Liability ESC, following work with 
taxpayers and representatives. Until then the concession will continue to operate.

5.103 To take account of changes, made or currently under consideration, to international 
and UK accounting standards, the Government will introduce a power in Finance Bill 2010 
to enable amendments to be made to the corporation tax rules on financial instruments.

5.104 The Government is improving the tax arrangements for carers looking after 
vulnerable individuals under a qualifying ‘Shared Lives’ scheme (also known as adult 
placement carers). From 6 April 2010, Shared Lives carers will receive a tax-free allowance 
for their caring income similar to the current Foster Care relief. From today the 
Government will also ensure there is no loss of capital gains tax private residence relief 
where adult placement carers use part of their home exclusively for the accommodation of 
an adult in care.

5.105 The Government announced at Budget 2009 that Furnished Holiday Lettings rules 
would be repealed from April 2010. Today the Government is publishing draft legislation, an 
impact assessment, and guidance on this change.

5.106 Legislation will be introduced in Finance Bill 2010 to extend the Seafarers’ Earnings 
Deduction to EU and European Economic Area resident seafarers.

28 Extra statutory concessions – third technical consultation on draft legislation, HMRC, 2009.
29 Withdrawal of extra statutory concessions, HMRC, 2009.
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