Tracey Simpson – Written Evidence (DFI0027)
Firstly some background as to who I am and why I am writing this. My name is Tracey Simpson. This is my personal view on the changes to Business Property Relief, and solely reflects my own opinion and experiences.
 I work for a small family business in a northern market town. The business is a Limited Company owned by my brother, who is the only shareholding Director. He started the business almost 40 years ago, before he had any family. He started with nothing, with rented premises and my dad, my brother and me the only employees. For the record, I have no financial interest in the business, and I do not stand to inherit anything when my brother dies. He is now 63 years old.
The business is steel fabrication, so heavy manufacturing. The business now employs 15 local people, many of those have been there for 20+ years. My brother owns the current premises, bought and paid off through his hard work over the last 40 years. He works long hours, seven days a week. He does not pay himself huge wages, some of our employees take home more than he does. He doesn’t drive a fancy car, or take any other money out of the business.
Since my brother started the business, he has had two sons, although he is not married nor does he now have a partner. One of his sons who is now 32 years old has worked in the business since he was 14 years old, and is a non shareholding director (purely because the tax implications of transferring shares was too high to be able to make him a shareholding director). Currently my nephew stands to inherit the business on the death of my brother.
There is much I want to say about the liabilities and taxes and obligations placed on businesses in recent years, and most recently the damage caused by Rachel Reeves with rises to minimum wage, National insurance hikes etc. And also the looming threat of the Employment rights bill, but I will stick to the specific points of the call for evidence, and my story of how this has gone for me personally, trying to navigate the changes to the Business Property Relief. Please please just read the background carefully because it is super important.
As I work in the office of my brothers company, I am responsible for all of the financial aspects of the business, so when it was announced that there were going to be changes, like any responsible person, I tried to find out what these are. So the first port of call was the Gov.uk website. The Gov.uk website has very little useful information, so I decide to phone instead. After waiting 1 hour, my call was just dropped. Another hour, my call was dropped again. After another long wait I finally go through to speak to someone. 
My question was very specific. I believe from everything I had read that the first £1 million pounds from a business qualifies for 100% IHT relief. I believe our business totals around £2.5 million which includes premises, the land around the premises, assets (heavy and light machinery) and cash in the bank. I wanted to know if cash in the bank and machinery counts towards the IHT thresholds. Because clearly if it does, then that means that the remaining £1.5 million (after the 100% relief is used) would be subject to inheritance tax as the relief falls to 50% for this bracket. 
The young man I spoke to me had less idea of the answer I was seeking than I did. He proceeded to quote an example of a sweet shop which was under the £1 million 100% relief threshold. So I said that’s not relevant to my question, and he then proceeded to say that our business wouldn’t have to pay any inheritance tax. I know for a fact we will have to pay inheritance tax, and I was asking for clarification about what exactly that related to. Is it cash in the bank etc. As he insisted he was right and since I knew he wasn’t right, I asked to speak to someone more senior. He told me there was no one more senior. So I asked for his name, since I wanted to complain about being given incorrect advice, and he then put the phone on down on me without giving his name.
So I then wrote to my Labour MP, telling him about my experience and asking him to clarify exactly what constituted the business in terms of what exactly attracts inheritance tax, as its really not clear whether cash in the business bank account attracts inheritance tax. He didn’t bother to reply, so I wrote again, twice more over the course of a few months. Still not reply. Not being one to give up I then went to see him face to face.
Long story short, I told him that if my calculations are correct, then the business I work for might be faced with an inheritance tax bill of £150,000.00. And how were we expected to pay such a large amount of money without affecting the viability of the business. He then told me that my nephew who stands to inherit the business could ‘just take the £150,000.00 out of the business’. This is so far from correct! I am utterly shocked that an MP could think that you can just help yourself to money from a limited company. 
No one can just take money out of a business without tax implications. If my nephew were to pay the £150,000 out of the business, it would be classed as income. He would have to pay tax and National insurance on every penny of this (he already earns a wage which keeps him just below the 40% income tax threshold, so anything over that would attract the higher 40% and 45% rates of income tax, also the decrease in his personal allowance for every £1 over £100,000,). To take £150,000 out of the business as income would end up costing the business around £270,000 (as near as I can estimate) almost doubling the amount  the business would have to pay to fund the IHT liability. My nephew has 2 children, a wife, a house that is mortgaged and some savings, so he could not personally fund the Inheritance tax.
My MP then said the other option was a loan to the business from the government to pay the inheritance tax, which would need to be repaid over 10 years. Which he seemed to think was perfectly fine.  Neither is a viable option. After I told my MP that no one can just take money out of a limited company without paying personal tax, he said he would follow up on this and also check out if cash in the bank etc. will be subject to IHT. 6 weeks later, still no reply from him……… It has taken me over 4 months to get this far and still no clear answer.
This is the background from my point of view based on the business I work for, on the following summary sheet I will  answer specifics to the numerical questions in the call for evidence. I am sure you can see from my personal experience how difficult it is to get an answer on anything related to the changes to Business Property Relief.


SUMMARY SHEET
Reforms to agricultural property relief and business property relief

9.	It will be very difficult for small businesses, especially those like ours who have one person doing the administration job. We are not accountants, we are not tax experts, we are not a corporation, and as you can see from my background information, even getting the smallest amount of correct advice from the government departments or MP’s is nigh on impossible. We are faced with doing this at a time when we are grieving for our family member. We will also be trying to plug the gap left by the business owner, who often is the lynch pin to the business. My brother actually works welding every day as well as running the business, something you will find in every small family business. We all work to capacity, there is little room for extra burdens that these changes will place upon us. Six months is so little time given the difficulty in communicating with government departments.
10.	Getting and agreeing valuations will be very difficult, but most of all costly. We have only one company locally who do valuations for businesses. They are often very busy. This will cost tens of thousands of pounds in addition the huge amounts of inheritance tax we will be faced with.
11. 	IMPACT. The government have wildly underestimated the number of businesses that will be affected. In our small market town alone, there are 7 other family businesses in the same heavy manufacturing sector as ours who I assume will face the same threat to their business from inheritance tax. That’s quite apart from other manufacturing family businesses and family farms. Many, many small family businesses will be affected, just in our small area. So scale this up nationwide and you can see that the problem is much bigger than the Labour government are claiming.
I am particularly concerned about heavy manufacturing. The scale of the industrial premises needed for heavy engineering means that the premises alone are worth a lot of money. The cost of land and premises in the UK is significantly higher than in other comparable countries, which adds to the problem for British businesses being competitive. Also we have the highest energy costs of almost any country, which again gives us a disadvantage. When you factor in several machines necessary for this industry, like the shotblast machine, these cost hundreds of thousands of pounds each. So you can see the sheer scale of machinery required, which the government class as an asset and is therefore subject to IHT,  is again a disadvantage in terms of IHT to the heavy manufacturing sector in particular.
Everyone is talking about family farms, quite rightly, but the manufacturing sector is under as much threat, and since it has been declining for many years, I feel this will be the final nail in the coffin. The construction industry is very volatile, and often the first to suffer during a recession. Our business needs a robust financial standing to be able to face any downturns in the industry. Having our financial viability undermined by huge amounts of inheritance tax is definitely a threat to our business. 
I have no idea where the government got their figures from, but when I hear Sir Kier Starmer saying only a few businesses will be affected, I am utterly furious because its just not true. Where is the impact study and the consultation with trade bodies and businesses? I suspect there is none, unless you can show me the relevant consultations. As an example, when Angela Rayner was asked about the Employment Rights Bill, she said she had consulted with ‘many businesses’ and they were broadly supportive. But when asked to name one business she had talked to, she couldn’t name one! I cannot think any business would support most of the changes contained in this bill. So I feel quite sceptical about Labour’s figures for how many businesses will be affected by the changes to Business Property Relief.
The other thing that no one has taken into account when figures are bandied around by the government, is that they are almost exclusively quoting figures where a business has 2 spouses. Which takes the business inheritance tax thresholds to 2 million for 100% relief. Businesses where there is only one owner and no spouse have their threshold halved to £1 million. This is the case with my brother’s business. You will find many businesses have only one owner, no spouse. I do not think the government have taken this into consideration at all. Where is the study that shows how many family businesses have just one owner and therefore will have the lower threshold for inheritance tax? This is grossly unfair to businesses where there is only one owner.
12.	Farmers and business owners are not prepared for these changes. How can they be when this has been thrust upon them with very little warning, no government communication to businesses that I am aware of, and no proper study into how many businesses will be affected. I would like to see where the government’s calculations come from. What are the numbers based on, because they do not seem to reflect reality.
As to what will help us all? Reversing this ridiculous decision is all that will help. Or instead of forcing inheritance tax on a business when the owner dies, if the business is carried on by the family member inheriting, then don’t charge in heritance tax. Have a period of 10 years or so that the business must be kept running in order to qualify for zero inheritance tax.  If the business is sold on the death of the owner, then charge the full  inheritance tax at that stage.
13. 	Judging on my recent interactions with a government department as detailed in my supplementary information, and my MP, it will be virtually impossible to identify how the proposed changes will impact our inheritance tax liability. I consider myself to be reasonably intelligent, but it has been impossible to get any correct information from anyone on these changes.
14. 	These changes have been rushed through with no thought whatsoever as to how this will affect British businesses. The small family businesses are the backbone of this country’s economy. Big business is not affected by this, it is only those small businesses like ours that will be hugely impacted. Having to pay £150,000 inheritance tax for us will mean we can’t invest in new machinery during the time it takes us to pay it back. We won’t be able to take out loans for new machinery since we will have a huge IHT debt hanging over us for years.  It will affect our ability to give employee pay rises, and although we only have 2 staff on minimum wage, the rest of the staff will be affected as the minimum wage rises, by the reduction in the gap between minimum wage and skilled workers.
After the big rises in National insurance and the minimum wage (and the rises we had to give skilled employees to keep the gap in wages fair between unskilled and skilled workers), when we recently had a member of staff leave, we took the hard decision not to replace that member of staff due to having to fund these rises. We have also had to take the decision not to take on any more apprentices, as training young people has a big cost in terms of supervising and training them throughout their apprenticeship. These are the direct result of Government actions. There is absolutely no doubt in my mind that forcing inheritance tax on businesses will directly lead to these kinds of cuts. If not the decision to just close businesses completely.
15.	What consultation process? There has been no consultation process with small businesses as far as I can tell. I’ve spoken to a lot of small businesses like ours, and the first they heard of this was when it was announced in the budget. We are left scrabbling for information from any source we can find. I would love to know where and when this alleged consultation process was carried out! There been nothing, Zero, Zilch, Nada. I found this call for evidence purely by chance, on a social media post by the NFU that said that they were responding to a call for evidence. As there were no other details I had to search for this myself and eventually found the relevant information. No other business I have spoken to knew about this. Which tells you everything you need to know about the consultation process and about how information is not filtering down to small businesses.
If there is one thing I could say to the government, it is this. Commission an independent impact study, contacting every small business for their opinion and assessment of whether they will be liable to pay IHT. Document how many small businesses have only one owner, no spouse, which means their inheritance tax threshold is halved. This will have the biggest impact on businesses. Consider only raising inheritance tax when a business is sold on the death of its owner. Not when it keeps running, as you are taking a viable business and immediately making it unviable. 
If small businesses are forced into being unviable through IHT, they will close, jobs will be lost, unemployment figures will rise, and the government will end up paying benefits to all of the people who stand to lose their jobs. Which will negate the taxes raised from businesses in one fell swoop. If our business closed for instance, 15 jobs would be lost. We hand over around £120,000 in just national insurance and income tax every year, plus employers pension contributions, so one years loss of that would wipe out the gains from inheritance tax. That is without the unemployment benefits paid for a year to these people, or the corporation tax our company pays. It is utterly senseless to me. 
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