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Introduction

Open for business

Bill Dodwell, head of tax policy at Deloitte, comments on the impact of the Budget:

The Chancellor re‑affirmed the Government’s fiscal policy, with the intent of eliminating the structural deficit by 2014. 
The borrowing figure for 2011‑12 is slightly better than originally forecast – at £126 billion – but the fiscal framework 
means that the Budget measures are broadly neutral, with tax cuts balanced by tax rises.

The key message for business is that the Government is focussed on creating the best tax regime in the G20. It wants 
to encourage more business in the UK and the latest instalment is a further 1% cut in corporation tax from 1 April 
2012, moving down to 22% from 2014. The Controlled Foreign Company and Patent Box regimes will start in 
2013, as planned, and there will be consultation in the summer on the ‘above the line’ R&D tax credit regime, with 
repayable credits for loss‑makers.

There has been considerable debate over the tax raised by the 50% tax rate and we welcome the announcement 
that the rate will be reduced to 45% from April 2013. This is broadly comparable with the top tax rate in the US, 
France and Germany. At the same time, personal allowances for basic rate taxpayers will be increased to £9,205; 
higher rate taxpayers do not benefit. Those reaching 65 from April 2013 will not qualify for the current, higher age 
allowance which will be frozen and then abolished once the normal personal allowance has reached the higher level. 
This will bring in 250,000 pensioners into income tax, but will mean that 150,000 will no longer need to do tax 
returns.

Stamp Duty Land Tax is being increased immediately to 7% for houses costing £2m or more and to 15% for such 
houses acquired by companies, trusts, or partnerships. Additionally, overseas companies will be subject to an annual 
charge from March 2012, ranging from £15,000‑140,000. Capital Gains Tax will also be levied from April 2013 on 
disposals by such companies. The clear intention is to penalise those holding residential property via companies or 
other entities. 

There are two notable anti‑avoidance measures. The Government will consult on the introduction of a 
narrowly‑focussed general anti‑abuse rule which, if limited to transactions solely aimed at saving tax, should not add 
to business uncertainty. There will also be a cap on the tax reliefs that an individual may claim from April 2013, with 
a limit of £50,000 or 25% of income, whichever is greater. The reliefs caught include loss relief (although not for 
entrepreneurs on their own businesses); interest relief and gifts to charities. We deplore the inclusion of Gift Aid – 
which may reduce donations to charities, already affected by the economic slowdown.
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What our experts say

45% top rate of tax

Mark Groom, Tax Partner, gives his views:

Regardless of whether you think a 50% top tax rate is fair or unfair, something good has arguably come of it; that a 
reduced top rate of 45% now feels like a good thing!

The Chancellor stated today that the 50% rate raised just £1bn in income tax in 2010/11, a third of original 
expectations. He also noted a loss of £1.6bn in 2010/11 due to accelerating £16bn of earnings from that year into 
2009/10 in order to benefit from the 40% tax rate. No thanks were received for the cashflow advantage generated 
at the time.

We were surprised that the government did not introduce the 5% reduction in the top rate of tax with effect from 
6 April 2012, although this was honouring a promise not to make any change while public sector pay is frozen. 
However, reducing the rate with effect from 2013 provides an extended opportunity for deferring income into 
2013/14. Interestingly, the Budget forecasts include a cost of £2.4bn in 2012/13, representing the tax revenues lost 
in that year as a result of deferring income into 2013/14 or beyond. HMRC appears to expect that income to be paid 
in the following two years, raising tax revenues of £900m in 2013/14 and £1.7m in 2014/15. 

At least no specific anti‑forestalling measures are proposed. Presumably this is due to the small amounts considered 
to be at stake. However, this assumes that deferrals will be short term. We think that the behavioural change 
resulting from the rate reduction is difficult to predict. Longer term deferrals are required by regulations in the 
financial services sector and, elsewhere, deferrals are increasingly popular given the potential for gross role up and 
possible further rate reductions.

Structuring deferrals to meet regulatory requirements and not to fall fowl of the complex rules on disguised 
remuneration will be key. HR, technical and practical issues should also be considered e.g. which population(s) of 
employees should be offered deferrals without discrimination, and ensuring that the necessary documentation is 
effective to achieve the desired outcome.

The global mobility of businesses and their employees is another important factor to consider. The Chancellor made 
various references to the competitiveness of the UK’s tax regime. A comparison of the top rates of income tax with 
some popular destinations suggests that a 45% top rate is now more comparable. We hope to see a return to 40% 
in the not too distant future in order to be truly competitive:

Country Top rate of income tax 

UK 45% (proposed) 

France 41% 

Germany 45% 

US 42% (incl. NY state tax) 

China 45%

Hong Kong 15%

Finally, it is worth noting that opportunities to achieve capital growth over income will remain attractive based on a 
rate differential of 19% (between income tax and national insurance contributions at 47% and capital gains tax of 
28%).
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Open for business

Jo Pleasant and Kathie Haunton, Tax Directors, give their views:

The Chancellor’s speech reinforced the Government’s policy of encouraging large businesses to invest in the UK. 
The key announcement is the further reduction of the mainstream rate of corporation tax from 26%, which was 
already due to fall to 25% from 1 April 2012. This will now fall to 24% from 1 April 2012 with further 1% reductions 
in the next two years bringing the rate down to 22% from 1 April 2014.

This relatively low rate of corporation tax, compared to other developed economies, is coupled with the introduction 
of a lower effective tax rate of 10% to be applied to profits from patented technology; the purpose being to 
encourage exploitation of innovation in the UK. 

The introduction of an ‘above the line’ credit for R&D tax relief from April 2012 was also confirmed. The credit will 
be given at a minimum rate of 9.1% of qualifying spend and will enable loss making companies to claim a payable 
credit. Further details of the design of the credit and the rate of the payable credit will be determined as part of the 
forthcoming consultation. The changes to the SME R&D regime to increase the rate of relief to 225% of qualifying 
spend (from April 2012) and the removal of the PAYE/NIC cap which were previously announced, have been 
reconfirmed. Businesses have lobbied hard for these changes, so they will be welcomed.

The long awaited reform of the UK Controlled Foreign Company rules, which will apply from 1 January 2013, will 
also relax how the UK taxes overseas profits of UK multinational groups. This package of corporate tax incentives 
should therefore make the UK a more attractive location for large businesses to invest.

The Chancellor stressed that the Government’s policy objective of making the UK a more competitive location for 
business is encouraging groups to come to the UK, rather than leave. We hope that the further fall in the corporation 
tax rate and the introduction of an ‘above the line’ relief for R&D encourages more groups to follow this trend.

SDLT: A tonne of bricks falls on high end residential

Toby Price, Tax Director, gives his views:

As expected following the Chancellor’s comments over the weekend, the Stamp Duty Land Tax (SDLT) focus was very 
much on expensive residential properties and most of the SDLT measures are concerned with residential properties 
over £2 million. From 22 March 2012, individuals will pay SDLT at the rate of 7% on buying such property.

And, effective from the day of the Budget, companies making such a purchase will pay at 15%. This much higher 
rate for companies (and certain other non‑natural persons) is rooted in the perception that companies are used as a 
vehicle to avoid SDLT by allowing subsequent changes of ownership to be effected through share sales. The action 
against this ‘enveloping’ is punitive, as the Chancellor had warned it would be. It also does not apparently distinguish 
between special purpose companies and those companies (or funds) which hold multiple assets, or indeed are widely 
held.

And this is only round one. On the same basis, the Government also announced consultation on an annual levy 
where such properties are held by companies. The levy would be based on the value of the property, starting at 
£15,000 but increasing on a scale to £140,000 where the value is greater than £20m. More detail is no doubt 
to come, including whether the 15% entry charge and annual levy, which will commence in April 2013, will be 
cumulative.

Another SDLT measure is to amend sub‑sale relief to make it clear that it does not apply to the grant of options. 
This measure, which applies to residential and commercial property, is immediate and is to block a specific scheme 
which, for the record, most thought did not work anyway.

In addition, the Chancellor announced that SDLT will be included within the scope of the General Anti Avoidance 
Rule (GAAR), intended to be introduced next year, and that there will be consultation on simplifying certain aspects 
of the SDLT lease duty rules. 

Although more detail is needed on the annual levy, these measures are perhaps more straightforward than the land 
rich property rules which many other jurisdictions have and which had been proposed by the Government in the UK 
twice before (in 2002 and 2007). The measures are tough on high‑end residential property and, in a parting shot, the 
Chancellor’s speech included a warning that he would not hesitate to take further action in this area swiftly, without 
notice and retrospectively.
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Business Measures

General Anti‑Abuse Rule (GAAR) 

The measure
As widely anticipated, the Government announced that it intends to accept the recommendation of the Aaronson 
report for the introduction of a narrowly‑focussed General Anti‑Abuse Rule (GAAR).

Who will be affected?
A consultation document will be released later this year, with the intention of introducing the new rule next year. 
It will apply to income tax, capital gains tax, corporation tax, petroleum revenue tax, NIC and SDLT.

When?
The GAAR will apply from April 2013.

Our view 
Our view is that a narrowly‑focussed GAAR, which targets transactions with the sole purpose of avoiding tax should cut down 
artificial, aggressive schemes, without adversely affecting business. A wider GAAR would simply add uncertainty and would not be 
helpful, either for HMRC or for business.

Corporation tax rates and deferred tax impacts 

The measure
Legislation will be introduced in the Finance Bill 2012 to reduce the main rate of corporation tax from 26% to 24% 
from 1 April 2012 and to 23% from 1 April 2013. Finance Bill 2012 also sets the small profit rate at 20% for the 
financial year commencing 1 April 2012.

Legislation will be introduced in Finance Bill 2013 to reduce the main rate of corporation tax to 22% for the financial 
year commencing 1 April 2014.

This is an acceleration of the reductions proposed in Budget 2011 which announced that the main rate of 
corporation tax would be reduced by 1% to 25% from 1 April 2012.

Who will be affected?
Companies reporting deferred taxes for UK taxable entities in their financial statements under most accounting 
systems including United Kingdom Generally Accepted Accounting Practice (UK GAAP), United States Generally 
Accepted Accounting Principles (US GAAP) and International Financial Reporting Standards (IFRS).

When?
Under both UK GAAP and IFRS, the changes relating to the 24% and 23% rates will arise for balance sheet dates 
falling on or after substantive enactment of the charge.

The Government has utilised the Provisional Collection of Taxes Act 1968 to bring in the 24% rate, therefore 
substantive enactment of the 24% rate for UK GAAP and IFRS purposes will occur when the resolution having 
statutory effect has been passed (which is likely to be in the week commencing 26 March). Substantive enactment for 
the 23% rate will occur when the Finance Bill 2012 has passed through the final reading in the House of Commons 
which usually occurs at some point in June or July 2012. Substantive enactment of the 22% rate will likely occur 
when the Finance Bill 2013 has passed through the final reading in the House of Commons in the summer of 2013.

For US GAAP filers, the changes will apply to balance sheets falling on or after the full enactment of the Finance Bill 
2012. For US GAAP purposes enactment of the 24% and 23% rate will occur when the Finance Bill 2012 receives 
Royal Assent which is likely to be in July 2012 and for the 22% rate in July 2013.
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Our view 
The rate changes will reduce the value of deferred tax assets and liabilities held on the balance sheet and impact the effective 
tax rate for the period in which the first balance sheet falls following the substantive enactment (or enactment for US GAAP 
purposes). As multiple rates are substantively enacted scheduling of deferred tax reversal may be required.

R&D tax relief

The measure
From April 2013 the Government will introduce an above the line (ATL) R&D credit. This will have a minimum before 
tax benefit rate of 9.1% and enable loss making companies to claim cash credits. A consultation will be announced 
shortly after the Budget dealing with the design of the credit and the rates of relief.

This change will move the R&D benefit from the tax line in a company’s accounts to operating profit. A company 
will therefore be able to directly offset the relief against the cost of carrying out qualifying R&D in the same way as it 
would with a grant. This will make the relief more visible to the people carrying out the R&D and is expected to drive 
positive decision making behaviour by industry. 

Who will be affected?

This will affect all large companies who carry out qualifying R&D, but will have a particular incremental cash benefits 
for large companies who have tax losses. 

When?
The measure will be introduced from April 2013. 

Our view 
There was widespread support in previous R&D consultations to move the current R&D tax relief to an ATL credit and we believe 
that this will benefit many companies.

The existing R&D tax credit will provide a rate of relief from April 2012 of 7.2% and in the absence of an ATL credit this would 
have fallen to 6.9% in April 2013. The minimum pre‑tax benefit rate of 9.1% equates to a post tax benefit of 6.93% and the 
Budget therefore confirms that there will be no dilution of benefits as a result of the implementation of an ATL scheme. 

No indication was given about whether this would apply to SMEs but our expectation, consistent with the Autumn Statement, is 
that this is a change which is targeted primarily at large companies and that the rate of R&D relief for SMEs will not be affected. 

Controlled foreign companies reform 

The measure 
It has previously been announced that the Government will introduce a new controlled foreign company (CFC) regime 
in Finance Bill 2012. Draft legislation has already been circulated for consultation, most recently in February 2012. 

The new CFC rules are intended to be more closely targeted at profits that are artificially diverted from the UK 
and a ‘gateway’ test has been developed which seeks to identify such profits. The February 2012 version of the 
draft legislation included refinements to the gateway test and in particular set out a number of scenarios where 
a CFC’s business profits, other than financial and insurance profits, will be outside the scope of the CFC charge. 
These include:

•	CFCs that have no assets or risks that are managed to a significant extent in the UK;

•	CFCs that have capability to operate commercially without any such UK‑managed assets and risks; and

•	CFCs not involved in certain arrangements designed to avoid tax.

Another key part of the proposals is the introduction of a finance company partial exemption which will provide for a 
CFC charge on only one‑quarter of the profits from financing of overseas group companies, and a full exemption for 
such profits in certain limited circumstances. 
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Today the Government re‑affirmed that the measure will be included in Finance Bill 2012 but did not give any 
additional technical detail. It is expected that the Finance Bill will be published on 29 March and that this will reflect 
any further refinements made in response to comments on the draft legislation.

Who will be affected?
The CFC rules apply to overseas subsidiaries of UK companies, so are especially important to UK‑headed multinational 
groups, but are also relevant to foreign‑parented groups that use the UK as a holding company location.

When?
The Government has confirmed its previous intention that the new rules will apply for accounting periods of CFCs 
beginning on or after 1 January 2013.

Our view 
We welcome the proposed CFC reform and are pleased that delivery of reform is still on track following a consultation and 
discussion process over a number of years. 

When it comes to applying the new rules to real world scenarios the detailed drafting of the provisions, and especially the gateway 
test which uses concepts which are unfamiliar to many taxpayers, will be crucial. We hope that the Finance Bill clauses will be as 
clear as possible and reflect comments made in relation to the draft versions, and that the guidance that HMRC intends to produce 
will offer examples to taxpayers as to how it expects the rules to apply in practice.

The finance company partial exemption should result in an effective UK tax rate of 5.5% on overseas financing profits once the 
corporation tax rate is reduced to 22%, and will be particularly welcomed by many international businesses and will enhance the 
UK’s position as a holding company location. 

It is interesting to note that the estimated costing of the CFC reform proposals to the Exchequer has been reduced since the 2011 
Budget, especially as the provisions have in a number of respects become more generous. The package is still forecast to cost £910 
million by 2018/19 with the largest elements being the more beneficial application to finance companies and insurance activities. 

The hope is that the new regime will enhance the economy by preventing any further UK groups from moving their headquarters’ 
tax residence overseas and encouraging foreign headquartered groups to move operations to or back to the UK.

Aggregates levy – rate frozen

The measure 
The planned increase in the Aggregates Levy (AGL) rate from £2 to £2.10 per tonne will be delayed until 1 April 2013 
(extending the rate freeze announced in Budget 2011).

Who will be affected?
Aggregate producers and other businesses that commercially exploit aggregate, along with the customers of those 
producers (including construction companies) who pass on the cost of AGL in their charges to customers.

When?
The rate of AGL will increase on 1 April 2013.

Our view 
Delaying this tax increase is welcomed as it should provide assistance to the UK construction sector.

Amendment to sub‑sale relief 

The measure 
An amendment to sub‑sale relief to make it clear that it does not apply to the grant or assignment of options.

Who will be affected?
This measure is intended to block a specific SDLT avoidance scheme.
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When?
The measure has effect in relation to the grant or assignment of options made on or after 21 March 2012.

Our view 
This is quite a targetted anti‑avoidance measure in that it is likely to do little collateral damage to situations outside the scheme.

Bank levy

The measure 
The Government has announced that the bank levy rate will be increased from 1 January 2013.

The rates will now be 0.105% for short‑term chargeable liabilities and 0.0525% for long‑term chargeable equity and 
liabilities.

The bank levy is a permanent tax in respect of certain equity and liabilities on banks’ balance sheets and was 
introduced in Finance Act 2011. In calculating the bank levy, a number of deductions are allowed including Tier 1 
capital, protected deposits and certain insurance liabilities. Netting of assets against liabilities is also permitted where 
specific conditions are met. The bank levy is also not charged on the first £20 billion of equity and liabilities.

A lower rate (or half rate) applies to long‑term liabilities and uninsured customer deposits (except deposits from 
financial institutions). The bank levy is not deductible for corporation tax purposes.

Who will be affected?
UK banks, banking groups, building societies and foreign banking groups operating in the UK.

When?
The new rates of 0.105% and 0.0525% will apply from 1 January 2013.

Although the bank levy is charged on balance sheet dates, the levy rate is calculated on a daily basis throughout 
the period. Hence a bank with a 31 March 2013 year end would have an effective rate of approximately 0.092% 
(0.088% to 31 December 2012 and 0.105% from 1 January 2013).

Our view 
The Government cited two reasons for the increase in the levy rate; to raise the target yield of at least £2.5 billion per annum, and 
to offset the benefit to the banking sector of the additional reductions in the corporation tax rate (also announced in the Budget).

The OBR has forecast a £1.8 billion yield for the bank levy for 2011/12, rising to £2.2 billon for 2012/13 and £2.7 billion for 
2013/14. The anticipated incremental yield of the increase in levy rate is approximately £0.4 billion per annum from 2013/2014.

As a number of groups have publicly disclosed the amount of bank levy they expect to pay for 2011, we had predicted that the 
total bank levy yield for the current year would fall short of the Government’s target. So a rise in the levy rate was not surprising. 

This is the fourth change in the levy rate since the proposed bank levy was first announced in June 2010.

As banks continue to reduce the size of their balance sheets and funding profile, in the light of regulatory and commercial pressures, 
the bank levy yield is likely to fall. Given the Government’s target yield, further increases in the levy rate cannot be ruled out.

Non‑UK groups have greater flexibility in managing their exposure to the bank levy by choosing whether to locate activities in the 
UK or elsewhere (unlike UK groups who are charged on their global balance sheets). The bank levy is therefore one of the factors 
groups need to take into account in their business investment decisions, and makes the UK less attractive for location of activities 
by non‑UK groups.

As banks cope with the impact of new regulation and capital requirements, they will continue to be concerned with the total tax 
burden and the imposition of new taxes. A number of EU countries have also introduced bank levies, but the bases, methodologies 
and rates differ significantly. The EU continues to discuss the potential for a Financial Transactions Tax (which France is pioneering) 
and a Financial Activities Tax has also not been ruled out.
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Betting and gaming duties

The measure 
Amusement machine licence duty (AMLD) rates and gaming duty bands will be revalorised in line with inflation.

As previously announced, double taxation relief will be introduced for general betting duty, remote gaming duty and 
pool betting duty.

Subject to an informal consultation, the Government will extend the use of modified accounting procedures to 
combined bingo involving non‑UK participants.

Who will be affected?
Businesses in the betting and gaming sector.

When?
All AMLD rates will increase in line with RPI from 4pm on 23 March 2012.

Gaming duty bands will increase in line with RPI for accounting periods starting on or after 1 April 2012.

The double taxation relief will apply for periods ending on or after 1 April 2012.

Any changes to combined bingo will be legislated for in Finance Act 2013.

Our view 
The rate changes were expected.

Cap on unlimited reliefs 

The measure 
The Government proposes to legislate a cap on income tax reliefs claimed by individuals from 6 April 2013. This will 
not affect tax reliefs which are already capped, such as Enterprise Investment Scheme and pension reliefs, but may 
affect reliefs such as ‘sideways’ trading loss relief, interest relief on qualifying loans and gift aid relief. The cap will 
be set at the greater of 25% of income, or £50,000 in any one tax year. The Government is going to consult with 
charities and philanthropists to ensure that charities are not adversely affected. 

Who will be affected?

•	Individuals with high incomes who are looking to reduce their effective tax rates through claims for tax relief in 
excess of £50,000.

•	Charities which depend on large donations from philanthropists.

•	Subject to clarification, the rules could also impact entrepreneurs whose businesses generate losses which they 
would like to offset against other income (known as 'sideways' loss relief).

The increase in levy rate will largely fall on the UK headquartered banks, whose bank levy is calculated by reference to their global 
balance sheets. The £20 billion threshold ensures that only around 30 groups pay the bank levy. In contrast, the benefit of the 
corporation tax rate reduction will benefit all profitable businesses. So whilst these two announced measures may be broadly 
neutral across the banking sector, there will inevitably be winners and losers.

A number of banking groups have unused UK tax losses carried forward available to offset future UK profits. As the reduction in 
UK corporation tax rate reduces the value of those tax losses, any deferred tax assets must be revalued downwards by reference to 
the new lower corporation tax rate. Those groups could therefore be adversely impacted by both the increased levy rate and the 
reduction in the corporation tax rate.
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When?
There is to be a consultation period later this year once draft legislation is published. The Government intends to 
legislate in Finance Bill 2013, meaning the changes will be effective from 6 April 2013.

Our view 
The objective to ensure that in any year taxpayers with very high incomes make significant tax contributions is difficult to argue 
against and is in accord with practice in certain other countries e.g. the US. We would hope that the government would introduce 
rules to allow the carry forward of unused relief so that individuals giving to charity or investing in business are not discouraged.

We await clarification as to exactly which reliefs the legislation will apply to as it is currently unclear to what extent ‘sideways’ 
losses are impacted by this measure. The stated intent is that capped reliefs would not be impacted. As certain ‘sideways’ losses, 
e.g. for inactive partners, are already capped this could in some circumstances give rise to active partners being able to claim less 
tax relief then those who are inactive in the business which we do not believe can be the intent. Should ‘sideways’ loss relief be 
caught we would hope that HMRC would introduce rules which acknowledge that restrictions on genuine business losses at a time 
of serious economic change may deter the establishment of new businesses by making it more difficult for those involved to make 
use of tax losses which are generated.

We welcome the consultation period, which as well as helping to ensure that charities are not adversely affected, should clarify 
the extent to which genuine business losses are impacted.

Capital allowances – abolition of reliefs 

The measure 
Following the review of reliefs undertaken by the Office of Tax Simplification, the Government will proceed with 
the previously announced abolition of flat conversion allowances in Part 4A of CAA 2001 and the safety at sports 
grounds provisions contained within sections 30‑32 of CAA 2001.

Flat conversion allowances are 100% capital allowances currently available for expenditure incurred in converting 
empty or underused space over shops and commercial premises for residential use.

The safety at sports grounds provisions currently provide tax relief at the normal plant and machinery allowances 
rates for expenditure incurred on safety precautions in respect of a designated sports ground or regulated sports 
stand, which includes expenditure on the building structure which would otherwise not qualify for tax relief.

Who will be affected?
The abolition of flat conversion allowances will affect commercial landlords converting upper floors above shops into 
residential flats.

The abolition of safety at sports grounds relief will affect major operators of sports stadia/stands, including football, 
rugby and cricket clubs, incurring expenditure on safety precautions to their stadia or grounds.

When?
For expenditure from 1 April 2013 for corporation tax and 6 April 2013 for income tax payers.

Our view 
The take up of flat conversion allowances is estimated at less than £3 million per year and therefore the impact of its removal is 
not likely to be significant.

The abolition of the safety at sports grounds relief is not surprising as it stems from a difference in interpretation between HMRC 
and taxpayers as to its application to the modification of existing sports facilities vs. the development of new stadia. Its removal 
may have an impact on future developments and arguably sends a negative message about this Government’s investment in 
UK sport.
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Capital allowances – business premises renovation allowance 

The measure 
The business premises renovation allowance (BPRA) is a 100% first year allowance available for expenditure on 
converting or renovating unused business premises in a disadvantaged area, incurred in the five year period from 11 
April 2007. As announced at Budget 2011, the BPRA scheme will be extended a further 5 years to April 2017.

Who will be affected?
Businesses investing in the renovation of commercial properties in disadvantaged areas that have been vacant for a 
period of 12 months or more prior to renovation.

When?
This measure will be implemented in Finance Bill 2012.

Our view 
According to HMRC estimates, the take‑up of the BPRA has been very limited, with a total value of the relief at approximately 
£20 million per year. In this context, it is surprising to see this relief being the only one of 44 reliefs previously recommended for 
abolition by the Office of Tax Simplification that has been retained.

Capital allowances – changes to allowances and thresholds for low 
emission cars 

The measure 
Budget 2012 announced changes to the capital allowance regime for business cars to strengthen the environmental 
incentive for businesses to purchase fuel efficient cars.

A 100% first‑year allowance is currently available for low emission cars with CO2 emissions of 110g/km or less. 
Cars with emissions between 111g/km and 160g/km are eligible for capital allowances at the main rate (20%), and 
higher emission cars attract writing‑down allowances at the special rate (10%).

The first‑year allowance for low emission cars has been extended for two years beyond the current expiry date, to 
31 March 2015. However, the 110g/km threshold will be reduced to 95g/km from 1 April 2013 to match EU emission 
targets.

In addition, the 160g/km threshold for a main rate car will be reduced to 130g/km from the same date, and the 
associated lease rental restriction will also be revalorised in line with this change.

Who will be affected?
Any business that is making a car purchase.

When?
This measure is intended to be implemented in Finance Bill 2013, with effect from 1 April 2013 (for businesses in the 
charge to corporation tax) or 6 April 2013 (for businesses in the charge to income tax).

Our view 
This measure is consistent with the Government’s environmental agenda and the UK’s carbon reduction targets, and is therefore 
not surprising. However, when viewed in conjunction with the reduction in the capital allowances rates to 18% and 8%, this 
change will represent a significant reduction in tax relief for business cars.

Capital allowances – enhanced capital allowances for energy saving 
technologies 

The measure 
A number of changes were made to the enhanced capital allowances (ECA) regime in relation to energy saving or 
environmentally beneficial (water efficient) plant & machinery. 
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The list of assets qualifying for the accelerated 100% first‑year allowance will once again be updated to include a 
further technology: heat pump driven air curtains.

The criteria for eleven technologies will be revised and three technologies (combustion trim controls, energy saving 
controls for desiccant air dryers and sequence controls) will be removed from the scheme.

In addition, the tax credit available to loss‑making companies investing in ECA qualifying assets will be extended for a 
further five years from April 2013. 

Who will be affected?
Businesses investing in energy efficient plant and machinery.

When?
The amendments to the list of qualifying technologies will be effective from a date to be appointed by Treasury Order 
before the summer 2012 Parliamentary recess. The extension of the ECA tax credit is intended to be implemented in 
Finance Bill 2013.

Our view 
The extension of the ECA tax credit is good news for loss‑making companies which have been incentivised by this measure to 
continue to invest in energy efficient technologies, and is consistent with the Government’s green agenda.

Capital allowances – feed‑in tariffs and renewable heat incentives 

The measure
As previously announced, enhanced capital allowances are to be denied in cases where expenditure is incurred on 
plant and machinery that generates revenues from feed‑in tariffs (FIT) or renewable heat incentives (RHI).

Expenditure incurred on the provision of solar panels will be designated as special rate expenditure for capital 
allowances purposes.

Who will be affected?
Businesses investing in assets used to generate income from FIT or RHI as well as solar panels.

When?
For expenditure incurred on plant or machinery from 1 April 2012 for corporation tax payers and 6 April 2012 for 
income tax payers except for the provision of combined heat and power systems for which the change affects 
expenditure incurred from 1 April 2014 for corporation tax payers and 6 April 2014 for income tax payers.

Our view 
Given the rate of take‑up of the opportunity to install technologies to secure FIT and RHI, it is not surprising that the Government 
has taken action to remove the double incentive of granting enhanced capital allowances on the same assets. The same is also 
true of solar panels where regardless of whether they contribute to FIT or RHI income, the assets will be subject to the lower rate 
of plant and machinery writing down allowance and therefore also will not be eligible for an enhanced capital allowance.

Capital allowances – first‑year allowances for gas refuelling equipment

The measure 
The Government announced in the Budget that it will extend the 100% first‑year allowance (FYA) for plant and 
machinery used in gas, biogas and hydrogen refuelling stations for a further two years beyond the current expiry 
date, to 31 March 2015.

The normal exclusions from the FYA regime apply here to deny the accelerated relief, inter alia, for plant and 
machinery used in the business with an estimated useful economic life of at least 25 years.

Who will be affected?
Businesses investing in new and unused plant and machinery for a gas refuelling station.
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When?
This measure is intended to be implemented in Finance Bill 2013.

Our view 
This measure will be welcomed by businesses whose operations include gas refuelling.

Capital allowances – fixtures

The measure 
From April 2012, plant and machinery allowances in respect of fixtures that have been subject to a claim by a prior 
owner will only be available to the purchaser where an election is made between the parties under CAA 2001 s198 
to attribute proceeds to such fixtures or, in some circumstances, an alternative mechanism to fix the value put in 
place.

In addition, the rule to prevent plant and machinery allowances being claimed by a new owner in respect of assets 
previously subject to a claim for business premises renovation allowances (BPRA) has been amended to enable such 
switching of allowances to be made.

Who will be affected?
Anyone acquiring second hand fixtures from a seller that has included its own expenditure on such assets in a plant 
or machinery pool and anyone acquiring fixtures previously subject to a claim for BPRA.

When?
For purchases of fixtures from 1 April 2012 for corporation tax payers or 6 April 2012 for income tax payers.

Our view 
The fixtures measure requiring two parties to a transaction to agree a sale price to enable the buyer to claim was subject to a 
broad consultation during the second half of last year. It is being introduced by Government to help prevent tax relief being given 
more than once in respect of expenditure on fixtures. The period between April 2012 and April 2014 is subject to transitional 
provisions with the effect referred to above. After the transitional period, the effect of the new provisions will be that a buyer 
acquiring a fixture from a seller who was entitled to claim allowances but did not pool its expenditure will also be prevented from 
making a claim.

As the law has previously been shown to place the onus on the taxpayer to demonstrate that relief has not previously been given 
and retained by a previous owner, it is surprising that the Government has felt the need to bolster the position by introducing 
further statute which after 2014 could prevent any claim from ever being made in many situations.

Capital allowances – plant and machinery anti‑avoidance 

The measure 
Further to draft legislation published on 6 December 2011, the existing plant and machinery anti‑avoidance 
provisions are tightened with effect from April 2012.

The existing provisions can deny a first‑year allowance (FYA) or annual investment allowance (AIA) and may restrict 
the amount on which a ‘buyer’ can claim capital allowances where there is a ‘relevant transaction’, defined as a sale 
of plant or machinery, a hire purchase or similar contract or the assignment of such a contract relating to plant or 
machinery.

The scope of ‘relevant transactions’ is being widened by defining more clearly the meaning of the word ‘assigns’ in 
the context of assigning the benefit of a hire purchase or similar contract.
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In addition, the current ‘sole or main benefit’ test is now being replaced with a much wider ‘avoidance purpose’ 
test, where one of the main purposes of a party entering into an arrangement is to enable any person to obtain a 
tax advantage that would not otherwise be obtained. This would include a tax advantage arising to a person other 
than the ‘buyer’. It is still the qualifying expenditure of the ‘buyer’ which may be limited, and FYA/AIA denied, but the 
way in which this is now capped is calculated by reference to the amount of the tax advantage, regardless of who 
benefits from it. Furthermore, where the ‘buyer’ is entitled to higher rates of allowances or earlier allowances than 
would otherwise be the case, then the allowance is calculated as if the tax advantage using that higher rate or earlier 
date were not available.

There was previously a carve‑out from anti‑avoidance legislation for assets acquired from a manufacturer or supplier 
in the normal course of business, however this was disapplied for FYA/AIA for expenditure on or after 12 August 
2011 in response to a ‘marketed avoidance scheme’ which HMRC became aware of. As the removal of the carve‑out 
impacted certain commercial transactions, this carve‑out is now reinstated for the purposes of FYA/AIA and continues 
to be available in determining the qualifying expenditure of the ‘buyer’, provided there is no ‘avoidance purpose’ as 
now defined.

Who will be affected?
Those engaging in specific tax avoidance transactions relating to plant and machinery.

When?
For expenditure from 1 April 2012 for corporation tax and 6 April 2012 for income tax payers.

Our view 
The Government continues to regard the capital allowances rules as being subject to abuse by certain businesses which seek 
to obtain allowances where they might otherwise be denied. Whilst the ‘sole or main benefit’ test can undoubtedly present 
difficulties for HMRC to positively establish in particular cases, it can also create uncertainty for some businesses to gain sufficient 
comfort that their transactions are outside the scope of the existing anti‑avoidance. The proposed change brings the test more in 
line with those set out in other areas of the Taxes Acts.

Capital allowances – writing‑down allowance rate changes 

The measure 
As previously announced in Budget 2010, the rate of writing‑down allowances for main pool plant and machinery 
expenditure will decrease from 20% per annum to 18% per annum and the rate of writing‑down allowance for 
special rate pool plant & machinery will decrease from 10% per annum to 8% per annum, both from April 2012.

Similarly, the current limit on the Annual Investment Allowance (AIA) will reduce from £100,000 to £25,000 from the 
same date. 

Who will be affected?
All businesses investing in plant and machinery. 

When?
From 1 April 2012 for corporation tax purposes and 6 April 2012 for income tax purposes. 

Our view 
The impact of this measure will be significant on most businesses, with an NPV reduction of 2.2% for main pool plant and 
machinery and 7.7% for special rate plant & machinery.  However, this announcement was originally made in 2010 and should be 
viewed in tandem with the continued reduction in the main corporation tax rate. 

Changes to QROPS rules

The measure 
The Government will introduce changes to tighten up the tests to be a Qualifying Registered Overseas Pension 
Scheme (QROPS).  It will also make various amendments to the reporting requirements. 
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Who will be affected?
People who are members of a QROPS or who wish to transfer their pensions into a QROPS, and QROPS scheme 
administrators. 

When?
The changes come into effect from 6 April 2012, although there are some transitional rules. 

Our view 
This is designed to strengthen the regime for the reporting of QROPS and powers of exclusion.  In particular, pension schemes 
established in countries that enact legislation, or otherwise create or use a pension scheme to provide tax advantages which are 
not intended to be available under QROPS rules, will be excluded from the QROPS regime. 

Changes to the cost of providing company cars and private fuel 

The measure
A number of changes announced in this year’s Budget will have an impact on the cost of company cars and private 
fuel to both employers and employees.

Company car tax rates
The company car tax rates to 2013‑14 were already known. In line with motoring industry requests, the Government 
has announced rates for a further three tax years until 2016‑17. In 2014‑15, the appropriate percentage of a 
company car’s list price subject to tax will increase by one percentage point over the prior year for cars emitting 
more than 75g/km of carbon dioxide, to a maximum of 35 per cent and by two percentage points, to a maximum 
of 37 per cent in both 2015‑16 and 2016‑17.

The special rates that exist for zero emission and ultra low carbon cars until 2014‑15 will be replaced with 13% in 
2015‑16 and 15% in 2016‑17. The 3% supplement for diesel cars will be removed from April 2016.

The Government also announced that certain security enhancements will be excluded from being treated as 
accessories for the purpose of calculating the cash equivalent of the benefit on company cars made available for 
private use. These changes take effect retrospectively from 6 April 2011.

Private fuel benefit
The multiplier used to calculate the cash equivalent of the benefit of free fuel provided to employees will increase 
from £18,800 to £20,200 from April 2012. The Government has also announced that there will be a further increase 
to this multiplier for 2013‑14 by 2% above the rate of inflation.

Capital allowances and lease rental restriction
The period through which 100% first year capital allowances are available on expenditure on cars will be extended 
until April 2015. However, from April 2013 the emissions threshold will decrease from 110g/km to 95g/km.

From April 2013, the threshold for expenditure on cars to fall into the main pool (annual rate at 18%), rather than 
the special rate pool (annual rate at 8%) decreases from 160g/km to 130g/km. In alignment with this, tax relief 
available to employers is restricted (at 15%) on the lease rentals for cars with emissions over 130g/km.

Vehicle Excise Duty (VED)
It has been announced that VED rates will increase in line with the Retail Prices Index (RPI) from April 2012. 
The Government will seek the views of motoring groups and consider whether to reform the calculation of VED over 
the medium term.

Who will be affected?
Those affected are:

•	Employers who buy or lease cars that are made available to their employees for business and private use;

•	Employers who provide fuel for private use to company car drivers as a benefit;

•	Employees in receipt of a company car and private fuel.
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When?
The measures have a staggered affect, with private fuel having an immediate impact from April 2012 and capital 
allowance and lease rental restriction consequences from April 2013.

Our view 
There are a number of changes to the taxation of company cars, all aimed at increasing the tax charge suffered on cars with 
higher emissions. Changes to the capital allowance and tax relief rules will lead to an increase in the tax take in excess of £600 
million on company cars over 4 years. This means that businesses should review their current fleet arrangements and particularly 
the carbon footprint in order to manage costs.

Climate change levy 

The measure 
Energy intensive businesses able to improve their energy efficiency, and which have formally agreed targets with 
the Government in the form of climate change agreements (CCAs), are eligible to incur climate change levy (CCL) 
at a much reduced rate in the facilities specified in the agreement. The Budget announcement confirms previously 
announced changes to CCAs.

CCAs will be extended to 2023, as announced at Budget 2011.

As announced at Autumn Statement 2011, the CCL discount on electricity for CCA participants available from 1 April 
2013 will be increased to 90% (a 10% increase on the original proposed discount). 

Who will be affected?
Energy intensive businesses able to improve their energy efficiency, and which have formally agreed targets with 
the Government in the form of climate change agreements (CCAs), are eligible to incur climate change levy (CCL) 
at a much reduced rate in the facilities specified in the agreement. The Budget announcement confirms previously 
announced changes to CCAs.  CCAs will be extended to 2023, as announced at Budget 2011. As announced at 
Autumn Statement 2011, the CCL discount on electricity for CCA participants available from 1 April 2013 will be 
increased to 90% (a 10% increase on the original proposed discount). 

When?
From 1 April 2013 the CCL discount for businesses with a CCA will be increased to 90%. 

Our view 
The increased discount on the CCL payable by energy intensive businesses with a CCA should be welcomed if it results in cheaper 
energy costs.  Confirmation of the extension of CCAs to 2023 also provides businesses with some degree of certainty (albeit the 
exact rate of the discount could change in future). With the introduction of the Carbon Reduction Commitment (CRC)  Energy 
Efficiency Scheme, which is for the most part mutually exclusive to CCAs, long term participation in a CCA for those businesses 
which would otherwise fall into CRC now seems even more cost effective. 

Climate change levy – carbon price floor 

The measure 
The existing Climate Change Levy (CCL) exemption for supplies of fuel to electricity generators will be replaced with a 
carbon price support rate of CCL. The carbon price support rates will apply to fossil fuels only (and not to recognised 
renewable fuel sources) used to generate electricity and the rate will vary according to the carbon content of the 
fossil fuel. 

The 2014/15 carbon price support rates will be set at a rate equivalent to £9.55 per tonne of carbon dioxide in line 
with the carbon price floor set out at Budget 2011. 
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Some additional legislative provisions will also be introduced with effect from 1 April 2013: 

•	The previously announced carbon price support rate of CCL on solid fuels for 2013/14 will be amended. Rather 
than taxing all solid fuels used in electricity generation, only coal with a gross calorific value of more than 
15 gigajoules (GJ) per tonne will be subject to the carbon price support rate. CCL for coal in 2013/14 will be 
£0.44264 per GJ and in 2014/15 £0.85489 per GJ.

•	Fossil fuels used to generate heat in good quality combined heat and power plants will not be liable to the carbon 
price support rates, subject to state aid approval.

•	Generators, and any connected persons, with a combined generation capacity of two megawatts or lower will not 
be liable to the carbon price support rates of CCL.

•	All generators will be required to self‑account for carbon price support rates of CCL. If they are not already 
registered for CCL with HMRC they will be required to do so. 

Indicative carbon price support rates for 2015/16 and 2016/17 have been announced and these will be equivalent to 
£12.06 per tonne of carbon and £14.86 per tonne of carbon respectively.

Who will be affected?
Generators will be required to register (if not already registered) and self account for the carbon price support rates. 
All users of electricity generated from fossil fuel are likely to see increased fuel costs as a result of these changes.

Those generators using fossil fuel without taking ownership (typically those operating under a tolling arrangement) 
will have to wait for further HMRC deliberation before being able to update their systems for these changes.

When?
The carbon price support rates and additional legislative provisions will be effective from 1 April 2013. 

Our view 
The carbon price floor is designed to encourage investment in low carbon technologies and is part of a wider package of proposed 
reforms to the electricity market. Whilst indicative rates up to 2016/17 have been announced, many energy generation projects 
have an expected life significantly beyond 2020 and so more long term certainty would be helpful. The requirement for generators 
to self account for carbon price support rates of CCL should reduce the administrative complexity of the scheme, although we 
await more details on how the scheme will operate for generation using tolling arrangements.

Climate change levy – combined heat and power levy exemption 
certificates 

The measure 
Supplies by a utility of electricity generated in a third party’s CHP station (‘indirect supplies’) are currently exempt. 
This exemption will be removed from 1 April 2013 (as announced at Budget 2011). This will be brought into effect 
when OFGEM stops issuing CHP levy exemption certificates (LECs) for electricity generated in CHP stations after 
1 April 2013. 

Electricity utilities will be able to continue to allocate any CHP LECs they acquired before that date until 31 March 
2018 (and therefore to make exempt supplies) to allow time to use up their CHP LEC stocks. In order to ensure the 
fair treatment of CHP, fossil fuels used to generate heat in a good quality CHP plants will not be liable to the carbon 
price support rates, subject to state aid approval. Supplies from the CHP plants to the utility will remain free from 
CCL, but supplies by the utility will be subject to the normal CCL rules (unless it still has LEC stocks to use).

Who will be affected?
CHP generators will no longer receive CHP LECs in connection with electricity they supply to utilities even where the 
CHP is certified as ‘good quality’. This could affect the value of these supplies. For CCL purposes, electricity utilities 
will need to treat their supplies of CHP‑generated electricity in the same way as supplies of fossil fuel generated 
electricity.

Businesses that consume CHP‑generated electricity purchased from an electricity utility may see an increase in their 
energy bills as a result of the removal of this exemption (albeit this may be a gradual change as electricity utilities use 
up LEC stocks).
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When?
The removal of the exemption from CCL on indirect supplies of electricity made by CHP generators will come into 
effect from 1 April 2013. Electricity utilities will still be able to allocate LECs until 31 March 2018.

Our view 
The window to 31 March 2018 provides a transitional period for electricity utilities to use up LEC stocks which they may still have 
on hand when the exemption on indirect supplies of electricity by CHP generators is removed on 1 April 2013, which is to be 
welcomed. This measure effectively reduces the ‘green’ status previously enjoyed by CHP for CCL purposes.

Climate change levy – metal recycling

The measure 
When the climate change levy (CCL) was first introduced, one of the exemptions was for the primary production of 
certain metals, including aluminium and steel. This exemption was extended to energy used in the recycling of the 
same metals in order to avoid distortions to competition. The approval for this exemption expired on 31 March 2011 
and has since been suspended. The European Commission has approved as allowable state aid a six year relief from 
CCL for energy products used in the recycling of steel and aluminium, provided that recyclers pay 20% of the full 
CCL rates. 

Who will be affected?
Suppliers of taxable commodities liable to account for the climate change levy (CCL) and recyclers of steel and 
aluminium.

When?
From 1 April 2012, energy used in certain metal recycling processes will be liable to a reduced rate of CCL, at 20% of 
the full CCL rates.

Our view 
The reduced rate of CCL for energy products used in the recycling of steel and aluminium should be welcomed as it will reduce 
energy costs for this industry (albeit the relief is not as great as the full exemption previously enjoyed). 

Consultation announced on proposed changes to manufactured 
payments rules 

The measure 
It has been confirmed that a consultation document will be published after the Budget on the wider reform of the 
manufactured payments rules. The plan for a consultation was first announced on 15 September 2011 and it has 
the stated ‘aim of simplifying the rules and reducing opportunities for avoidance’ as part of the Government’s rolling 
review of high risk areas of the tax code.

Who will be affected?
Banks and broker dealers operating a securities lending or equity repo business in the UK. Change resulting from the 
consultation could also affect other financial institutions, eg asset managers, custodians, insurers and pension funds, 
who regularly lend or borrow non‑UK shares.

When?
The consultation document, ‘Proposed changes to the tax rules on manufactured payments’, will be published shortly 
after the Budget. A consultation period will then take place over the summer. If a legislative solution is adopted 
following the consultation, draft legislation is expected to be published in Autumn 2012, potentially to be introduced 
in Finance Bill 2013. Any changes will not have effect prior to Finance Act 2013 coming into force.
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Our view 
The announcement of the consultation in September 2011 coincided with a written Ministerial statement in relation to disclosed 
schemes involving manufactured overseas dividends (MODs). Whilst the manufactured payment rules in many cases impose an 
obligation to withhold UK tax, it is clear that the Government considers that the rules offer scope for abuse.

It is widely expected that one option as part of the consultation, will be the abolition of the UK’s MOD rules. The UK finance 
industry as a whole may well embrace abolition of the rules from an administrative perspective and approve the simplification of 
the rules in this area as it could reduce the tax compliance burden.

There are likely to be both winners and losers from any changes brought about following the consultation as, dependent on 
their trading profile, institutions are likely to be impacted in different ways. For example, the ability to credit any underlying tax 
against an institution’s UK tax liability could be lost as part of the restriction or abolition of the MOD regime. Taxpayers lending or 
borrowing shares should consider the impact of the proposals to their business as part of the consultation process.

Contributions paid to pensions of spouses or family members 

The measure 
The Government will legislate to ensure that arrangements where an employer pays a pension contribution into 
a registered pension scheme for an employee’s spouse or family member, as part of their employee’s flexible 
remuneration package, cannot be used to obtain tax and NIC advantages for the employee or the employer. 

The Government has also confirmed that the annual allowance will remain at £50,000 for the 2012/13 tax year.

Who will be affected?
This will affect employees, and their employers, who seek to maximise the pension tax relief allowances available to 
family members of employees.

When?
Family pensions will cease to be tax and National Insurance Contributions (NIC) effective from 6 April 2013.

Our view 
Family pensions remain an attractive opportunity for 2012/13, particularly where the maximum allowance carry forward is still 
available, which can mean that the contributions qualifying for tax and NIC relief in 2012/13 can be up to £250,000. 

Those affected may wish to explore alternatives including unfunded pension arrangements and other wealth creation plans. 
However, they will need to bear in mind that the Government has stated that it intends to monitor the growing use of unfunded 
pension arrangements and remains ready to act to prevent new and extensive use of these arrangements.

Corporation Tax – changes to grouping rules

The measure 
Changes are to be made to the rules for grouping of companies where companies have issued loan notes carrying 
a right of conversion into unconnected companies. Under present tax legislation, holders of such loans are viewed 
as equity holders in the issuing company. This risks the issuer’s entitlement to group relief, which relies on a parent 
company holding at least 75 per cent of share capital in the subsidiary. The proposed changes will ensure that the 
group status of a company will be unaffected where it issues loan notes carrying a right to conversion into shares or 
securities of quoted unconnected companies. 

Who will be affected?
Groups or companies that issue loan notes with a right to conversion into shares or securities of quoted unconnected 
companies.

When?
The legislation will have effect for transactions on or after 21 March 2012.
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Our view 
With interest rates at their current level, it has been attractive for an investor to hold a convertible note which can either be repaid 
in full or converted into the underlying shares if the shares have over‑performed. The present rules which treat such loans as equity 
instruments can give rise to uncertainty and risk breaking grouping relationships. This measure will ensure that convertible loan 
notes issued by a company do not need to be tracked to prevent accidental degrouping, and will allow a group more flexibility in 
deciding where to issue such loan notes from. 

Dishonest agents 

The measure 
Legislation to address the matter of dishonest tax agents, announced in Budget 2011, will be introduced in Finance 
Bill 2012. The primary features of this legislation will be:

•	The imposition of a civil penalty;

•	Access to the agent's working papers, subject to the approval of the tax tribunal; and

•	An extension of the 'name and shame' regime, powers to publish the details of agents who have been penalised.

Where publication of the identity of the agent will involve the details of a third party organisation, the third party 
organisation will have explicit right to make representations (ie to argue as to why their details should not be 
published in association with that of the dishonest agent).

Who will be affected?
In addition to the dishonest agent, the legislation will impact upon any clients whose agent has been found to be 
dishonest, and any organisations that may have employed or engaged the dishonest agent.

When?
The legislation is intended to have effect from 1 April 2013.

Our view 
Similar penalties, such as that imposed by Section 99 TMA 1970 for ‘assisting in preparation of an incorrect return’ have been in 
existence for some time and this legislation may be viewed as part of HMRC’s ongoing review and rationalisation of its powers 
and the associated penalties for non compliance.

EIS and VCTs

The measure 
As previously announced in Budget 2011, the attraction of EIS and VCTs was enhanced through simplifications to the 
rules and increased thresholds. This included removing some restrictions on qualifying shares and types of investor. 
In addition, the EIS annual investment limit for individuals will be increased to £1 million from 6 April 2012.

Following consultation, the £500 minimum subscription for EIS will be removed. The definition of shares which 
qualify for relief will be widened and the rules relating to whether an investor in a company is connected will be 
relaxed.

For VCTs, the £1 million limit on investment by a VCT in a single company will be removed (except for companies in a 
partnership or joint venture).

The thresholds for the size of a qualifying company for both EIS and VCT will be increased and the maximum annual 
amount that can be invested in an individual company under all the venture capital schemes will be increased to 
£5 million. 

Who will be affected?
Individuals investing into these schemes and companies raising money under these schemes.
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When?
The increase in the annual amount that an individual can invest under EIS will apply with effect from 6 April 2012.

The changes to EIS will apply to shares issued on or after 6 April 2012. The change to the investment limit by a VCT 
in a single company will apply to shares issued on or after 1 April 2012.

The increases to the company size limits and the annual investment amount that a company may receive for both 
EIS and VCT will have effect for investee company shares issued on or after 6 April 2012. This is subject to state aid 
approval. 

Our view 
These changes are welcomed as the schemes will be made easier for investors to use.

Enterprise Zone: first‑year allowances for designated areas

The measure 
The Government has announced new Enterprise Zones where the first‑year allowances will be available to trading 
companies (not individuals) on their investment in qualifying plant and machinery. These designated sites include, 
Irvine, Nigg and Dundee in Scotland, together with Deeside in North Wales. Extending this relief to areas within 
Northern Ireland is being considered.

This measure was consulted on following the Autumn Statement 2011, and some changes have been made to 
ensure that the proposals comply with EU State aid rules.

Who will be affected?
Trading companies which invest in qualifying plant and machinery which is used primarily in designated assisted areas 
within Enterprise Zones.

When?
Relief will be available for a five year period with effect from 1 April 2012 (ending 31 March 2017), provided that the 
area qualifies as an ‘assisted area’ at the time of the acquisition.

Our view 
This is an attractive allowance that we feel will encourage businesses to invest in these developing areas.

Employee share schemes review 
The measure 
The Office of Tax Simplification (OTS) has recently undertaken a review of the Government’s tax advantaged share 
schemes. Their findings and recommendations were published earlier in March 2012.

The Government has confirmed in the Budget that it will consider the recommendations of the OTS review and 
consult on how to take these proposals forward. 

Who will be affected?
Employers and employees that have used share remuneration schemes.

When?
It is expected that any amendments to the operation of tax advantaged employee share schemes would be included 
in Finance Bill 2013. 
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Our view 
The OTS has considered a wide variety of changes to the operation of tax advantaged employee share schemes. Some changes 
relate to simplifying or harmonising the existing legislation while others would be more significant from a commercial perspective 
(for example, potentially reducing the required holding period to achieve maximum tax advantages under the HMRC approved 
Share Incentive Plan from five years to three years).

It is disappointing that there has not been more guidance at this time from HMRC as regards what changes they would expect to 
be adopted. We hope that HMRC will consult widely on the changes that they propose to adopt and/or publish draft legislation for 
consultation as early as practicable.

Employer asset‑backed pension contributions 

The measure 
Draft legislation was published on 29 November 2011 designed to prevent asset‑backed pension schemes from 
claiming tax relief in excess of the fair value of scheme assets. The changes followed an earlier consultation by HMRC 
on how best to ensure that the tax relief given to employers properly reflects the value of the contributions received 
by the scheme. The effect of the legislation is to prevent upfront relief to an employer where the total payments to 
be made under an asset‑backed arrangement will vary according to the future funding position of the scheme.

Following disclosure that there were ways in which these asset‑backed arrangements could be structured to gain 
upfront relief even though the payments would vary, the Treasury announced further legislation on 22 February 2012, 
the effect of which is to deny upfront relief unless the total of all asset‑backed payments to the pension scheme are 
of fixed equal annual amounts.

The changes now announced, and backdated to 29 November 2011, include further revenue protection measures to 
recover relief where an employer ceases to be chargeable to tax, for example when it winds up or migrates from the 
UK. There are further anti‑abuse provisions to ensure that no one is placed in a more tax‑advantaged position as an 
unplanned consequence of the rules introduced in February.

In broad terms, upfront pension tax relief will be given to the employer only where the asset‑backed arrangement 
falls within the structured finance arrangements (SFA) rules. There will be no relief for any ongoing payments except 
finance charges recognised in the employer or special purpose vehicle accounts. Any excess relief will be recovered 
if the financial liability recognised in the accounts in relation to an asset‑backed arrangement that comes within the 
scope of the SFA rules is subsequently reduced by an event other than the making of payments by the employer. 
Further, relief will be denied or recovered if an employer sets up an avoidance scheme in order to receive relief that 
exceeds the total amount of payments made to the pension scheme under the arrangement.

Who will be affected?
Sponsoring employers, scheme administrators and trustees of registered pension schemes that are using or 
considering using asset‑backed pension contribution arrangements.

When?
The legislation will take effect from 29 November 2011 in order to reduce forestalling risks to the Exchequer.

Our view 
Due to the uncertain state of the economy and volatile pension deficit levels for defined benefit pension schemes, the use of these 
asset‑backed funding arrangements has been increasing. These arrangements can help businesses reduce pension scheme deficits 
in a way that preserves cash flow by not requiring an immediate, large upfront cash contribution, while also providing security 
to the scheme trustees. These changes will severely restrict the flexibility provided by asset‑backed plans, which the Government 
initially indicated it wanted to preserve, and must be considered an unwelcome development.

Extension of the proposed GAAR to cover stamp duty land tax

The measure 
The General Anti‑Avoidance Rule (GAAR) will also be extended to cover SDLT.
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Who will be affected?
Any taxpayers who engage in property transactions and who do not pay an appropriate amount of SDLT.

When?
The GAAR is set to be introduced in 2013.

Our view 
This is a little surprising given that SDLT already has its own GAAR, but this is untested in the courts and it may be that the 
Government do not have complete confidence in its effectiveness.

HMRC information powers and penalties 

The measure 
The Budget announced a number of minor changes in regard to information powers and penalties that are to be 
introduced in Finance Bill 2013. These are:

•	Inflationary increases of fixed penalties – In addition to repealing a number of minor defunct penalties, the 
Government intends to introduce legislation to enable fixed penalties to be increased in line with inflation.

•	Real Time Information, late payment and late filing penalties – Following a consultation period before the 
summer, HMRC propose to introduce late payment and late filing penalties under the PAYE 'Real Time Information' 
process.

•	Withdrawal of notice to file a self assessment return – In the context of penalties, HMRC propose to consult 
before introducing legislation that will enable HMRC, in appropriate circumstances, to withdraw a notice to file 
a self assessment return. Under the current system, where such a notice is served the self assessment computer 
system will automatically impose a penalty when returns are not filed by the filing date and this can result in a 
considerable number of appeals where taxpayers consider that the completion of a return is unwarranted. It is 
presumed that the intention of the legislation is to afford HMRC with a mechanism to prevent or override such 
issues.

•	FATCA – The Government has agreed to work with the governments of France, Germany, Italy and Spain to 
facilitate exchange of information between financial institutions and the US IRS for the purposes of the US Foreign 
Account Tax Compliance Act (FATCA). Following consultation with financial institutions, the necessary legislation 
will be included in Finance Bill 2013.

•	HMRC criminal investigations – In order to bring these powers in line with those for indirect tax and duties, 
legislation will be introduced to enable HMRC officers conducting criminal investigations into direct tax or tax 
credits to seize suspected criminal cash, and to exercise Proceeds of Crime Act 'search and seizure' warrants.

Who will be affected?
The proposed changes are part of HMRC’s ongoing review of their powers and penalties and will, in some form 
or another, impact upon all individuals, companies, employers and so on as HMRC move increasingly towards a 
‘behavioural’ regime where compliance is encouraged and non‑compliance penalised.

When?
It is envisaged that the proposals will be included in Finance Bill 2013.

Our view 
Compared with the major changes to penalties and information powers introduced in Finance Acts 2007 and 2008, these are 
minor changes which form part of HMRC’s on‑going review and rationalisation of their information powers and the associated 
penalties for non‑compliance. The proposed change that would allow HMRC to withdraw a notice to file a self assessment return 
will present a simple solution to a long‑standing problem and is to be welcomed.
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Landfill tax 

The measure 
The standard rate of landfill tax (LFT) is already due to increase from £56 per tonne to £64 per tonne from 1 April 
2012 and will increase by a further £8 per tonne to £72 per tonne from 1 April 2013. The lower rate of LFT (which 
applies to ‘inert’ waste only) will remain frozen at £2.50 per tonne in 2013/14.

Budget 2012 confirmed that the value of the LFT communities fund for 2012/13 will remain unchanged at 
£78.1 million, and the cap on contributions that LFT registered site operators can make to environmental bodies will 
be reduced from 6.2% to 5.6% of their annual tax liability. Site operators will still be able to claim a LFT credit of up 
to 90% of this contribution. Future decisions on the value of the fund will take into account the level of unspent 
funds held by environmental bodies.

Who will be affected?
The measure will affect those who dispose of non‑inert waste to landfill, including local authorities and, ultimately, 
individuals who pay the associated council tax charges. Similarly, landfill costs of industry will increase in relation to 
material subject to the standard rate of LFT. LFT registered site operators will need to amend their systems again to 
take account of the rate increase. This increase in LFT will also result in a corresponding increase in VAT charged by 
operators (VAT being calculated on the LFT inclusive charge).

When?
This measure will be introduced in the Finance Act 2012 and will take effect on 1 April 2013.

Our view 
The rates were previously announced and therefore do not provide any surprises for taxpayers. Nevertheless, the 2013 increase 
represents a further, very substantial increase in disposal costs. 

Low value consignment relief 

The measure 
As announced at Autumn Statement 2011 the Government will no longer apply a relief from VAT to low value 
imports from the Channel Islands.

Who will be affected?
Online retailers and distributors/fulfilment businesses which are based in the Channel Islands.

When?
For imports made on or after 1 April 2012.

Our view 
From 1 April 2012, consignments sent to consumers in the UK from the Channel Islands will no longer be eligible for the relief, so 
VAT will be due on them regardless of their value. Mail order goods sent to the UK from other non‑EU countries will not be subject 
to VAT as long as the value of the shipment is below £15.

During the recent Judicial Review the High Court decided against Jersey and Guernsey in their case against the UK, the High 
Court decided that the EU law principle of fiscal neutrality does not apply to transactions involving non‑EU countries (so there is 
no reason why imports from Jersey and Guernsey should be dealt with in the same way as those from other non‑EU countries). 
The High Court also decided that the EU law principle of proportionality does not apply outside the EU. However, leave to appeal 
against the judgment has been given so that it is still possible that this measure may be found to be unlawful. 
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Machine games duty 

The measure 
As previously announced, Machine Games Duty (MGD) will replace both VAT and the existing Amusement Machine 
Licence Duty (AMLD) with effect from 1 February 2013. However, the rates had not been announced. The Chancellor 
has confirmed that the standard rate of MGD will be 20% and the lower rate 5%. Both of these rates are higher 
than some businesses had hoped. The lower rate will only apply to machines with maximum stakes of 10 pence and 
maximum cash prizes of £8. 

Who will be affected?
The betting and gaming industry. 

When?
The changes will take effect from 1 February 2013.

Our view 
HM Treasury had previously stated that it expects that, although it intends the overall tax position from this change to be revenue 
neutral, there will be ‘winners and losers’ across affected sectors. They have confirmed today that they expect that the changes 
will reduce the tax burden for Adult Gaming Centres, Family Entertainment Centres, clubs and the majority of pubs. Bingo clubs 
are likely to have a slight increase in costs and Casinos and Bookmakers are likely to lose. Even within a sector, the precise impact 
will differ from business to business. It is therefore important for all businesses to confirm whether they are likely to ‘win or lose’ 
and consider whether they can mitigate the position. 

As well as MGD replacing VAT and AMLD, for most businesses there will be additional VAT costs because VAT exempt income 
means that the VAT incurred on goods and services related to exempt income can no longer be recovered. This increases the cost 
of the purchase or hire of machines for gaming machine businesses as well as increasing capital costs such as refurbishments or 
construction of premises.

New consultation on an annual levy for properties held by companies 
worth over £2 million 

The measure 
Consultation is announced on an annual, valued based levy where residential properties over £2 million are held by 
companies. 

Who will be affected?
All investors in companies, funds or other entities holding such properties. 

When?
It will commence in April 2013. 

Our view 
This measure has the same anti‑avoidance purpose as the 15% charge, but may be seen as necessary to catch properties already 
held through companies before Budget day. 

North Sea Fiscal Regime 

The measure 
The measures announced today are very welcome and go some way to restoring trust which had been shaken by last 
year’s tax increases.

Certainty on tax relief for decommissioning costs
Government has announced that it will introduce legislation in 2013 giving it the power to enter into contracts with 
companies operating in the UK North Sea to provide greater certainty over the level of tax relief that will be available 
for companies’ decommissioning expenditure.
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The exact form and detail of these contracts will be determined through a consultation process in the coming 
months, with legislation to be introduced in Finance Bill 2013.

Government estimates that these measures will result in additional benefit to the Exchequer of over £1.1 billion in the 
period to 2017, due to increased tax receipts arising from additional investment and activity in the UK North Sea.

These measures will remove a major fiscal risk for investors in the UK North Sea and may release significant funds 
for investment if they allow companies to move to post tax decommissioning guarantees. The contractual solution 
is the industry’s preferred mechanism, and follows detailed dialogue between government and industry over the last 
two years.

Field allowances
Budget 2012 broadens the field allowance legislation to incentivise field development by providing an additional 
deduction in computing a company’s Supplementary Charge (“SCT”).

A new class of field allowance targeting deepwater fields to the West of the Shetland will be introduced, the existing 
small field allowance will be increased and the existing field allowance legislation will be amended to include new 
“brown field” developments.

The new class of field allowance will be available for new fields which meet the following criteria:

1. Water depths in excess of 1,000 metres;

2. Minimum reserves of 25 million tonnes; and

3. Maximum reserves of 40 million tonnes (with a taper on a straight line basis such that no allowance will be 
available where reserves exceed 55 million tonnes).

At £3 billion this new field allowance will become the largest single field allowance in operation and is targeted at the 
West of Shetland area where new deepwater fields are expected.

The small field allowance will be doubled in both amount (to £150 million from £75 million) and size (to maximum 
allowance of around 45 million boe and tapering to no allowance at around 50 million boe).

It is also proposed to amend legislation to give HMRC powers to extend allowances to fields that have already 
received development approval but which are to undergo additional development. The expectation is that this will be 
used to encourage incremental” brown field” developments and hence preserve existing infrastructure.

The changes to the small field allowance and the incentive targeted at fields to the West of Shetland will come 
into force following enactment of secondary legislation later in 2012 and apply to fields obtaining development 
authorisation on or after 21 March 2012.

Per Treasury analysis, these measures combine to reduce Government’s tax take by £155 million over the next two 
years with the majority of this (£95 million) being recouped by increased tax take in 2014‑2017. 

In relation to high‑pressure/high‑temperature fields (HPHT), the industry was hopeful that additional field allowance 
would also be forthcoming. However, at this stage Government has not done this, and wishes to continue dialogue 
in respect of HPHT fields. Any future changes to the HPHT field allowances could be made through amendment to 
existing legislation.

The field allowance proposals will be very welcome by industry. It should be noted however that they are making the 
system more complex and we appear to be moving towards a bespoke tax regime for individual projects.

Fair Fuel Stabiliser
In conjunction with the increase of the SCT rate to 32% announced in Budget 2011, the Government stated that if 
the oil price fell below a specific trigger price on a sustained basis, SCT would be reduced back towards 20% on a 
staged and affordable basis while the oil price remained low (the so‑called “Fair Fuel Stabiliser”).

Government has announced today that following discussions with the oil and gas industry and motoring groups, the 
Fair Fuel Stabiliser will be implemented with effect from 21 March 2012.

The trigger price will be set at GB£45 per barrel (being the equivalent of the US$75 price stated by Government at 
Budget 2011). The trigger price will be fixed in sterling and reviewed every three years. Whether the trigger price is 
met will be assessed annually on the first working day of February, starting in 2013.
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The impact on the rate of SCT and fuel duty that result from the trigger price being met will be announced in the 
Budget of the relevant year.

In this context it is worth noting that Government’s own forecasts are based on an oil price of US$118 per barrel 
for 2012‑2013, falling gradually to US$95 per barrel in 2016‑2017, so the Government is not expecting the Fair Fuel 
Stabiliser to result in a tax change in the foreseeable future.

The combined ring fence corporate tax rate of 62% has remained unchanged despite proposals to decrease non‑ring 
fence corporation tax at a faster rate than previously proposed (to 24% from 1 April 2012, and 22% by 2014).

Other measures previously announced
Draft legislation was published in December 2011 to make other changes to the North Sea tax regime. The legislative 
changes will be included within Finance Bill 2012, with the exception of the increase in RFES to10% from 6% which 
was enacted in December 2011.

Chargeable gains – application of the supplementary charge
Government has confirmed its intention to introduce legislation in Finance Bill 2012 to ensure that ring fence 
chargeable gains are subject to SCT (and therefore subject to a combined tax rate of 62%), and also to confirm that 
SCT has the same scope as ring fence corporation tax. These measures were initially announced on 6 December 
2011, and were to have effect from that date. Ring fence chargeable gains which have previously been “held‑over” 
in prior periods will also now be subject to the SCT at 32% if these gains crystallise on or after 6 December 2011.

Restriction on the rate of tax relief for decommissioning costs
As announced in Budget 2011, Government has confirmed its intention to introduce legislation in Finance Bill 2012 
to restrict the rate of tax relief for decommissioning to 20% for SCT purposes. This change was stated to be in order 
to prevent the increase in the SCT rate to 32% providing an incentive to decommission fields earlier than would 
otherwise have been the case.

Draft legislation was previously published setting out the proposed mechanism in December 2011 and has since been 
subject to dialogue between industry and HMRC. This legislation will also now include extended loss carry back rules 
to include losses created through mineral extraction allowances in respect of decommissioning expenditure. This will 
ensure consistency with the definition of decommissioning expenditure used in the restriction of relief.

Ring fence expenditure supplement (RFES)
Government announced in July 2011 that the rate of RFES would be increased from 6 to 10% from 1 January 2012. 
This was enacted in December 2011. RFES is an incentive provided to companies involved in an exploration or 
development phase on the UK Continental Shelf that do not yet have any taxable income against which to set their 
costs and capital allowances to maintain the time value of exploration, appraisal and development costs.

Despite industry asking for an extension to the duration of RFES from 6 years to 10 years, no changes were 
announced in this area today.

Our view 
The measures announced today were anticipated, importantly contained no nasty surprises and will be welcome by industry. 
In particular, the willingness of government to implement a contractual solution to remove fiscal risk associated with 
decommissioning costs will be particularly welcome and should release funds needed to maximise recovery of hydrocarbons from 
the UKCS.

Online registration, deregistration and changes to business details 

The measure 
The Government will introduce an online system for VAT registration, deregistration and changes to business details 
with effect from 31 October 2012. From the same date, certain VAT forms will be redundant.

Who will be affected?
All VAT registerable businesses.

When?
From 31 October 2012.
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Our view 
The online processes should improve processing time and reduce unnecessary contact with HMRC. 

Patent Box

The measure 
The Patent Box will allow companies to elect for an effective 10% rate of corporation tax for profits arising from 
the exploitation of patented technology. The Government published draft legislation on the Patent Box regime in 
December 2011 and has re‑affirmed that the measure will be included in Finance Bill 2012, but did not give any 
additional technical detail.

The regime will apply to patents granted by the UK or European Patent Office and certain other European 
jurisdictions, the details of which will be published in summer 2012. The regime will also apply to other qualifying 
intellectual property rights such as regulatory data protection, supplementary protection certificates and plant variety 
rights. 

Who will be affected?
Companies that receive income in the UK and hold a qualifying patent or an exclusive licence to use a qualifying 
patent. Income can be received separately as royalties, embedded in the sales price of products, from services or 
underlying processes.

The measure is intended to benefit innovative industries in general. Accordingly patent filers in pharmaceutical, 
technology, manufacturing, energy and utilities, telecoms, aerospace, defence, consumer and media businesses 
should benefit. 

When?
A further draft of the Patent Box legislation will be published in the Finance Bill on 29 March 2012.

The reduced effective tax rate will apply to qualifying Patent Box profits for accounting periods beginning on or after 
1 April 2013. There will be a phased introduction of the relief with 60% of the benefit applying from 1 April 2013, 
increasing in 10% increments per annum to full benefit in 1 April 2017. 

Our view 
We welcome the proposal for a beneficial regime for income from patents, which is intended to support the UK’s research 
and development and wider scientific and technological skill base. The legislation as drafted should benefit a large number of 
businesses and should make the UK a more attractive location to retain and commercialise patented technology. 

PAYE penalties 

The measure 
The Government has already announced the introduction of Real Time Information for PAYE purposes. Under Real 
Time Information employers will have to provide HMRC with a detailed return of income and tax withholding every 
time a payment is made to an employee. The Government has now confirmed that it will consult before the summer 
on a new model for PAYE late payment and late filing penalties, ahead of the main roll‑out of Real Time Information.

Who will be affected?
Employers operating PAYE under Real Time Information. 

When?
The new rules are expected to apply before the main roll out of Real Time Information in October 2013.
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Our view 
The introduction of PAYE Real Time Information brings enormous complications and places significant administrative burdens on 
employers. This measure recognises the requisite preparation required to ensure a smooth implementation and we welcome the 
decision to consult with employers on the potential penalty regime which will apply. It is to be hoped that the Government will 
recognise the difficulties faced by employers in implementing Real Time Information and ensure that the penalty regime does not 
penalise employers for minor errors. Many employers will be operating Real Time Information before October 2013 and we believe 
clarification is required in relation to the penalty regime which will apply to such employers in the meantime. 

Plant and machinery leasing: anti‑avoidance 

The measure 
The long funding lease rules, introduced in FA 2006, seek to identify certain GAAP lease arrangements and tax 
these on a basis which is akin to lending: a long funding lease lessor is taxable only on the ‘interest’ element of 
lease rentals and the way in which a long funding lessee obtains tax relief for gross lease rentals is that the ‘capital’ 
element of the rentals is deductible via capital allowances together with relief for the ‘interest’ element of the rentals. 
For a lessee, the rules are intended to operate so that overall the lessee obtains relief for gross lease rentals paid less 
any amount of ‘rebate’ (e.g. receipt) enjoyed.

The definition of ‘rebate’ for this purpose has now been amended (in response to a disclosure made to HMRC) to 
extend this to capture other amounts which are connected to the lease and for the benefit of the lessee which would 
not otherwise have been brought into account in the disposal value. 

Who will be affected?
A long funding lessee seeking to achieve a depressed capital allowances disposal value on the occurrence of a 
disposal event, typically the termination of the lease.

When?
The measure has effect for a disposal event for which a lessee brings in a disposal value for capital allowances 
purposes on or after 21 March 2012.

Our view 
HMRC have previously revised the relevant definition of the disposal value to be brought into account at the end of a long funding 
lease in response to a disclosure: this is a further amendment intended to ensure that a lessee cannot ‘artificially reduce’ the 
relevant capital allowances disposal value.

Remote gambling taxation 

The measure 
Remote gambling will be taxed on the basis of the place of consumption, meaning that operators will pay tax on 
gambling profits generated from customers in the UK, whether the supplier is in the UK or elsewhere.

Who will be affected?
The betting and gaming industry. 

When?
The changes will be introduced in December 2014.
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Our view 
The changes to on‑line gambling will mean that all on‑line gambling by UK gamblers will be taxed in the UK from December 2014 
at a rate of 15%. The current tax treatment is driven by whether the bookmaker/casino/bingo or ‘website’ is in the UK which 
has led to most on‑line gambling operators being established offshore with the Chancellor estimating that only 10% of on‑line 
gambling by UK participants is currently taxed in the UK. Having already consulted on whether to introduce a tax on this basis 
and, given that other regulated gambling markets within the EU tax gambling in this way, this proposed change is not a surprise.

A further detailed consultation will take place shortly and both the proposed rate and the start date will be kept under review. 
Whilst on‑line gambling businesses will be disappointed to hear the news, the effective date is later than some had feared. 
The most important consideration will be whether the rate does stay at the proposed 15%. The Treasury estimates that in the first 
full year of operation (2015/16) the net benefit to the Exchequer from the new tax will be £240m. Industry will be concerned that 
too high a rate may lead to a ‘grey market’ for less scrupulous operators.

Sale of companies carrying on a business of leasing plant or 
machinery

The measure 
The Sale of Lessor companies legislation was introduced in 2005 to address a risk that the tax on deferred tax 
liabilities of a  ‘leasing business ‘ would not be paid in full following a full or partial  ‘change in ownership ‘ of the 
company (with similar rules for businesses carried on in partnership). Almost annually there have been changes to the 
legislation to respond to planning intended to enable lessor companies to stay unaffected by these rules.

Who will be affected?
The Sale of Lessor companies legislation was introduced in 2005 to address a risk that the tax on deferred tax 
liabilities of a  ‘leasing business ‘ would not be paid in full following a full or partial  ‘change in ownership ‘ of the 
company (with similar rules for businesses carried on in partnership). Almost annually there have been changes to the 
legislation to respond to planning intended to enable lessor companies to stay unaffected by these rules.

Further measures are announced today to prevent groups from circumventing these rules. The legislation which 
is detailed and prescriptive already brings deferred tax liabilities of the relevant lessor company into charge at the 
time of sale by crystallising taxable income broadly equal to the deferred tax liability. A corresponding deduction is 
available to the purchasing group although the deduction may not be carried back. However, in order to ensure that 
the deduction is not carried back additional legislation is to be introduced.

Measures are also introduced to ensure that the effect of the sale of lessors provisions is triggered when a company 
enters tonnage tax so that tax is collected on the deferred profits of the company.

When?
A company carrying on a business of leasing plant or machinery where there is a full or partial change of ownership.

Our view 
We would not expect these changes to have wide application, but given that the sale of Lessor Companies rules are widely drafted 
anti‑avoidance legislation with no main purpose exemption, any company which applies GAAP lease accounting should consider 
the application of the rules whenever there is a change in the shareholding or ownership of such companies.

Tax simplification for small unincorporated businesses 

The measure 
The Government will begin a consultation on tax simplification for small unincorporated businesses. The Office of Tax 
Simplification has recommended that small businesses should be given the option to account for taxable profits on a 
cash receipts and payments basis.

The Government will be consulting on a proposal to allow businesses with receipts of up to 77,000 (VAT threshold) 
and to allow businesses to grow up to 150,000 before they have to return to the normal tax rules. Participation is 
voluntary.
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A further consultation will begin on simplifying the expenses system for the use of cars, motorcycles and the home 
for business purposes and finally, on a proposal for a disincorporation relief.

Who will be affected?
Unincorporated businesses with turnover up to the VAT registration threshold.

When?
Available from April 2013.

Our view 
Simplification of the administrative burden faced by small businesses is welcomed and the move to a cash accounting basis for 
unincorporated businesses will allow an integration of the accounts and tax process and a more transparent understanding of the 
business profits and tax liability for smaller businesses.

Tax relief for the creative sector

The measure 
The Government has announced its intention to introduce corporation tax relief for the production of culturally 
British high end television productions, animation programmes and video games. 

Who will be affected?
Companies engaged in the production or development of culturally British high end television productions, animation 
programmes and video games. 

When?
The Government will consult on the new rules in Summer 2012 with a view to legislation being included in Finance 
Bill 2013. 

Our view 
Companies engaged in these parts of the creative sector will be pleased at the proposed introduction of a new tax credit for 
these activities. The UK has long been recognised as a centre of excellence, with UK talent at the core to many major companies. 
In recent years, the UK’s pre‑eminence has been successfully challenged by competitors, despite the comparative appeal of the 
labour market. This is partly due to compelling incentive schemes offered by other countries to their creative sectors.

In particular, the announcement marks a victory for the video games industry, which has campaigned for a number of years to 
secure a competitive tax regime for their sector. Campaigners suffered the ecstasy and the agony during 2010 when a video 
games tax relief was announced in the March Budget and cancelled in the June Budget.

We expect that these new tax credits will apply similar principles to those underpinning the UK’s current film tax credit regime. 
Films qualifying for UK film tax relief must have at least 25% of their total production cost incurred in the UK and we expect that 
the proposed relief will carry similar, or more strict, conditions. It is also likely to apply to productions that commence after a 
future date to ensure that the relief is effective in influencing future behaviour rather than subsidising productions that are already 
underway.

Whether the measures will be sufficiently attractive to entice overseas companies to undertake productions in the UK remains to 
be seen – the devil is in the detail. 
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VAT: car and boat dealerships 

The measure 
A voluntary disclosure scheme will be introduced for motor vehicle and boat dealerships selling cars and boats that 
have been zero‑rated on the basis that they have been adapted for use by wheelchair users.

Dealers will be encouraged to report sales of adapted motor vehicles and boats to HMRC, to gather further 
information about the use of the zero rate relief and possible abuse. 

Who will be affected?
Motor vehicle and boat dealers.

When?
No timeframe has been given for the introduction of the proposed scheme.

Our view 
HMRC has been concerned about abuse in this area. Dealers who have been challenged by HMRC on the zero‑rating of vehicles 
may welcome this approach. We consider it is important that this scheme remains voluntary, so as not to impose additional 
compliance burdens on dealers. 

VAT: education

The measure 
The Government will be reviewing the VAT exemption for providers of education, especially at university degree level, 
to ensure that commercial providers are treated fairly.

Who will be affected?
Few details are available but presumably commercial providers of education (especially at university degree level).

When?
The changes will be introduced in Finance Bill 2013.

Our view 
There is some uncertainty around when a commercial provider of, say, higher education can exempt its supplies. We are assuming 
that this review might seek to remove this uncertainty.

VAT: freight transport 

The measure 
The Government has announced that it will introduce secondary legislation in autumn 2012 to formalise the 
arrangement (previously covered by an extra statutory concession) whereby supplies of freight transport and related 
services that take place wholly outside the EU are not liable to UK VAT when performed for UK customers. 

Who will be affected?
Providers of freight services and their customers.

When?
The changes will be introduced in autumn 2012.

Our view 
As the proposal formalises an existing arrangement, there will be little practical impact.
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VAT: fuel scale charges 

The measure 
The VAT fuel scale charges, which impose a VAT charge on fuel provided free of charge to employees for private 
motoring, have been amended.

The Government will also be consulting on legislation to give effect to extra statutory concessions relating to fuel 
scale charges, and is also proposing to set out the revalorised fuel scale charges in an annual public notice with the 
force of law (instead of an annual statutory instrument, as at present). 

Who will be affected?
Any businesses which provide fuel free of charge to employees for private motoring (recovering the input tax thereon).

When?
The fuel scale charge changes will come into effect from 1 May 2012.

The legislation to set out annual fuel scale charges in an annual public notice would be introduced in Finance Act 2013.

Our view 
The annual amendments to the fuel scale charge are as expected.

The consultation seeks to streamline the rules regarding the fuel scale charge.

VAT: invoicing

The measure 
Minor changes will be made to bring the UK invoicing rules into line with the EU Invoicing Directive. 

Who will be affected?
There will be little practical impact for organisations which issue VAT invoices. 

When?
The changes will apply from 1 January 2013. 

Our view 
The changes should be minor, and if anything, a simplification of the existing rules, to bring them into line with the EU Invoicing 
Directive. 

VAT cost‑sharing exemption

The measure 
Following the announcement at the 2011 Autumn Statement, the Government will introduce the VAT cost sharing 
exemption into UK legislation. Under current UK legislation, a VAT cost can arise creating a barrier to the sharing 
of costs and services by organisations making exempt supplies and, when implemented into UK VAT law, the 
cost‑sharing exemption will, in certain circumstances, remove this barrier. 

Who will be affected?
The exemption could be used by organisations making predominantly exempt supplies such as charities, universities 
and housing associations wanting to make efficiency savings by working together to achieve economies of scale. 

When?
The VAT exemption for services shared between VAT exempt bodies will be introduced in Finance Bill 2012. 
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Our view 
The EU Principal VAT Directive provides that member states should, in certain circumstances where costs are being shared by 
groups of organisations making exempt supplies, exempt the supplies of services made between members of those groups. 
The UK had not previously implemented this provision and so this change is welcomed. 

VAT grouping: extra statutory concession 

The measure 
An existing extra statutory concession relating to VAT groups will be given statutory effect by legislation to be 
introduced in the Finance Bill 2012. The concession limits the value of an anti‑avoidance VAT charge that arises 
within a UK VAT group when an overseas member makes a charge to a UK member of the group. The concession 
ensures that the VAT charge excludes services which are provided in‑house and is limited to the value of services that 
have been brought in by the overseas member.

Who will be affected?
UK VAT groups that include overseas members and which are unable to fully recover the VAT they incur on 
expenditure. This is likely to include businesses in the financial services, health and education sectors amongst others. 

When?
The concession is already effective but will be given statutory effect in Finance Bill 2012.

Our view 
This measure ensures that UK VAT groups and UK businesses with overseas branches are taxed equally in respect of services 
bought in from overseas third parties.

VAT registration and deregistration thresholds 

The measure 
The taxable turnover registration threshold for VAT will increase from £73,000 to £77,000.

The taxable turnover deregistration threshold for VAT will increase from £71,000 to £75,000.

The registration and deregistration thresholds for relevant acquisitions from other EU member states will increase 
from £73,000 to £77,000. 

Who will be affected?
Any business whose taxable turnover is close to the current VAT thresholds for registration and deregistration. 

When?
The new thresholds will have effect from 1 April 2012.

Our view 
As expected, the VAT registration and deregistration thresholds are increased again.

VAT registration threshold for businesses not established in the UK

The measure 
From 1 December 2012, the VAT registration threshold for businesses not established in the UK will be removed.

Who will be affected?
Businesses not established in the UK which were previously trading below the VAT registration threshold.
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When?
From 1 December 2012.

Our view 
The removal of the VAT registration threshold for businesses not established in the UK will require all those businesses that 
make taxable supplies in the UK to register and account for VAT in the UK regardless of the value of the supplies made. This will 
particularly impact non‑established businesses making “one‑off” supplies of goods in the UK. 

VAT treatment of cable based transport 

The measure 
A 5% reduced rate of VAT will apply to the carriage of passengers on small cable‑based transport. The rate will apply 
to vehicles that carry fewer than 10 people each (which are currently subject to VAT at the standard rate). This is 
because transport in larger vehicles is zero‑rated. 

The reduction will be evaluated after three years. 

Who will be affected?
Operators of small cable‑based transport.

When?
Consultation will take place in Summer 2012 with a view to introducing legislation in 2013.

Our view 
This measure goes some way towards standardising the VAT treatment applying to the carriage of passengers. 
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Indirect Tax Measures

Vehicle excise duty 

The measure 
Vehicle excise duty (VED) will increase in line with RPI, apart from the rates for heavy goods vehicles which will be 
frozen in 2012/13.

The Government is also considering the reform of VED over the medium term to ensure that all motorists continue to 
make a fair contribution to the public finances, and to reflect continuing improvements in vehicle fuel efficiency.

Additionally the Government aims to develop a direct debit system to allow motorists to spread their VED payments. 

Who will be affected?
Owners of vehicles that fall under the VED scheme. The Government will seek the views of motoring groups on these 
measures. 

When?
The increase in VED will be legislated in Finance Bill 2012. No timescale is given for the reform of VED. 

Our view 
The general increases are in line with expectations and see heavy goods vehicle rates frozen for a further year in order to assist the 
road haulage industry. The review of VED is welcomed. 

Alcohol duty rates 

The measure 
As announced at Budget 2008, and extended in the March Budget 2010, alcohol duty rates will increase by 2% 
above the RPI.

The general increase in excise duty rates will mean that: 

•	the price of a 70cl bottle of spirits, such as vodka, whisky or gin, will increase by approximately 41 pence;

•	approximately 11 pence will be added to the price of a average bottle of wine with an ABV of 12% (wines with 
either higher or lower than typical alcohol content will face higher or lower increases respectively as a result of 
excise duty changes);

•	the price of beer is expected to rise by three pence per pint; and

•	the price of cider is expected to rise by two pence per pint. 

Who will be affected?
Manufacturers, importers, distributors and consumers of alcohol.

When?
26 March 2012.

Our view 
The general increases are as expected.
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Aggregates levy – rate frozen

The measure 
The planned increase in the Aggregates Levy (AGL) rate from £2 to £2.10 per tonne will be delayed until 1 April 2013 
(extending the rate freeze announced in Budget 2011).

Who will be affected?
Aggregate producers and other businesses that commercially exploit aggregate, along with the customers of those 
producers (including construction companies) who pass on the cost of AGL in their charges to customers.

When?
The rate of AGL will increase on 1 April 2013.

Our view 
Delaying this tax increase is welcomed as it should provide assistance to the UK construction sector.

Air passenger duty 

The measure 
As expected the Chancellor announced that the previously proposed changes to the rates of Air Passenger Duty 
(APD) will take effect from 1 April 2012 and that private jets will be included in the APD regime from 1 April 
2013.  The APD rates to be introduced from 1 April 2012 are as follows: 

Current and new rates effective 1 April 2012

Band
 

Miles from London
 

Reduced rate Standard rate

Current From 
1 April 2012

Current From 
1 April 2012

Band A 0 – 2,000 miles £12 £13 £24 £26

Band B 2,001 – 4,000 miles £60 £65 £120 £130

Band C 4,001 – 6,000 miles £75 £81 £150 £162

Band D over 6,000 miles £85 £92 £170 £184

The reduced rate applies to the lowest class of travel and the standard rate to all other classes. 

Who will be affected?
The travel and aviation sectors will be affected. 

When?
The changes will take effect from 1 April 2012. 

Our view 
APD raised approximately £2.2bn in 2011 and is expected to raise £3.2 billion for the Treasury by 2015 and £3.8 billion by 2017. 
The tax is unpopular with many passenger airlines, travel businesses and their representative bodies who argue that APD is not a 
green tax, reduces outbound travel and deters UK inbound tourism. In addition, the airline industry is now part of the Emissions 
Trading Scheme which will further increase the tax burden. It is clear though that in the face of these criticisms the Treasury is 
determined to persevere with APD at a time when maintaining the tax take is a priority. 
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Betting and gaming duties

The measure 
Amusement machine licence duty (AMLD) rates and gaming duty bands will be revalorised in line with inflation.

As previously announced, double taxation relief will be introduced for general betting duty, remote gaming duty and 
pool betting duty.

Subject to an informal consultation, the Government will extend the use of modified accounting procedures to 
combined bingo involving non‑UK participants.

Who will be affected?
Businesses in the betting and gaming sector.

When?
All AMLD rates will increase in line with RPI from 4pm on 23 March 2012.

Gaming duty bands will increase in line with RPI for accounting periods starting on or after 1 April 2012.

The double taxation relief will apply for periods ending on or after 1 April 2012.

Any changes to combined bingo will be legislated for in Finance Act 2013.

Our view 
The rate changes were expected. 

Charitable buildings

The measure 
The Government is withdrawing charitable buildings from the VAT reduced rate for the supply and installation of 
energy‑saving materials.

Charitable buildings are buildings that are used by charities for non‑business purposes and/or as village halls. 

Who will be affected?
Charities. 

When?
The changes will be introduced in the Finance Bill 2013. 

Our view 
This measure may increase costs for charities. 

Clarification of the treatment of catering and the meaning of ‘premises’

The measure 
The definition of ‘hot takeaway food’ has been clarified to confirm that all food and drink (with the exception of 
freshly baked bread) that is above the ambient air temperature when provided to the customer is standard‑rated.

Additionally, the measure clarifies the definition of ‘premises’ to confirm that all food sold in the course of catering 
for consumption on the premises on which it is supplied, or in areas adjacent to those premises or shared with other 
retailers, is subject to VAT.

Who will be affected?
Suppliers of takeaway food and drink.
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When?
The measure will be effective from 1 October 2012.

Our view 
This measure provides clarity on an issue which has been the subject of considerable litigation over a number of years.

Historically retailers have argued that the purpose of heating the food is to improve its appearance or comply with health and 
safety regulations. More recently, disputes have arisen whether food courts in shopping centres and tables and chairs outside a 
café form part of the retailer’s premises.

To this effect, the new measures should provide more clarity in determining whether such supplies are chargeable to VAT for 
retailers needing to consider whether any additional VAT charge can be passed on to their customers.

Climate change levy

The measure 
Energy intensive businesses able to improve their energy efficiency, and which have formally agreed targets with 
the Government in the form of climate change agreements (CCAs), are eligible to incur climate change levy (CCL) 
at a much reduced rate in the facilities specified in the agreement. The Budget announcement confirms previously 
announced changes to CCAs.

CCAs will be extended to 2023, as announced at Budget 2011.

As announced at Autumn Statement 2011, the CCL discount on electricity for CCA participants available from 1 April 
2013 will be increased to 90% (a 10% increase on the original proposed discount). 

Who will be affected?
Energy intensive businesses able to improve their energy efficiency, and which have formally agreed targets with 
the Government in the form of climate change agreements (CCAs), are eligible to incur climate change levy (CCL) 
at a much reduced rate in the facilities specified in the agreement. The Budget announcement confirms previously 
announced changes to CCAs.  CCAs will be extended to 2023, as announced at Budget 2011. As announced at 
Autumn Statement 2011, the CCL discount on electricity for CCA participants available from 1 April 2013 will be 
increased to 90% (a 10% increase on the original proposed discount). 

When?
From 1 April 2013 the CCL discount for businesses with a CCA will be increased to 90%. 

Our view 
The increased discount on the CCL payable by energy intensive businesses with a CCA should be welcomed if it results in cheaper 
energy costs.  Confirmation of the extension of CCAs to 2023 also provides businesses with some degree of certainty (albeit the 
exact rate of the discount could change in future). With the introduction of the Carbon Reduction Commitment (CRC)  Energy 
Efficiency Scheme, which is for the most part mutually exclusive to CCAs, long term participation in a CCA for those businesses 
which would otherwise fall into CRC now seems even more cost effective. 

Climate change levy – carbon price floor

The measure 
The existing Climate Change Levy (CCL) exemption for supplies of fuel to electricity generators will be replaced with a 
carbon price support rate of CCL. The carbon price support rates will apply to fossil fuels only (and not to recognised 
renewable fuel sources) used to generate electricity and the rate will vary according to the carbon content of the 
fossil fuel. 

The 2014/15 carbon price support rates will be set at a rate equivalent to £9.55 per tonne of carbon dioxide in line 
with the carbon price floor set out at Budget 2011. 
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Some additional legislative provisions will also be introduced with effect from 1 April 2013: 

•	The previously announced carbon price support rate of CCL on solid fuels for 2013/14 will be amended. Rather 
than taxing all solid fuels used in electricity generation, only coal with a gross calorific value of more than 
15 gigajoules (GJ) per tonne will be subject to the carbon price support rate. CCL for coal in 2013/14 will be 
£0.44264 per GJ and in 2014/15 £0.85489 per GJ.

•	Fossil fuels used to generate heat in good quality combined heat and power plants will not be liable to the carbon 
price support rates, subject to state aid approval.

•	Generators, and any connected persons, with a combined generation capacity of two megawatts or lower will not 
be liable to the carbon price support rates of CCL.

•	All generators will be required to self‑account for carbon price support rates of CCL. If they are not already 
registered for CCL with HMRC they will be required to do so. 

Indicative carbon price support rates for 2015/16 and 2016/17 have been announced and these will be equivalent to 
£12.06 per tonne of carbon and £14.86 per tonne of carbon respectively.

Who will be affected?
Generators will be required to register (if not already registered) and self account for the carbon price support rates. 
All users of electricity generated from fossil fuel are likely to see increased fuel costs as a result of these changes.

Those generators using fossil fuel without taking ownership (typically those operating under a tolling arrangement) 
will have to wait for further HMRC deliberation before being able to update their systems for these changes.

When?
The carbon price support rates and additional legislative provisions will be effective from 1 April 2013. 

Our view 
The carbon price floor is designed to encourage investment in low carbon technologies and is part of a wider package of proposed 
reforms to the electricity market. Whilst indicative rates up to 2016/17 have been announced, many energy generation projects 
have an expected life significantly beyond 2020 and so more long term certainty would be helpful. The requirement for generators 
to self account for carbon price support rates of CCL should reduce the administrative complexity of the scheme, although we 
await more details on how the scheme will operate for generation using tolling arrangements.

Climate change levy – combined heat and power levy exemption 
certificates 

The measure 
Supplies by a utility of electricity generated in a third party’s CHP station (‘indirect supplies’) are currently exempt. 
This exemption will be removed from 1 April 2013 (as announced at Budget 2011). This will be brought into effect 
when OFGEM stops issuing CHP levy exemption certificates (LECs) for electricity generated in CHP stations after 
1 April 2013. 

Electricity utilities will be able to continue to allocate any CHP LECs they acquired before that date until 31 March 
2018 (and therefore to make exempt supplies) to allow time to use up their CHP LEC stocks. In order to ensure the 
fair treatment of CHP, fossil fuels used to generate heat in a good quality CHP plants will not be liable to the carbon 
price support rates, subject to state aid approval. Supplies from the CHP plants to the utility will remain free from 
CCL, but supplies by the utility will be subject to the normal CCL rules (unless it still has LEC stocks to use).

Who will be affected?
CHP generators will no longer receive CHP LECs in connection with electricity they supply to utilities even where the 
CHP is certified as ‘good quality’. This could affect the value of these supplies. For CCL purposes, electricity utilities 
will need to treat their supplies of CHP‑generated electricity in the same way as supplies of fossil fuel generated 
electricity.

Businesses that consume CHP‑generated electricity purchased from an electricity utility may see an increase in their 
energy bills as a result of the removal of this exemption (albeit this may be a gradual change as electricity utilities use 
up LEC stocks).
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When?
The removal of the exemption from CCL on indirect supplies of electricity made by CHP generators will come into 
effect from 1 April 2013. Electricity utilities will still be able to allocate LECs until 31 March 2018.

Our view 
The window to 31 March 2018 provides a transitional period for electricity utilities to use up LEC stocks which they may still have 
on hand when the exemption on indirect supplies of electricity by CHP generators is removed on 1 April 2013, which is to be 
welcomed. This measure effectively reduces the ‘green’ status previously enjoyed by CHP for CCL purposes.

Climate change levy – metal recycling 

The measure 
When the climate change levy (CCL) was first introduced, one of the exemptions was for the primary production of 
certain metals, including aluminium and steel. This exemption was extended to energy used in the recycling of the 
same metals in order to avoid distortions to competition. The approval for this exemption expired on 31 March 2011 
and has since been suspended. The European Commission has approved as allowable state aid a six year relief from 
CCL for energy products used in the recycling of steel and aluminium, provided that recyclers pay 20% of the full 
CCL rates. 

Who will be affected?
Suppliers of taxable commodities liable to account for the climate change levy (CCL) and recyclers of steel and 
aluminium.

When?
From 1 April 2012, energy used in certain metal recycling processes will be liable to a reduced rate of CCL, at 20% of 
the full CCL rates.

Our view 
The reduced rate of CCL for energy products used in the recycling of steel and aluminium should be welcomed as it will reduce 
energy costs for this industry (albeit the relief is not as great as the full exemption previously enjoyed). 

Climate change levy – rates 

The measure 
Climate Change Levy (CCL) rates will increase in line with inflation.

Who will be affected?
CCL applies to commercial and industrial energy consumers but not to domestic and low volume consumers. CCL is 
calculated per unit of energy supplied rather than on the value of the supply.

When?
This Budget announcement is for a further inflationary increase in CCL rates with effect from 1 April 2013.

Our view 
Businesses should continue to monitor and address their energy use and consider the impact of increased CCL rates (along with 
the introduction of the carbon price support rates from 1 April 2013) on energy bills.
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Excise duty: herbal smoking products 

The measure 
Subject to consultation on the implementation process, the Government will legislate to make legally available 
tobacco‑free (herbal) smoking products liable to excise duty, in the same way as tobacco products. 

Who will be affected?
Manufacturers, importers, distributors and consumers of tobacco‑free (herbal) smoking products.

When?
Finance Bill 2013.

Our view 
The Government plans to introduce duty on tobacco‑free smoking products which, arguably, compete with tobacco products.

Fair fuel stabiliser

The measure 
As announced at Budget 2011, the Government will introduce a fair fuel stabiliser.

The introduction of the fair fuel stabiliser replaces the fuel duty escalator. The fair fuel stabiliser will increase the fuel 
duty rate by the rate of retail price index (RPI) inflation when oil is above a ‘trigger price’ and an additional one pence 
per litre will be levied when oil is below this price. As proposed, the Government has set a final ‘trigger price’ at 
£45 sterling (being the rounded sterling equivalent of $75 based on the latest OBR exchange rate forecast for 2012).

Who will be affected?
Businesses producing and importing, and consumers of, hydrocarbon oils and alternative fuel products.

When?
21 March 2012.

Our view 
Increases in fuel duty will still lead to rising petrol and diesel prices but the stabiliser will provide some extra certainty in respect of 
these increases.

Landfill tax

The measure 
The standard rate of landfill tax (LFT) is already due to increase from £56 per tonne to £64 per tonne from 
1 April 2012 and will increase by a further £8 per tonne to £72 per tonne from 1 April 2013. The lower rate of 
LFT (which applies to ‘inert’ waste only) will remain frozen at £2.50 per tonne in 2013/14.

Budget 2012 confirmed that the value of the LFT communities fund for 2012/13 will remain unchanged at 
£78.1 million, and the cap on contributions that LFT registered site operators can make to environmental bodies will 
be reduced from 6.2% to 5.6% of their annual tax liability. Site operators will still be able to claim a LFT credit of up 
to 90% of this contribution. Future decisions on the value of the fund will take into account the level of unspent 
funds held by environmental bodies.

Who will be affected?
The measure will affect those who dispose of non‑inert waste to landfill, including local authorities and, ultimately, 
individuals who pay the associated council tax charges. Similarly, landfill costs of industry will increase in relation to 
material subject to the standard rate of LFT. LFT registered site operators will need to amend their systems again to 
take account of the rate increase. This increase in LFT will also result in a corresponding increase in VAT charged by 
operators (VAT being calculated on the LFT inclusive charge).
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When?
This measure will be introduced in the Finance Act 2012 and will take effect on 1 April 2013.

Our view 
The rates were previously announced and therefore do not provide any surprises for taxpayers. Nevertheless, the 2013 increase 
represents a further, very substantial increase in disposal costs. 

Landfill tax: Scottish landfill sites 

The measure 
Due to an oversight by the Scottish Government, the necessary legal steps required to maintain landfill tax (LFT) in 
Scotland when there was a change to the permit regime in 2000, were not enacted. The Government will introduce 
retrospective legislation in Finance Bill 2012 to correct LFT legislation in relation to the definition of a landfill site in 
Scotland.

Who will be affected?
If retrospection is effective, there will be no impact for site operators or for their customers. If retrospection is not 
effective, then both operators of sites in Scotland (and their customers) may need to consider their position further.

When?
The proposed legislation would be introduced with retrospective effect from 2000.

Our view 
The retrospective legislation to be included in Finance Bill 2012 may not be lawful. If so landfill site operators may have overpaid 
and over‑charged LFT in Scotland since their sites received new permits (post 2004). The lawfulness of this retrospective legislation 
may only be resolved by litigation.

Low value consignment relief

The measure 
As announced at Autumn Statement 2011 the Government will no longer apply a relief from VAT to low value 
imports from the Channel Islands.

Who will be affected?
Online retailers and distributors/fulfilment businesses which are based in the Channel Islands.

When?
For imports made on or after 1 April 2012.

Our view 
From 1 April 2012, consignments sent to consumers in the UK from the Channel Islands will no longer be eligible for the relief, so 
VAT will be due on them regardless of their value. Mail order goods sent to the UK from other non‑EU countries will not be subject 
to VAT as long as the value of the shipment is below £15.

During the recent Judicial Review the High Court decided against Jersey and Guernsey in their case against the UK, the High 
Court decided that the EU law principle of fiscal neutrality does not apply to transactions involving non‑EU countries (so there is 
no reason why imports from Jersey and Guernsey should be dealt with in the same way as those from other non‑EU countries). 
The High Court also decided that the EU law principle of proportionality does not apply outside the EU. However, leave to appeal 
against the judgment has been given so that it is still possible that this measure may be found to be unlawful. 
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Machine games duty 

The measure 
As previously announced, Machine Games Duty (MGD) will replace both VAT and the existing Amusement Machine 
Licence Duty (AMLD) with effect from 1 February 2013. However, the rates had not been announced. The Chancellor 
has confirmed that the standard rate of MGD will be 20% and the lower rate 5%. Both of these rates are higher 
than some businesses had hoped. The lower rate will only apply to machines with maximum stakes of 10 pence and 
maximum cash prizes of £8. 

Who will be affected?
The betting and gaming industry. 

When?
The changes will take effect from 1 February 2013.

Our view 
HM Treasury had previously stated that it expects that, although it intends the overall tax position from this change to be revenue 
neutral, there will be ‘winners and losers’ across affected sectors. They have confirmed today that they expect that the changes 
will reduce the tax burden for Adult Gaming Centres, Family Entertainment Centres, clubs and the majority of pubs. Bingo clubs 
are likely to have a slight increase in costs and Casinos and Bookmakers are likely to lose. Even within a sector, the precise impact 
will differ from business to business. It is therefore important for all businesses to confirm whether they are likely to ‘win or lose’ 
and consider whether they can mitigate the position. 

As well as MGD replacing VAT and AMLD, for most businesses there will be additional VAT costs because VAT exempt income 
means that the VAT incurred on goods and services related to exempt income can no longer be recovered. This increases the cost 
of the purchase or hire of machines for gaming machine businesses as well as increasing capital costs such as refurbishments or 
construction of premises.

Online registration, deregistration and changes to business details 

The measure 
The Government will introduce an online system for VAT registration, deregistration and changes to business details 
with effect from 31 October 2012. From the same date, certain VAT forms will be redundant.

Who will be affected?
All VAT registerable businesses.

When?
From 31 October 2012.

Our view 
The online processes should improve processing time and reduce unnecessary contact with HMRC. 

Red diesel 

The measure 
As announced on 20 February 2012, the Government will amend legislation to clarify that the use of red diesel 
to propel private pleasure craft is allowed within UK waters, and that if used outside UK waters, is subject to the 
restrictions and prohibitions under the national laws of other European member states.

Who will be affected?
Owners of private pleasure craft.

When?
1 April 2012.
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Our view 
This is a minor clarifying change.

Standard‑rating of sports nutrition drinks 

The measure 
All sports nutrition drinks are to be taxed at the standard rate, irrespective of whether they are consumed for 
nutritional purposes. Currently, following previous litigation, some sports nutrition drinks are zero‑rated on the basis 
that they are not beverages because of their nutritional content.

Who will be affected?
Suppliers and consumers of sports nutrition drinks.

When?
The measure will be effective from 1 October 2012.

Our view 
This measure standardises the VAT treatment of all sports drinks and therefore should provide a degree of clarity to an area that 
has previously been somewhat uncertain. Retailers will need to consider whether any additional VAT charge can be passed on to 
their customers.

Tobacco duty rates 

The measure 
The general rates of excise duties on all tobacco products are to be increased by 5% above the rate of inflation (retail 
price index). 

The general impact of the change in excise duty rates will mean that, the price of:

•	a packet of cigarettes will increase by approximately 37 pence; 

•	a packet of hand rolling tobacco will increase by 37 pence;

•	a packet of five small cigars will increase by 12 pence; and

•	a packet of pipe tobacco will increase by approximately 20 pence. 

Who will be affected?
Manufacturers, importers, distributors and consumers of tobacco.

When?
6pm on 21 March 2012.

Our view 
These increases are as expected.

VAT: addressing borderline anomalies 

HMRC have sought to address what they perceive to be a number of anomalies across the borderlines of the VAT 
exemptions and the VAT zero rates. Some of these anomalies have arisen because of changes in the types of goods 
and services provided which were not envisaged when the law was enacted, whilst others have arisen as a result of 
litigation.
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The changes seek to reduce these anomalies by marginally broadening the VAT base in areas where differences in 
VAT treatment have led to uncertainty, error and complexity for the taxpayer.

The measures include:

•	Clarification of the treatment of catering and the meaning of 'premises';

•	Taxing of sports nutrition drinks;

•	Removal of the exemption for self storage;

•	Clarification that the rent of hairdressers chairs is chargeable to VAT;

•	Taxing of holiday caravans; and

•	Removal of the zero‑rating for approved alterations to listed buildings

HMRC are to consult on the draft legislation from 21 March 2012 to 4 May 2012.

Transitional and anti‑forestalling provisions will be introduced as part of some of these measures.

The changes will take place with effect from 1 October 2012.

VAT: car and boat dealerships

The measure 
A voluntary disclosure scheme will be introduced for motor vehicle and boat dealerships selling cars and boats that 
have been zero‑rated on the basis that they have been adapted for use by wheelchair users.

Dealers will be encouraged to report sales of adapted motor vehicles and boats to HMRC, to gather further 
information about the use of the zero rate relief and possible abuse. 

Who will be affected?
Motor vehicle and boat dealers.

When?
No timeframe has been given for the introduction of the proposed scheme.

Our view 
HMRC has been concerned about abuse in this area. Dealers who have been challenged by HMRC on the zero‑rating of vehicles 
may welcome this approach. We consider it is important that this scheme remains voluntary, so as not to impose additional 
compliance burdens on dealers. 

VAT: education

The measure 
The Government will be reviewing the VAT exemption for providers of education, especially at university degree level, 
to ensure that commercial providers are treated fairly.

Who will be affected?
Few details are available but presumably commercial providers of education (especially at university degree level).

When?
The changes will be introduced in Finance Bill 2013.
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Our view 
There is some uncertainty around when a commercial provider of, say, higher education can exempt its supplies. We are assuming 
that this review might seek to remove this uncertainty.

VAT: freight transport 

The measure 
The Government has announced that it will introduce secondary legislation in autumn 2012 to formalise the 
arrangement (previously covered by an extra statutory concession) whereby supplies of freight transport and related 
services that take place wholly outside the EU are not liable to UK VAT when performed for UK customers. 

Who will be affected?
Providers of freight services and their customers.

When?
The changes will be introduced in autumn 2012.

Our view 
As the proposal formalises an existing arrangement, there will be little practical impact.

VAT: fuel scale charges 

The measure 
The VAT fuel scale charges, which impose a VAT charge on fuel provided free of charge to employees for private 
motoring, have been amended.

The Government will also be consulting on legislation to give effect to extra statutory concessions relating to fuel 
scale charges, and is also proposing to set out the revalorised fuel scale charges in an annual public notice with the 
force of law (instead of an annual statutory instrument, as at present). 

Who will be affected?
Any businesses which provide fuel free of charge to employees for private motoring (recovering the input tax 
thereon).

When?
The fuel scale charge changes will come into effect from 1 May 2012.

The legislation to set out annual fuel scale charges in an annual public notice would be introduced in Finance 
Act 2013.

Our view 
The annual amendments to the fuel scale charge are as expected.

The consultation seeks to streamline the rules regarding the fuel scale charge.

VAT: invoicing

The measure 
Minor changes will be made to bring the UK invoicing rules into line with the EU Invoicing Directive. 

Who will be affected?
There will be little practical impact for organisations which issue VAT invoices. 
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When?
The changes will apply from 1 January 2013. 

Our view 
The changes should be minor, and if anything, a simplification of the existing rules, to bring them into line with the EU Invoicing 
Directive. 

VAT cost‑sharing exemption

The measure 
Following the announcement at the 2011 Autumn Statement, the Government will introduce the VAT cost sharing 
exemption into UK legislation. Under current UK legislation, a VAT cost can arise creating a barrier to the sharing 
of costs and services by organisations making exempt supplies and, when implemented into UK VAT law, the 
cost‑sharing exemption will, in certain circumstances, remove this barrier. 

Who will be affected?
The exemption could be used by organisations making predominantly exempt supplies such as charities, universities 
and housing associations wanting to make efficiency savings by working together to achieve economies of scale. 

When?
The VAT exemption for services shared between VAT exempt bodies will be introduced in Finance Bill 2012. 

Our view 
The EU Principal VAT Directive provides that member states should, in certain circumstances where costs are being shared by 
groups of organisations making exempt supplies, exempt the supplies of services made between members of those groups. 
The UK had not previously implemented this provision and so this change is welcomed. 

VAT grouping: extra statutory concession 

The measure 
An existing extra statutory concession relating to VAT groups will be given statutory effect by legislation to be 
introduced in the Finance Bill 2012. The concession limits the value of an anti‑avoidance VAT charge that arises 
within a UK VAT group when an overseas member makes a charge to a UK member of the group. The concession 
ensures that the VAT charge excludes services which are provided in‑house and is limited to the value of services that 
have been brought in by the overseas member.

Who will be affected?
UK VAT groups that include overseas members and which are unable to fully recover the VAT they incur on 
expenditure. This is likely to include businesses in the financial services, health and education sectors amongst others. 

When?
The concession is already effective but will be given statutory effect in Finance Bill 2012.

Our view 
This measure ensures that UK VAT groups and UK businesses with overseas branches are taxed equally in respect of services 
bought in from overseas third parties.

VAT registration and deregistration thresholds 

The measure 
The taxable turnover registration threshold for VAT will increase from £73,000 to £77,000.
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The taxable turnover deregistration threshold for VAT will increase from £71,000 to £75,000.

The registration and deregistration thresholds for relevant acquisitions from other EU member states will increase 
from £73,000 to £77,000. 

Who will be affected?
Any business whose taxable turnover is close to the current VAT thresholds for registration and deregistration. 

When?
The new thresholds will have effect from 1 April 2012.

Our view 
As expected, the VAT registration and deregistration thresholds are increased again.

VAT registration threshold for businesses not established in the UK

The measure 
From 1 December 2012, the VAT registration threshold for businesses not established in the UK will be removed.

Who will be affected?
Businesses not established in the UK which were previously trading below the VAT registration threshold.

When?
From 1 December 2012.

Our view 
The removal of the VAT registration threshold for businesses not established in the UK will require all those businesses that 
make taxable supplies in the UK to register and account for VAT in the UK regardless of the value of the supplies made. This will 
particularly impact non‑established businesses making “one‑off” supplies of goods in the UK. 

VAT status of public bodies 

The measure 
UK law will be amended so that it reflects EU VAT law in respect of public bodies carrying out their statutory duties in 
competition with the private sector. EU law provides that, in such circumstances, the public body shall be treated in 
the same way for VAT purposes as a private sector provider. 

Who will be affected?
This is relevant to public bodies and, in particular, local authorities.

When?
In practice the UK already gives effect to the relevant EU law but new UK legislation will be introduced in Finance Bill 
2012 to give clear statutory effect to the primary EU law.

Our view 
The normal position for public bodies is that they fall outside the VAT net when they are carrying out activities as part of their 
statutory obligations. The new legislation gives greater certainty about the limited circumstances in which public bodies should be 
subject to the normal VAT rules.
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VAT treatment of cable based transport 

The measure 
A 5% reduced rate of VAT will apply to the carriage of passengers on small cable‑based transport. The rate will apply 
to vehicles that carry fewer than 10 people each (which are currently subject to VAT at the standard rate). This is 
because transport in larger vehicles is zero‑rated. 

The reduction will be evaluated after three years. 

Who will be affected?
Operators of small cable‑based transport.

When?
Consultation will take place in Summer 2012 with a view to introducing legislation in 2013.

Our view 
This measure goes some way towards standardising the VAT treatment applying to the carriage of passengers. 

Vehicle excise duty – car leasing businesses

The measure 
The Government will reduce the administrative burdens on car leasing businesses by extending the 
date‑to‑end‑month (DOEM) to vehicle excise duty (VED) exempt licences. Under the DOEM scheme a vehicle may be 
licensed at first registration for part of the month plus the normal 6 or 12 months.

The Government will reduce tax disc postage costs by extending to 14 days the grace period, following the payment 
of tax, on the non‑display of a tax disc in a vehicle.

Who will be affected?
Vehicle leasing businesses and owners of vehicles that fall under the VED scheme.

When?
Finance Bill 2013.

Our view 
The reduction in the administrative burden is a welcome change.
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Individuals Measures

45% top rate of income tax 

The measure 
Reduction of the top rate of income tax from 50% to 45%.

Who will be affected?
Individuals who have taxable income over £150,000.

When?
The reduced rate will apply from 6 April 2013.

Our view 
The Government has resisted an immediate reduction in the top rate of tax thus honouring its promise not to make any change 
while public sector pay is frozen. The proposed new top rate of tax is now more comparable with existing rates in other leading 
global economies.

Reducing the rate with effect from 2013 provides an extended opportunity for deferring income into 2013/14. However any such 
planning needs to be considered in the context of the complex rules on disguised remuneration which were introduced in the 
Finance Act 2011.

It is also worth noting that opportunities to achieve capital growth over income will remain attractive based on a rate differential 
of 19% (between income tax and national insurance contributions at 47% and capital gains tax of 28%).

Cap on unlimited income tax reliefs

The measure 
The Government proposes to legislate a cap on income tax reliefs claimed by individuals from 6 April 2013. This will 
not affect tax reliefs which are already capped, such as Enterprise Investment Scheme and pension reliefs, but may 
affect reliefs such as ‘sideways’ trading loss relief, interest relief on qualifying loans and gift aid relief. The cap will 
be set at the greater of 25% of income, or £50,000 in any one tax year. The Government is going to consult with 
charities and philanthropists to ensure that charities are not adversely affected. 

Who will be affected?

•	Individuals with high incomes who are looking to reduce their effective tax rates through claims for tax relief in 
excess of £50,000.

•	Charities which depend on large donations from philanthropists.

•	Subject to clarification, the rules could also impact entrepreneurs whose businesses generate losses which they 
would like to offset against other income (known as 'sideways' loss relief).

When?
There is to be a consultation period later this year once draft legislation is published. The Government intends to 
legislate in Finance Bill 2013, meaning the changes will be effective from 6 April 2013.
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Our view 
The objective to ensure that in any year taxpayers with very high incomes make significant tax contributions is difficult to argue 
against and is in accord with practice in certain other countries e.g. the US. We would hope that the government would introduce 
rules to allow the carry forward of unused relief so that individuals giving to charity or investing in business are not discouraged.

We await clarification as to exactly which reliefs the legislation will apply to as it is currently unclear to what extent ‘sideways’ 
losses are impacted by this measure. The stated intent is that capped reliefs would not be impacted. As certain ‘sideways’ losses, 
e.g. for inactive partners, are already capped this could in some circumstances give rise to active partners being able to claim less 
tax relief then those who are inactive in the business which we do not believe can be the intent. Should ‘sideways’ loss relief be 
caught we would hope that HMRC would introduce rules which acknowledge that restrictions on genuine business losses at a time 
of serious economic change may deter the establishment of new businesses by making it more difficult for those involved to make 
use of tax losses which are generated.

We welcome the consultation period, which as well as helping to ensure that charities are not adversely affected, should clarify 
the extent to which genuine business losses are impacted.

New stamp duty land tax rate for properties bought for more than 
£2 million

The measure 
There will be a new stamp duty land tax (SDLT) rate of 7% charged on residential properties acquired for more than 
£2 million. 

Who will be affected?
This will apply to individuals making such an acquisition. 

When?
Subject to transitional rules for contracts entered into before 22 March 2012, the 7% charge will apply for purchases 
with an effective date on or after 22 March 2012. 

Our view 
This rate is above the top rates in all major European countries but comes as no great surprise given recent statements and the 
apparent robustness of the prime residential market in the UK. 

Child Benefit

The measure 
A new income tax charge will be introduced for those in receipt of Child Benefit and where either the recipient or 
their partner has an income over £50,000 pa. The charge will rise at a rate of 1% of their Child Benefit award for 
every £100 of income above £50,000 and will fully cancel out the Child Benefit award for those with income of more 
than £60,000.

Who will be affected?
Families receiving Child Benefit where one or both partners have income of £50,000 or more. The higher earner in a 
family will have to bear the income tax charge and it will be assessed based on his or her individual income.

The charge will increase the marginal rate of tax for a higher rate taxpayer with two children and earning between 
£50,000 and £60,000 to 57.5% (excluding NIC) on income between £50,000 and £60,000.  An equivalent taxpayer 
with four children will have a marginal tax rate of 71.5% on income in that band. The income tax will be collected 
through self assessment and PAYE. 

When?
For the 2012/13 tax year, the charge will be based on any Child Benefit awarded between 7 January and 5 April 
2013. From 2013/14, the charge will be based on the full year’s award.
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Our view 
It is not clear how the additional income tax charge can be administered effectively, especially where there is uncertainty over the 
level of Child Benefit to be taxed and over which parent is the higher earner. It can be expected to test HMRC’s ability to process 
information and issue accurate PAYE coding notices. Any requirement for employers to collect information about employees’ Child 
Benefit entitlements would not be welcomed by employers. 

Anti avoidance: Life insurance policies 

The measure 
Gains from life insurance policies, life annuity contracts and capital redemption policies are taxed as income. 
The charge arises on the occurrence of a ‘chargeable event gain’ such as the maturity of a policy.

The Government announced today changes to the rules in calculating gains from certain policies and contracts.

The changes confirm that gains, which are subject to income tax, are not reduced by any untaxed gains earlier in the 
life of the policy or contract.

In addition, income gains are not reduced by the use of certain cluster arrangements. In addition, the Government 
has announced a consultation on reform to the time apportionment of gains when the taxpayer is not resident in the 
UK for a period. 

Who will be affected?
UK resident individuals who own life insurance policies, life annuity contracts and capital redemption policies, where 
there have been gains earlier in the life of the policy which were not subject to income tax, or certain cluster policy 
arrangements which defer income tax until the final policy in the cluster comes to an end. 

When?
The measures take immediate effect.

Our view 
It was predictable that HMRC would seek to negate tax planning strategies along these lines.  We hope that any future 
consultations in relation to policies held whilst a taxpayer was non‑resident would not seek to restrict the measure of relief 
currently available.

Amendment to sub‑sale relief 

The measure 
An amendment to sub‑sale relief to make it clear that it does not apply to the grant or assignment of options.

Who will be affected?
This measure is intended to block a specific SDLT avoidance scheme.

When?
The measure has effect in relation to the grant or assignment of options made on or after 21 March 2012.

Our view 
This is quite a targeted anti‑avoidance measure in that it is likely to do little collateral damage to situations outside the scheme.
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CGT charge on non‑resident corporate holding UK resident 
residential property 

The measure 
The Government proposes to legislate to introduce a CGT charge on residential properties sold by non‑UK resident 
non‑natural persons (eg companies and foundations) from 6 April 2013. A consultation period will be announced 
later this year alongside the consultation on the proposed annual Stamp Duty Land Tax (SDLT) charge on certain 
residential properties already held in such structures.

Who will be affected?
Non‑UK resident non‑natural persons owning UK residential property.

When?
There is to be a consultation period later this year. The Government intends to legislate in Finance Bill 2013, meaning 
the changes will be effective from 6 April 2013.

Our view 
This measure represents an extension to the current scope of CGT, and those affected will need to review their arrangements.

Changes to QROPS rules

The measure 
The Government will introduce changes to tighten up the tests to be a Qualifying Registered Overseas Pension 
Scheme (QROPS).  It will also make various amendments to the reporting requirements. 

Who will be affected?
People who are members of a QROPS or who wish to transfer their pensions into a QROPS, and QROPS scheme 
administrators. 

When?
The changes come into effect from 6 April 2012, although there are some transitional rules. 

Our view 
This is designed to strengthen the regime for the reporting of QROPS and powers of exclusion.  In particular, pension schemes 
established in countries that enact legislation, or otherwise create or use a pension scheme to provide tax advantages which are 
not intended to be available under QROPS rules, will be excluded from the QROPS regime. 

Dishonest agents 

The measure 

Legislation to address the matter of dishonest tax agents, announced in Budget 2011, will be introduced in Finance 
Bill 2012. The primary features of this legislation will be:

•	The imposition of a civil penalty;

•	Access to the agent's working papers, subject to the approval of the tax tribunal; and

•	An extension of the 'name and shame' regime, powers to publish the details of agents who have been penalised.

Where publication of the identity of the agent will involve the details of a third party organisation, the third party 
organisation will have explicit right to make representations (ie to argue as to why their details should not be 
published in association with that of the dishonest agent).

Who will be affected?
In addition to the dishonest agent, the legislation will impact upon any clients whose agent has been found to be 
dishonest, and any organisations that may have employed or engaged the dishonest agent.
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When?
The legislation is intended to have effect from 1 April 2013.

Our view 
Similar penalties, such as that imposed by Section 99 TMA 1970 for ‘assisting in preparation of an incorrect return’ have been in 
existence for some time and this legislation may be viewed as part of HMRC’s ongoing review and rationalisation of its powers 
and the associated penalties for non compliance.

EIS and VCTs 

The measure 
As previously announced in Budget 2011, the attraction of EIS and VCTs was enhanced through simplifications to the 
rules and increased thresholds. This included removing some restrictions on qualifying shares and types of investor. 
In addition, the EIS annual investment limit for individuals will be increased to £1 million from 6 April 2012.

Following consultation, the £500 minimum subscription for EIS will be removed. The definition of shares which 
qualify for relief will be widened and the rules relating to whether an investor in a company is connected will be 
relaxed.

For VCTs, the £1 million limit on investment by a VCT in a single company will be removed (except for companies in a 
partnership or joint venture).

The thresholds for the size of a qualifying company for both EIS and VCT will be increased and the maximum annual 
amount that can be invested in an individual company under all the venture capital schemes will be increased to 
£5 million. 

Who will be affected?
Individuals investing into these schemes and companies raising money under these schemes.

When?
The increase in the annual amount that an individual can invest under EIS will apply with effect from 6 April 2012.

The changes to EIS will apply to shares issued on or after 6 April 2012. The change to the investment limit by a VCT 
in a single company will apply to shares issued on or after 1 April 2012.

The increases to the company size limits and the annual investment amount that a company may receive for both 
EIS and VCT will have effect for investee company shares issued on or after 6 April 2012. This is subject to state aid 
approval. 

Our view 
These changes are welcomed as the schemes will be made easier for investors to use.

Employee share schemes review 

The measure 
The Office of Tax Simplification (OTS) has recently undertaken a review of the Government’s tax advantaged share 
schemes. Their findings and recommendations were published earlier in March 2012.

The Government has confirmed in the Budget that it will consider the recommendations of the OTS review and 
consult on how to take these proposals forward. 

Who will be affected?
Employers and employees that have used share remuneration schemes.

When?
It is expected that any amendments to the operation of tax advantaged employee share schemes would be included 
in Finance Bill 2013. 

59Deloitte’s Budget 2012 Coverage 

17686A sg Budget2012.indd   59 22/03/2012   05:57



Our view 
The OTS has considered a wide variety of changes to the operation of tax advantaged employee share schemes. Some changes 
relate to simplifying or harmonising the existing legislation while others would be more significant from a commercial perspective 
(for example, potentially reducing the required holding period to achieve maximum tax advantages under the HMRC approved 
Share Incentive Plan from five years to three years).

It is disappointing that there has not been more guidance at this time from HMRC as regards what changes they would expect to 
be adopted. We hope that HMRC will consult widely on the changes that they propose to adopt and/or publish draft legislation for 
consultation as early as practicable.

Enterprise Management Incentives (EMI)

The measure 
The limit set for the share option scheme focused on small and medium sized businesses, Enterprise Management 
Incentives (EMI), is set to increase.  Currently, the value of qualifying options which can be issued to any one 
employee is £120,000. This limit will be increased to £250,000.  The restriction, which stops further options from 
being granted until a period of three years has passed following the limit being reached, is to remain.  The overall 
company limit of options of £3 million is also set to remain.

The Government also proposes to reform EMI in Finance Act 2013 allowing gains arising from 6 April 2012 on the 
sale of shares acquired through an EMI scheme to be eligible for Entrepreneurs’ Relief.  This will reduce the effective 
rate of CGT suffered on any gains to 10%. The Government also proposes to consult on extending the EMI option 
scheme to academics, who do not always meet the qualifying criteria. 

Who will be affected?
Senior employees of small and medium sized businesses which issue EMI share options. 

When?
The Government needs state aid approval to implement this measure, but plans to push through the changes by 
Statutory Instrument as soon as possible given this constraint.

Our view 
This is a welcome increase to the limit, which will assist small and medium sized companies to retain and incentivise key 
employees.  We welcome the extension of Entrepreneurs’ Relief to shares acquired through an EMI scheme.  The impact of 
commercial constraints on the practical effect of this measure remains to be seen.

Extension of the proposed GAAR to cover stamp duty land tax 

The measure 
The General Anti‑Avoidance Rule (GAAR) will also be extended to cover SDLT.

Who will be affected?
Any taxpayers who engage in property transactions and who do not pay an appropriate amount of SDLT.

When?
The GAAR is set to be introduced in 2013.

Our view 
This is a little surprising given that SDLT already has its own GAAR, but this is untested in the courts and it may be that the 
Government do not have complete confidence in its effectiveness.
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General Anti‑Abuse Rule (GAAR) 

The measure 
As widely anticipated, the Government announced that it intends to accept the recommendation of the Aaronson 
report for the introduction of a narrowly‑focussed General Anti‑Abuse Rule (GAAR).

Who will be affected?
A consultation document will be released later this year, with the intention of introducing the new rule next year. 
It will apply to income tax, capital gains tax, corporation tax, petroleum revenue tax, NIC and SDLT.

When?
The GAAR will apply from April 2013.

Our view 
Our view is that a narrowly‑focussed GAAR, which targets transactions with the sole purpose of avoiding tax should cut down 
artificial, aggressive schemes, without adversely affecting business. A wider GAAR would simply add uncertainty and would not be 
helpful, either for HMRC or for business.

Gift Aid: Community Amateur Sports clubs and Charitable companies 

The measure 
Currently, Community Amateur Sports Clubs (CASCs) are not considered to be charitable companies for gift aid 
purposes and so to date have been able to reclaim tax paid under gift aid on a purely concessionary basis. Legislation 
will be introduced to ensure that CASCs have a statutory basis for making such repayment claims. 

A further measure, which was announced at Budget 2010, will enable charitable companies and CASCs to make 
claims for gift aid outside a tax return.

Who will be affected?
The measures will affect CASCs who claim repayment of tax under gift aid.

When?
The legislation to enable CASCs to reclaim tax under gift aid will be introduced in Finance Bill 2012 and will apply 
retrospectively from 1 April 2010 in relation to gift aid and 6 April 2010 in relation to claims. The measures enabling 
CASCs and charitable companies to make gift aid claims outside a tax return will apply for claims made on or after 
6 April 2012.

Our view 
Simplifications to how charities reclaim tax under gift aid are to be welcomed as part of the Government’s stated intention of 
making the tax system fairer.

HMRC information powers and penalties 

The measure 
The Budget announced a number of minor changes in regard to information powers and penalties that are to be 
introduced in Finance Bill 2013. These are:

•	Inflationary increases of fixed penalties – In addition to repealing a number of minor defunct penalties, the 
Government intends to introduce legislation to enable fixed penalties to be increased in line with inflation.

•	Real Time Information, late payment and late filing penalties – Following a consultation period before the 
summer, HMRC propose to introduce late payment and late filing penalties under the PAYE 'Real Time Information' 
process.
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•	Withdrawal of notice to file a self assessment return – In the context of penalties, HMRC propose to consult 
before introducing legislation that will enable HMRC, in appropriate circumstances, to withdraw a notice to file 
a self assessment return. Under the current system, where such a notice is served the self assessment computer 
system will automatically impose a penalty when returns are not filed by the filing date and this can result in a 
considerable number of appeals where taxpayers consider that the completion of a return is unwarranted. It is 
presumed that the intention of the legislation is to afford HMRC with a mechanism to prevent or override such 
issues.

•	FATCA – The Government has agreed to work with the governments of France, Germany, Italy and Spain to 
facilitate exchange of information between financial institutions and the US IRS for the purposes of the US Foreign 
Account Tax Compliance Act (FATCA). Following consultation with financial institutions, the necessary legislation 
will be included in Finance Bill 2013.

•	HMRC criminal investigations – In order to bring these powers in line with those for indirect tax and duties, 
legislation will be introduced to enable HMRC officers conducting criminal investigations into direct tax or tax 
credits to seize suspected criminal cash, and to exercise Proceeds of Crime Act 'search and seizure' warrants.

Who will be affected?
The proposed changes are part of HMRC’s ongoing review of their powers and penalties and will, in some form 
or another, impact upon all individuals, companies, employers and so on as HMRC move increasingly towards a 
‘behavioural’ regime where compliance is encouraged and non‑compliance penalised.

When?
It is envisaged that the proposals will be included in Finance Bill 2013.

Our view 
Compared with the major changes to penalties and information powers introduced in Finance Acts 2007 and 2008, these are 
minor changes which form part of HMRC’s on‑going review and rationalisation of their information powers and the associated 
penalties for non‑compliance. The proposed change that would allow HMRC to withdraw a notice to file a self assessment return 
will present a simple solution to a long‑standing problem and is to be welcomed.

Income tax rates and personal allowances 

The measure 
The Government announced that the additional rate of tax for income in excess of £150,000 will be reduced from 
50% to 45% from 6 April 2013. A corresponding reduction of the special additional rate that applies to dividends 
will be made. This rate will reduce from 42.5% to 37.5% of the gross dividend. This equates to a reduction in the 
effective rate of tax on a net dividend from 36.11% to 30.55%. There is no change in income tax rates between 
2011/12 and 2012/13. The trust rate of tax will be reduced from 50% to 45% and the dividend trust rate will be 
reduced from 42.5% to 37.5%.

As previously announced, the standard personal allowance will increase from £7,475 to £8,105 from 6 April 2012. 
A further increase to £9,205 from 6 April 2013 was announced today. Basic rate taxpayers will benefit from these 
increases at their marginal rate. There will be savings for many higher rate taxpayers with income of less than 
£100,000, but these will be modest due to restrictions in the basic rate band. Individuals with income in excess of 
£100,000 will continue to have their allowances withdrawn at a rate of £1 for every £2 of income.

The Government announced its intention effectively to phase out age‑related personal allowances due to further 
planned increases in the standard personal allowance. Age‑related allowances will be frozen at 2012/13 levels 
and will eventually be aligned to the standard personal allowance when it reaches the same level. The 2012/13 
age‑related allowance for individuals born between 6 April 1938 and 5 April 1948 will be £10,500. The allowance 
for those born before 6 April 1938 will be £10,660. Individuals who were born after 5 April 1948 will never become 
entitled to age‑related allowances. Age‑related allowances are tapered to the standard personal allowance where 
income exceeds £25,400 in 2012/13. Further tapering is applied where income exceeds £100,000, in the same way 
as it applies to the standard personal allowance.

Who will be affected?
The changes in the additional rates of tax will affect individuals with income in excess of £150,000. The increases 
in the personal allowance will affect most taxpayers with income of less than £118,410. The freezing of age‑related 
allowances will affect individuals born before 6 April 1948.
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When?
Increases in the standard personal allowance will be made in 2012/13 and 2013/14. Age‑related personal allowances 
will be frozen from 6 April 2013. The reduction in the additional rates of tax will take effect from 6 April 2013.

Our view 
The 5% reduction in the additional rate of tax is welcome news for those with income in excess of £150,000.

The increases in the standard personal allowance will primarily benefit taxpayers earning less than £100,000. This benefit will be 
eroded as income increases. Individuals without personal allowances will suffer additional income tax due to the restriction in the 
basic rate band.

The freezing of age‑related allowances will come as a blow to individuals entitled to it who may have been expecting it to increase 
in line with inflation. Additionally, some taxpayers will narrowly miss out on age‑related allowances due to the date of birth cut off 
of 5 April 1948.

Inheritance tax: avoidance using offshore trusts 

The measure 
Non‑UK domiciled individuals who settle foreign assets into trust (“excluded property” trusts) can normally benefit 
from an inheritance tax (IHT) exemption in relation to those assets. The Government is targeting IHT avoidance 
schemes where UK domiciled individuals acquire an interest in a pre‑existing excluded property trust in an attempt to 
secure IHT benefits similar to those enjoyed by non‑UK domiciled settlors. 

The new measures will ensure that assets acquired by a UK domiciled individual in this manner will be treated as if 
they were, at the point of acquisition, transferred by them to a UK trust. This will mean that, on acquiring an interest 
in settled assets, the reduction in value of the UK domiciled individual’s estate is immediately chargeable to IHT and 
the settled property is subject to periodic and exit charges. 

Who will be affected?
Individuals (or their executors) and trustees who enter into schemes which involve a UK domiciled individual 
acquiring a life interest in an excluded property trust.

When?
Periodic and exit charges will apply to all new and pre‑existing arrangements. In addition, an IHT charge, based on 
the reduction in value of a taxpayer’s estate, will apply to all acquisitions which take place on or after 21 March 2012.

Our view 
This builds on measures previously announced and it is not unexpected that further legislation is being introduced to stop schemes 
of this nature.

Inheritance tax: spouses and civil partners domiciled outside the UK 

The measure 
The Government will commence a consultation process on increasing the Inheritance Tax (IHT) exempt amount 
that an individual can transfer during lifetime or on death to their spouse or civil partner, where their spouse or civil 
partner is not UK domiciled for IHT purposes. The exempt amount currently stands at £55,000. It is proposed that 
this limit will be increased to the level of the prevailing nil rate band (£325,000 2012/13) for non‑domiciled spouses 
and civil partners.

Together with the increase in the exempt transfer limit for non‑UK domiciled individuals, it has also been proposed 
that the non‑UK domiciled spouses or civil partners will be able to make an election to be treated as UK domiciled 
for IHT purposes. The benefit of this would be that the couple would benefit from a total exemption from IHT on 
transfers during life and on death between themselves. It is suggested that this election would continue indefinitely 
until the individual is non‑UK resident for several years. 

Who will be affected?
Married or civil partnership couples where one of the parties is non‑UK domiciled for IHT purposes.
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When?
The Government will consult on this legislation over the summer with the intention that legislation will be included in 
Finance Bill 2013.

Our view 
We welcome this consultation as it will provide individuals with choice, and will resolve the discrepancy between transfers 
between UK and non‑UK domiciled spouses and civil partners. We await the consultation document, expected early this summer, 
for more details.

Life insurance: qualifying policies

The measure 
The Government has announced that it will limit the premiums that can be paid into qualifying life insurance policies 
each year with effect from 6 April 2013. Policies issued on or after this date will only be Qualifying Policies where the 
premiums payable for an individual into a policy or policies do not exceed £3,600 each year. These provisions will 
ensure that income tax relief continues to apply to benefits from these policies but only in respect of the premiums 
paid before 6 April 2013 and premiums paid up to the limit on or after this date. This measure will be the subject of 
formal consultation with legislation to be introduced in Finance Bill 2013.

Who will be affected?
Individuals paying premiums into a qualifying life insurance policy.

When?
The changes will take effect from 6 April 2013, and transitional provisions will also apply to qualifying policies issued 
on or after 21 March 2012 and before 6 April 2013, and before 21 March 2012 where certain variations are made 
after this date, subject to a formal consultation.

Our view 
Whilst this change is unexpected, it does tie in with the theme of the Government attempting to cap the amounts that can be 
contributed into certain savings vehicles. Premiums payable into non‑qualifying policies continue to be uncapped.

Personal service companies and IR35 

The measure 
The Government has announced in today’s Budget that changes will be made to the existing legislation on the use of 
personal service companies.

Consultation will be held on proposals which would require office holders or controlling persons who are integral to 
the organisation to have PAYE and NIC deducted at source.

In addition, HMRC have undertaken to strengthen specialist compliance teams and to simplify the way the legislation 
is administered. 

Who will be affected?
Office holders or controlling persons of personal service companies. 

When?
The consultation process is being brought forward to be included in Finance Bill 2013.
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Our view 
Whilst some will be disappointed that these rules remain in place, simplification of legislation is to be welcomed. In the meantime 
we await the start of the consultation process to understand better the criteria to be used by organisations in determining which 
individuals are integral to a business. 

Reform of non‑domicile taxation

The measure 
Non‑domiciled individuals over the age of 18 who have been resident in the UK for twelve or more years from 6 April 
2012 and who wish to retain access to the remittance basis of taxation must pay an increased annual charge of 
£50,000. The current annual charge of £30,000 will be retained for those who have been resident for at least seven 
of the past nine years but fewer than twelve years, and wish to claim the remittances basis, unless their unremitted 
income and gains are less than £2,000 in the year.

There will be an incentive for non‑domiciled investors who want to invest in UK businesses. Investment in certain 
eligible ventures made using offshore funds will not be regarded as a taxable remittance. Eligible investments include 
commercial trades carried on with a view to making a profit, R&D companies, property development and commercial 
property investment. Investments in limited liability partnerships are currently excluded from this incentive.

Who will be affected?
Non‑domiciled individuals who are over the age of 18 who have been resident in the UK for twelve or more years 
from 6 April 2012 for the increased remittance basis charge.

Non‑domiciled individuals considering remitting funds into the UK for investment in businesses. 

When?
The new rules will apply from 6 April 2012.

Our view 
The changes to the taxation of non‑domiciled individuals were anticipated and although the increase in the annual charge will not 
be welcomed by those that have to pay it, it is clear that the decision has been made on the grounds of fairness. We anticipate 
that the increase in the charge may influence some non‑domiciled individuals to file on the arising basis.

The incentive for business investment is a welcome decision and should encourage investment and employment within the UK.

Remote gambling taxation

The measure 
Remote gambling will be taxed on the basis of the place of consumption, meaning that operators will pay tax on 
gambling profits generated from customers in the UK, whether the supplier is in the UK or elsewhere.

Who will be affected?
The betting and gaming industry. 

When?
The changes will be introduced in December 2014.
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Our view 
The changes to on‑line gambling will mean that all on‑line gambling by UK gamblers will be taxed in the UK from December 2014 
at a rate of 15%. The current tax treatment is driven by whether the bookmaker/casino/bingo or ‘website’ is in the UK which 
has led to most on‑line gambling operators being established offshore with the Chancellor estimating that only 10% of on‑line 
gambling by UK participants is currently taxed in the UK. Having already consulted on whether to introduce a tax on this basis 
and, given that other regulated gambling markets within the EU tax gambling in this way, this proposed change is not a surprise.

A further detailed consultation will take place shortly and both the proposed rate and the start date will be kept under review. 
Whilst on‑line gambling businesses will be disappointed to hear the news, the effective date is later than some had feared. 
The most important consideration will be whether the rate does stay at the proposed 15%. The Treasury estimates that in the first 
full year of operation (2015/16) the net benefit to the Exchequer from the new tax will be £240m. Industry will be concerned that 
too high a rate may lead to a ‘grey market’ for less scrupulous operators.

Statement of Practice (SP1/09) 

The measure 
Statement of practice (SP 1/09) deals with the tax treatment of employees who are entitled to overseas workday 
relief. This applies to employees who are resident but not ordinarily resident in the UK, who have a single contract 
of employment covering both UK and overseas duties and who have their remuneration paid into a single offshore 
account.

SP 1/09 provides a relaxation of the complex remittance rules, making it easier for employees to indentify and remit 
taxed employment income in preference to untaxed income. This measure will put the benefit conferred by SP 1/09 
on a statutory footing.

Who will be affected?
Individuals who are resident but not ordinarily resident in the UK and have a single contract of employment covering 
duties carried out in the UK and overseas.

When?
The legislation will be effective from 6 April 2013.

Our view 
We welcome the Government’s commitment to maintaining the practices set out in the Statement of Practice, in conjunction with 
the decision to retain overseas workdays relief. For overseas workdays relief to be effective, it is important that foreign employees 
on UK secondment are able to remit their UK earnings in priority to their relevant foreign earnings, and that their advisers and 
HMRC are able to check easily whether funds remitted include amounts other than UK taxable earnings. 

Statutory residence 

The measure 
The statutory residence test originally announced in Budget 2011 is to be implemented. No further details have been 
announced since the consultation document in December 2011, however the Government plans to publish draft 
legislation after Budget 2012 following the public consultation last year.

Who will be affected?
Individuals who spend time in the UK or who are looking to leave the UK.

When?
The Government will legislate the statutory definition of residence in Finance Bill 2013, taking effect from 6 April 2013.
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Our view 
The current rules that determine tax residence for individuals are unclear and complex. This has been demonstrated in a number of 
recent high profile tax cases. A statutory residence test for individuals will provide greater clarity.

Tax avoidance: corporate settlor interest trusts 

The measure 
The Government announced today amendments to one aspect of the rules contained within the settlements 
legislation. This change will mean that income cannot now be charged to a corporate, or similarly, a settlor 
that retains an interest in the settlement; such income will now be taxed on the beneficiaries as if it were not 
settlor‑interested.

This change has arisen from the disclosure of certain schemes which had resulted in income being chargeable on 
corporates to avoid higher and additional tax. 

Who will be affected?
Settlements where a corporate settlor has retained an interest. 

When?
This change will have affect on and after 21 March 2012. 

Our view 
This legislation clarifies the position of a corporate settlor, which has been unclear for some time. 

UK/Switzerland tax agreement 

The measure 
As part of the Budget announcements, the Government confirmed its intention to ratify the tax agreement between 
the UK and Switzerland so that it will apply from 1 January 2013.

The agreement, which was initially entered into on 6 October 2011 and amended by a Protocol dated 20 March 
2012, has four main effects:

•	A one‑off levy to be applied to accounts held in Switzerland by UK residents who fail to authorise disclosure of the 
accounts to the UK authorities. The rate of the levy will depend upon the period over which an investment has 
been held and the level of accumulation of income and ranges between a minimum of 19% and a maximum of 
34% of the capital in the account at a specified date;

•	A withholding tax on income and gains arising on Swiss accounts held by UK residents from 1 January 2013 unless 
the individual authorises disclosure to the UK authorities. The rate of deduction will also depend on a number of 
variables and range from a minimum of 27% on capital gains to a maximum of 50% on interest income;

•	A levy on the assets of an individual who dies on or after 1 January 2013 (which again can be avoided by 
disclosure);

•	Enhanced exchange of information between the two tax authorities.

Under the terms of the agreement, where accounts are subject to a retention under the 2004 agreement between 
the EU and Switzerland, an account can be subject to a separate ‘tax finality payment’ which, together with the 
retention, will achieve an outcome equivalent to the withholding tax mentioned above.
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Who will be affected?
UK resident taxpayers with accounts and investments with Swiss financial institutions, including non‑domiciled 
individuals. Whilst the precise workings of the agreement are yet to be finalised, UK resident individuals with Swiss 
investments effectively face the option of either authorising disclosure of their Swiss investments and investment 
income to the UK tax authorities or suffering a one‑off lump sum deduction from their capital and on‑going 
deduction of withholding tax.

When?
Assuming ratification by both the UK and Swiss governments during 2012, the agreement takes effect from 1 January 
2013.

Our view 
The signing of the Protocol on 20 March 2012 is the latest stage in a process that began with exploratory talks between HMRC 
and Switzerland in October 2010 and forms part of a continuing drive to discourage investment in tax havens. Whilst directed at 
the actions of non‑compliant taxpayers who have chosen to hide the proceeds of tax evasion offshore, the implementation of the 
agreement will also present challenges to those compliant taxpayers who have Swiss investments but who have correctly declared 
their Swiss income to the UK authorities and to those UK resident but non‑domiciled individuals whose Swiss investment income 
does not give rise to a UK tax charge.
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Employer Measures

Employers contributions paid to pensions of spouses or family 
members 

The measure 
The Government will legislate to ensure that arrangements where an employer pays a pension contribution into 
a registered pension scheme for an employee’s spouse or family member, as part of their employee’s flexible 
remuneration package, cannot be used to obtain tax and NIC advantages for the employee or the employer. 

The Government has also confirmed that the annual allowance will remain at £50,000 for the 2012/13 tax year.

Who will be affected?
This will affect employees, and their employers, who seek to maximise the pension tax relief allowances available to 
family members of employees.

When?
Family pensions will cease to be tax and National Insurance Contributions (NIC) effective from 6 April 2013.

Our view 
Family pensions remain an attractive opportunity for 2012/13, particularly where the maximum allowance carry forward is still 
available, which can mean that the contributions qualifying for tax and NIC relief in 2012/13 can be up to £250,000. 

Those affected may wish to explore alternatives including unfunded pension arrangements and other wealth creation plans. 
However, they will need to bear in mind that the Government has stated that it intends to monitor the growing use of unfunded 
pension arrangements and remains ready to act to prevent new and extensive use of these arrangements.

Changes to the cost of providing company cars and private fuel 

The measure 
A number of changes announced in this year’s Budget will have an impact on the cost of company cars and private 
fuel to both employers and employees.

Company car tax rates
The company car tax rates to 2013‑14 were already known. In line with motoring industry requests, the Government 
has announced rates for a further three tax years until 2016‑17. In 2014‑15, the appropriate percentage of a 
company car’s list price subject to tax will increase by one percentage point over the prior year for cars emitting 
more than 75g/km of carbon dioxide, to a maximum of 35 per cent and by two percentage points, to a maximum of 
37 per cent in both 2015‑16 and 2016‑17.

The special rates that exist for zero emission and ultra low carbon cars until 2014‑15 will be replaced with 13% in 
2015‑16 and 15% in 2016‑17. The 3% supplement for diesel cars will be removed from April 2016.

The Government also announced that certain security enhancements will be excluded from being treated as 
accessories for the purpose of calculating the cash equivalent of the benefit on company cars made available for 
private use. These changes take effect retrospectively from 6 April 2011.

Private fuel benefit
The multiplier used to calculate the cash equivalent of the benefit of free fuel provided to employees will increase 
from £18,800 to £20,200 from April 2012. The Government has also announced that there will be a further increase 
to this multiplier for 2013‑14 by 2% above the rate of inflation.
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Capital allowances and lease rental restriction
The period through which 100% first year capital allowances are available on expenditure on cars will be extended 
until April 2015. However, from April 2013 the emissions threshold will decrease from 110g/km to 95g/km.

From April 2013, the threshold for expenditure on cars to fall into the main pool (annual rate at 18%), rather than 
the special rate pool (annual rate at 8%) decreases from 160g/km to 130g/km. In alignment with this, tax relief 
available to employers is restricted (at 15%) on the lease rentals for cars with emissions over 130g/km.

Vehicle Excise Duty (VED)
It has been announced that VED rates will increase in line with the Retail Prices Index (RPI) from April 2012. 
The Government will seek the views of motoring groups and consider whether to reform the calculation of VED over 
the medium term.

Who will be affected?
Those affected are:

•	Employers who buy or lease cars that are made available to their employees for business and private use;

•	Employers who provide fuel for private use to company car drivers as a benefit;

•	Employees in receipt of a company car and private fuel.

When?
The measures have a staggered affect, with private fuel having an immediate impact from April 2012 and capital 
allowance and lease rental restriction consequences from April 2013.

Our view 
There are a number of changes to the taxation of company cars, all aimed at increasing the tax charge suffered on cars with 
higher emissions. Changes to the capital allowance and tax relief rules will lead to an increase in the tax take in excess of £600 
million on company cars over 4 years. This means that businesses should review their current fleet arrangements and particularly 
the carbon footprint in order to manage costs.

Enterprise Management Incentives (EMI)

The measure 
The limit set for the share option scheme focused on small and medium sized businesses, Enterprise Management 
Incentives (EMI), is set to increase.  Currently, the value of qualifying options which can be issued to any one 
employee is £120,000. This limit will be increased to £250,000.  The restriction, which stops further options from 
being granted until a period of three years has passed following the limit being reached, is to remain.  The overall 
company limit of options of £3 million is also set to remain.

The Government also proposes to reform EMI in Finance Act 2013 allowing gains arising from 6 April 2012 on the 
sale of shares acquired through an EMI scheme to be eligible for Entrepreneurs’ Relief.  This will reduce the effective 
rate of CGT suffered on any gains to 10%. The Government also proposes to consult on extending the EMI option 
scheme to academics, who do not always meet the qualifying criteria. 

Who will be affected?
Senior employees of small and medium sized businesses which issue EMI share options. 

When?
The Government needs state aid approval to implement this measure, but plans to push through the changes by 
Statutory Instrument as soon as possible given this constraint.
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Our view 
This is a welcome increase to the limit, which will assist small and medium sized companies to retain and incentivise key 
employees.  We welcome the extension of Entrepreneurs’ Relief to shares acquired through an EMI scheme.  The impact of 
commercial constraints on the practical effect of this measure remains to be seen.

Employee share schemes review 

The measure 
The Office of Tax Simplification (OTS) has recently undertaken a review of the Government’s tax advantaged share 
schemes. Their findings and recommendations were published earlier in March 2012.

The Government has confirmed in the Budget that it will consider the recommendations of the OTS review and 
consult on how to take these proposals forward. 

Who will be affected?
Employers and employees that have used share remuneration schemes.

When?
It is expected that any amendments to the operation of tax advantaged employee share schemes would be included 
in Finance Bill 2013. 

Our view 
The OTS has considered a wide variety of changes to the operation of tax advantaged employee share schemes. Some changes 
relate to simplifying or harmonising the existing legislation while others would be more significant from a commercial perspective 
(for example, potentially reducing the required holding period to achieve maximum tax advantages under the HMRC approved 
Share Incentive Plan from five years to three years).

It is disappointing that there has not been more guidance at this time from HMRC as regards what changes they would expect to 
be adopted. We hope that HMRC will consult widely on the changes that they propose to adopt and/or publish draft legislation for 
consultation as early as practicable.

Dishonest agents 

The measure 
Legislation to address the matter of dishonest tax agents, announced in Budget 2011, will be introduced in Finance 
Bill 2012. The primary features of this legislation will be:

•	The imposition of a civil penalty;

•	Access to the agent's working papers, subject to the approval of the tax tribunal; and

•	An extension of the 'name and shame' regime, powers to publish the details of agents who have been penalised.

Where publication of the identity of the agent will involve the details of a third party organisation, the third party 
organisation will have explicit right to make representations (ie to argue as to why their details should not be 
published in association with that of the dishonest agent).

Who will be affected?
In addition to the dishonest agent, the legislation will impact upon any clients whose agent has been found to be 
dishonest, and any organisations that may have employed or engaged the dishonest agent.

When?
The legislation is intended to have effect from 1 April 2013.
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Our view 
Similar penalties, such as that imposed by Section 99 TMA 1970 for ‘assisting in preparation of an incorrect return’ have been in 
existence for some time and this legislation may be viewed as part of HMRC’s ongoing review and rationalisation of its powers 
and the associated penalties for non compliance.

Employer asset‑backed pension contributions

The measure 
Draft legislation was published on 29 November 2011 designed to prevent asset‑backed pension schemes from 
claiming tax relief in excess of the fair value of scheme assets. The changes followed an earlier consultation by HMRC 
on how best to ensure that the tax relief given to employers properly reflects the value of the contributions received 
by the scheme. The effect of the legislation is to prevent upfront relief to an employer where the total payments to 
be made under an asset‑backed arrangement will vary according to the future funding position of the scheme.

Following disclosure that there were ways in which these asset‑backed arrangements could be structured to gain 
upfront relief even though the payments would vary, the Treasury announced further legislation on 22 February 2012, 
the effect of which is to deny upfront relief unless the total of all asset‑backed payments to the pension scheme are 
of fixed equal annual amounts.

The changes now announced, and backdated to 29 November 2011, include further revenue protection measures to 
recover relief where an employer ceases to be chargeable to tax, for example when it winds up or migrates from the 
UK. There are further anti‑abuse provisions to ensure that no one is placed in a more tax‑advantaged position as an 
unplanned consequence of the rules introduced in February.

In broad terms, upfront pension tax relief will be given to the employer only where the asset‑backed arrangement 
falls within the structured finance arrangements (SFA) rules. There will be no relief for any ongoing payments except 
finance charges recognised in the employer or special purpose vehicle accounts. Any excess relief will be recovered 
if the financial liability recognised in the accounts in relation to an asset‑backed arrangement that comes within the 
scope of the SFA rules is subsequently reduced by an event other than the making of payments by the employer. 
Further, relief will be denied or recovered if an employer sets up an avoidance scheme in order to receive relief that 
exceeds the total amount of payments made to the pension scheme under the arrangement.

Who will be affected?
Sponsoring employers, scheme administrators and trustees of registered pension schemes that are using or 
considering using asset‑backed pension contribution arrangements.

When?
The legislation will take effect from 29 November 2011 in order to reduce forestalling risks to the Exchequer.

Our view 
Due to the uncertain state of the economy and volatile pension deficit levels for defined benefit pension schemes, the use of these 
asset‑backed funding arrangements has been increasing. These arrangements can help businesses reduce pension scheme deficits 
in a way that preserves cash flow by not requiring an immediate, large upfront cash contribution, while also providing security 
to the scheme trustees. These changes will severely restrict the flexibility provided by asset‑backed plans, which the Government 
initially indicated it wanted to preserve, and must be considered an unwelcome development.

General Anti‑Abuse Rule (GAAR) 

The measure 
As widely anticipated, the Government announced that it intends to accept the recommendation of the Aaronson 
report for the introduction of a narrowly‑focussed General Anti‑Abuse Rule (GAAR).

Who will be affected?
A consultation document will be released later this year, with the intention of introducing the new rule next year. 
It will apply to income tax, capital gains tax, corporation tax, petroleum revenue tax, NIC and SDLT.
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When?
The GAAR will apply from April 2013.

Our view 
Our view is that a narrowly‑focussed GAAR, which targets transactions with the sole purpose of avoiding tax should cut down 
artificial, aggressive schemes, without adversely affecting business. A wider GAAR would simply add uncertainty and would not be 
helpful, either for HMRC or for business.

HMRC information powers and penalties 

The measure 
The Budget announced a number of minor changes in regard to information powers and penalties that are to be 
introduced in Finance Bill 2013. These are:

•	Inflationary increases of fixed penalties – In addition to repealing a number of minor defunct penalties, the 
Government intends to introduce legislation to enable fixed penalties to be increased in line with inflation.

•	Real Time Information, late payment and late filing penalties – Following a consultation period before the 
summer, HMRC propose to introduce late payment and late filing penalties under the PAYE 'Real Time Information' 
process.

•	Withdrawal of notice to file a self assessment return – In the context of penalties, HMRC propose to consult 
before introducing legislation that will enable HMRC, in appropriate circumstances, to withdraw a notice to file 
a self assessment return. Under the current system, where such a notice is served the self assessment computer 
system will automatically impose a penalty when returns are not filed by the filing date and this can result in a 
considerable number of appeals where taxpayers consider that the completion of a return is unwarranted. It is 
presumed that the intention of the legislation is to afford HMRC with a mechanism to prevent or override such 
issues.

•	FATCA – The Government has agreed to work with the governments of France, Germany, Italy and Spain to 
facilitate exchange of information between financial institutions and the US IRS for the purposes of the US Foreign 
Account Tax Compliance Act (FATCA). Following consultation with financial institutions, the necessary legislation 
will be included in Finance Bill 2013.

•	HMRC criminal investigations – In order to bring these powers in line with those for indirect tax and duties, 
legislation will be introduced to enable HMRC officers conducting criminal investigations into direct tax or tax 
credits to seize suspected criminal cash, and to exercise Proceeds of Crime Act 'search and seizure' warrants.

Who will be affected?
The proposed changes are part of HMRC’s ongoing review of their powers and penalties and will, in some form 
or another, impact upon all individuals, companies, employers and so on as HMRC move increasingly towards a 
‘behavioural’ regime where compliance is encouraged and non‑compliance penalised.

When?
It is envisaged that the proposals will be included in Finance Bill 2013.

Our view 
Compared with the major changes to penalties and information powers introduced in Finance Acts 2007 and 2008, these are 
minor changes which form part of HMRC’s on‑going review and rationalisation of their information powers and the associated 
penalties for non‑compliance. The proposed change that would allow HMRC to withdraw a notice to file a self assessment return 
will present a simple solution to a long‑standing problem and is to be welcomed.
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Personal service companies and IR35 

The measure 
The Government has announced in today’s Budget that changes will be made to the existing legislation on the use of 
personal service companies.

Consultation will be held on proposals which would require office holders or controlling persons who are integral to 
the organisation to have PAYE and NIC deducted at source.

In addition, HMRC have undertaken to strengthen specialist compliance teams and to simplify the way the legislation 
is administered. 

Who will be affected?
Office holders or controlling persons of personal service companies. 

When?
The consultation process is being brought forward to be included in Finance Bill 2013.

Our view 
Whilst some will be disappointed that these rules remain in place, simplification of legislation is to be welcomed. In the meantime 
we await the start of the consultation process to understand better the criteria to be used by organisations in determining which 
individuals are integral to a business. 

PAYE penalties

The measure 
The Government has already announced the introduction of Real Time Information for PAYE purposes. Under Real 
Time Information employers will have to provide HMRC with a detailed return of income and tax withholding every 
time a payment is made to an employee. The Government has now confirmed that it will consult before the summer 
on a new model for PAYE late payment and late filing penalties, ahead of the main roll‑out of Real Time Information.

Who will be affected?
Employers operating PAYE under Real Time Information. 

When?
The new rules are expected to apply before the main roll out of Real Time Information in October 2013.

Our view 
The introduction of PAYE Real Time Information brings enormous complications and places significant administrative burdens on 
employers. This measure recognises the requisite preparation required to ensure a smooth implementation and we welcome the 
decision to consult with employers on the potential penalty regime which will apply. It is to be hoped that the Government will 
recognise the difficulties faced by employers in implementing Real Time Information and ensure that the penalty regime does not 
penalise employers for minor errors. Many employers will be operating Real Time Information before October 2013 and we believe 
clarification is required in relation to the penalty regime which will apply to such employers in the meantime. 

VAT: fuel scale charges 

The measure 
The VAT fuel scale charges, which impose a VAT charge on fuel provided free of charge to employees for private 
motoring, have been amended.

The Government will also be consulting on legislation to give effect to extra statutory concessions relating to fuel 
scale charges, and is also proposing to set out the revalorised fuel scale charges in an annual public notice with the 
force of law (instead of an annual statutory instrument, as at present). 
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Who will be affected?
Any businesses which provide fuel free of charge to employees for private motoring (recovering the input tax 
thereon).

When?
The fuel scale charge changes will come into effect from 1 May 2012.

The legislation to set out annual fuel scale charges in an annual public notice would be introduced in Finance Act 
2013.

Our view 
The annual amendments to the fuel scale charge are as expected.

The consultation seeks to streamline the rules regarding the fuel scale charge.
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Stamp Tax Measures

New stamp duty land tax rate for properties bought for more than 
£2 million

The measure 
There will be a new stamp duty land tax (SDLT) rate of 7% charged on residential properties acquired for more than 
£2 million. 

Who will be affected?

This will apply to individuals making such an acquisition. 

When?

Subject to transitional rules for contracts entered into before 22 March 2012, the 7% charge will apply for purchases 
with an effective date on or after 22 March 2012. 

Our view 
This rate is above the top rates in all major European countries but comes as no great surprise given recent statements and the 
apparent robustness of the prime residential market in the UK. 

Amendment to sub‑sale relief 

The measure 
An amendment to sub‑sale relief to make it clear that it does not apply to the grant or assignment of options.

Who will be affected?
This measure is intended to block a specific SDLT avoidance scheme.

When?
The measure has effect in relation to the grant or assignment of options made on or after 21 March 2012.

Our view 
This is quite a targeted anti‑avoidance measure in that it is likely to do little collateral damage to situations outside the scheme.

Extension of the proposed GAAR to cover stamp duty land tax 

The measure 
The General Anti‑Avoidance Rule (GAAR) will also be extended to cover SDLT.

Who will be affected?
Any taxpayers who engage in property transactions and who do not pay an appropriate amount of SDLT.

When?
The GAAR is set to be introduced in 2013.
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Our view 
This is a little surprising given that SDLT already has its own GAAR, but this is untested in the courts and it may be that the 
Government do not have complete confidence in its effectiveness.

New consultation on an annual levy for properties held by companies 
worth over £2 million 

The measure 
Consultation is announced on an annual, valued based levy where residential properties over £2 million are held by 
companies. 

Who will be affected?
All investors in companies, funds or other entities holding such properties. 

When?
It will commence in April 2013. 

Our view 
This measure has the same anti‑avoidance purpose as the 15% charge, but may be seen as necessary to catch properties already 
held through companies before Budget day. 
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