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Introduction

Bill Dodwell, Head of Tax Policy as Deloitte, comments on the Budget

Is Budget 2013 a social media story? Chancellor George Osborne arrived on Twitter with his first tweet and 
photograph at 8.08am on Budget Day. His second tweet explained that he wouldn’t be tweeting during the speech 
itself, which no doubt was a good plan. Tweets about the UK Budget averaged 6,000 per hour on Budget Day – but 
hit 60,000 during the hour Mr Osborne spoke.

Deloitte’s analysis of the words and phrases used in the speech revealed four key themes including two tax topics: 
corporation tax and National Insurance; housing and active monetary policy.

Corporate Tax road‑map

Corporation tax is about completion of the Coalition Government’s Corporate Tax road‑map. The main rate of 
corporation tax will be cut to 20% from 1 April 2015; this, together with the 21% rate from 2014, will be included 
in Finance Bill 2013 and enacted by the end of July. There’s an important simplification dividend as well, since it will 
no longer be necessary to calculate the number of associated companies and perform marginal rate calculations. 
Above‑the‑line R&D tax credits go ahead at 10%, as does the 10% Patent Box and the various creative industries tax 
reliefs. EU approval is still awaited for video games relief as the Commission perhaps struggles to identify a ‘culturally 
British’ video game. There’s a bit of anti‑avoidance in relation to corporate tax loss selling. The change targets the 
sale of companies with excess capital allowances and other unclaimed potential losses. Consultation on the draft law 
is promised, even though it will apply from Budget Day.
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Employee tax changes

National Insurance is all about a new £2,000 relief which will be offered to all employers from April 2014. 98% of 
the benefit will go to small employers and 450,000 employers will escape employer NIC completely. In 2016, the end 
of the second state pension and the start of the uprated single state pension will liberate £2.2 billion of NI rebates, 
which will support the introduction of the new social care support package and the new childcare tax relief.

Tax avoidance

No Budget would be complete without an anti‑avoidance and tax evasion package. The focus this year is on the 
introduction of automatic information exchange, where the Crown Dependencies and Overseas Territories will 
provide the UK with details on income earned by UK residents. There will also be targeted avoidance to counter 
some partnership arrangements, which have been used to save employer NIC through disguised employment and 
also to shift losses artificially to individuals. A consultation will consider the issues before changes take effect from 
April 2014.

Finally, the shape of the important Procurement measures has been announced. The Government has decided that 
these will not look back before 1 October 2012 which means that suppliers do need to comply fully with current and 
future tax obligations – but don’t need to worry about the past.
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What our experts say

Personal tax matters

The Chancellor stated several times his aim for this to be a Budget for people who “aspire to work hard and get on.” 
Several measures are being introduced to support this aim:

•	The introduction of a £10,000 personal allowance from 6 April 2014, reducing tax bills for 24 million taxpayers by 
£200 and taking 2 million people out of the tax system altogether. The Government had previously announced an 
ambition to introduce a £10,000 personal allowance by the end of the current Parliament in 2015, so it is good to 
see this accelerated by 12 months.

•	The tax free limit that employers can provide tax free loans to Loans for employees has been doubled from 
£5,000 to £10,000. The limit had been £5,000 for many years so this is good news for employees who receive tax 
free loans from their employers for things like season tickets. For those increasingly travelling significant distances 
to their place of work and paying more than£5,000 for their season tickets, this will be a welcome change.

•	The Capital Gains Tax re‑investment relief under the Seed Enterprise Investment Scheme (“SEIS”) which was 
introduced from 6 April 2012 was due to end on 5 April 2013. It has now extended such that 50% the amount 
invested in SEIS qualifying businesses can be used to offset gains arising in 2013/14. This isn’t quite the tax holiday 
that it was portrayed to be in the Chancellor’s speech today as the existing CGT relief actually provides for 100% of 
the amount invested to qualify for the re‑investment relief.

•	A new capital gains tax exemption is to be introduced from 6 April 2014 on a qualifying disposal of a controlling 
interest in employee owned structures.

Not surprisingly to help fund these changes a new package of measures is to be introduced to combat aggressive 
avoidance and abusive tax planning. The UK has agreed measures with the Isle of Man, Guernsey and Jersey 
Governments to clamp down on those who hold undeclared money offshore.

The package consists of:

•	An agreement to automatically exchange financial information on UK taxpayers with accounts in the Isle of Man, 
Guernsey and Jersey.

•	A disclosure facility to allow people to disclose their previous tax affairs in advance of the information being 
automatically exchanged. This will most likely operate along the same lines as the Liechtenstein Disclosure Facility 
which has been in operation since 2009.

Also on tax avoidance, we can expect to see organisations promoting aggressive tax planning schemes and 
arrangements named and shamed in future!

With regard to Inheritance Tax, there will be a consultation on simplifying the calculation of the 10 year and exit 
charges on trusts. The simplified measures are expected to take effect from 6 April 2014. The calculation of these 
charges is notoriously complex and this measure will be keenly received by trustees and those advising them.

The IHT nil rate band is to be frozen at £325,000. The IHT exemption for transfers from UK domiciled spouses 
to non‑UK domiciled spouses is to be increased to £325,000 (it is currently £55,000). A new measure to enable 
a non‑domiciled spouse or civil partner to elect to be treated as a UK domiciled spouse or civil partner will be 
introduced in the 2013 Finance Bill.

With regard to measures previously announced, it is confirmed that the new “Annual Residential Property Tax” 
(“ARPT”) on the ownership of properties worth more than 2million owned via “Non‑Natural Persons” (essentially 
companies) will proceed as planned from 1 April 2013. Interestingly the “ARPT” seems to have been renamed the 
“Annual Tax in Enveloped Dwellings” “ATED” which I suppose rolls off the tongue rather more easily!

On face of it a good budget for earners. And a cheaper pint of beer or two to celebrate!
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Partnerships: in HMRC’s sights

As a choice of business vehicle, partnerships offer a level of flexibility which continues to encourage their increasing 
use across a range of sectors beyond their traditional use by professions and small businesses. The other sectors 
include including hedge funds, film partnerships, the property sector and the corporate business world generally. 
The perception at HMRC is that, in some cases, this flexibility has been taken too far and “the misuse of partnership 
rules has become a feature of many avoidance schemes”. The Chancellor has therefore announced an intention to 
consult, this spring, on new legislation designed to target the use of partnerships to artificially reduce tax liabilities. 
Two specific areas of review have been highlighted:

One concern is that employer NIC revenues are being lost as a result of the granting of LLP member status to 
individuals who would otherwise be employees.

HMRC intend to address this by removing the current presumption that LLP members are self‑employed. No further 
detail has been announced but we would anticipate that this could be accompanied with a substance test for 
determining whether an individual is to be treated as a partner or an employee.

Any such substance test is likely to mirror the case law tests already applied to general partnerships and those 
applied for employment law purposes. These focus on “hallmarks of equity ownership” such as voting rights, capital 
contribution, exposure to losses and remuneration which varies in direct correlation to the results of the business.

Many LLPs would say that the commercial advantage of extending their pool of members has been the improved 
performance which has come from increased enfranchisement and this only comes with some degree of genuine 
equity participation. Therefore many will consider such a substance test to be reasonable and, indeed, anticipated. 
It is to be hoped that the test will be framed in such a way as to avoid uncertainty around the ‘middle ground’ 
and without discouraging such enfranchisement (particularly in light of the benefits, acknowledged in other 
announcements, of encouraging wider equity participation for those who work within a business).

We will need to wait for the publication of the consultation document for detail as to what HMRC may have in mind. 
However there are two areas which we understand them to be considering.

The first is the use of corporate partners alongside individual partners.

Increased use of corporate partners is in part explained by commercial and regulatory complexities but often also 
by a desire by business to take advantage of the UK’s low rates of corporation tax (scheduled to decrease even 
further following today’s announcements). There is a wide spectrum of ways in which corporate partners can be 
used. However, it would seem that, at one end of the spectrum, there are arrangements which HMRC consider to 
be designed to artificially manipulate the rate differential between (low) corporation tax rates and (high) income tax 
rates.

The second area of likely focus, the subject of recent press attention, is the use of partnerships to allow wealthy 
individual investor‑partners to benefit from tax incentives such as Business Premises Renovation Allowances (BPRA). 
While some of these partnerships will be genuine commercial property development ventures, HMRC perceives that 
some may be largely tax‑motivated. We may well see extension of the loss restriction rules applicable to “trades” to 
businesses (of all sorts) to catch these arrangements.

The good news is the announcement of a consultation period which will minimise the risk of inadvertent adverse side 
effects for genuinely commercial business.

Small businesses may also benefit from a review of partnership tax rules by the Office of Tax Simplification also 
announced today.

R&D Tax Relief crosses the line!

Beginning next month, companies claiming R&D tax relief under the ‘large company scheme’ will be entitled to 
payable cash credits equal to 10% of qualifying expenditure. The new measure will be particularly beneficial to 
companies without tax liabilities who under the old super‑deduction scheme could only carry forward their increased 
tax losses and who saw no immediate cash benefit. The new R&D expenditure credit will also allow companies to 
account for the relief in their operating profits, better incentivising investment in R&D. The chancellor has today 
announced an increase in the rate from 9.1% to 10% making the scheme even more beneficial.
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The new R&D expenditure credit scheme for large companies will provide support to a wide range of industries and is 
predicted to provide additional relief of £1.1bn to innovative companies over the next 5 years. This together with the 
patent box relief which comes into effect from April this year and other measures such as the £2.1bn relief for the 
aerospace industry announced this week provides a strong package of support for innovation in the UK and a boost 
to global competitiveness.

Deloitte welcomes the increase in benefit. Our view put forward in the consultation process was that a headline 
rate exceeding a threshold of 10% will have a positive impact on the behaviour of R&D budget holders due to the 
psychological impact of a double digit relief rate.

The new R&D Expenditure Credit is being introduced alongside the existing super‑deduction scheme. 
Companies have a three year period in which to elect into the new credit scheme following which the old 
super‑deduction scheme will disappear from April 2016.

The policy goals of the R&D relief are for it to be accounted for “Above the Line” allowing companies to treat the 
credit like a grant and net it against the expenditure in their accounts thus providing increased visibility of the relief to 
R&D decision makers and making the relief more effective in maintaining and growing investment in R&D in the UK. 
The impact of the change will be the establishment of a closer connection between the relief and a companys R&D 
and technology teams.

One consequence of the increase in the benefit rate to 10% is that it will give a higher rate of post‑tax relief 
compared to the existing super‑deduction scheme from the outset (7.7% versus 6.9%) and this differential will 
increase as the tax rate continues to fall such that for the year ended March 2016, the post‑tax rate of relief for 
the new credit will be 8% compared to 6% for the super‑deduction scheme. This will increase the incentive for 
companies to elect out of the existing scheme and into ATL before it becomes mandatory in April 2016.

Although it has taken a long time to get to this point (following three rounds of consultation which began in 2010), 
the draft scheme design does reflect the degree to which HM Treasury has engaged with and responded to a number 
of concerns raised by industry.

For example, in the most recent round of consultation, companies in the defence sector pointed out that, unlike 
the existing super‑deduction scheme, the Ministry of Defence (MoD) would look to claw back the new credit in the 
pricing of non‑competitive R&D contracts. In response, the government has stated that this issue will be addressed by 
the Single‑Source Regulations Office – an independent body to be set up in 2014/15 and tasked with amending and 
overseeing single‑source pricing regulations. Until then those companies affected may decide to continue claiming 
under the existing scheme.

Other issues were raised in relation to the proposed PAYE/NIC cap to be imposed on the payable credit available 
to companies without tax liabilities. Although seen as necessary to protect against abuse of the scheme, there is a 
concern that legitimate claims by companies which incur a high proportion of externally provided workers (such as 
in the software industry) or consumable items (typically manufacturers) could have their claims unfairly restricted. 
In addition the cap as it is currently drafted could penalise groups who have a single group employment company. 
We expect the definition of the cap to be revised in the Finance Bill next week to include PAYE/NIC in respect of 
connected party externally provided workers and we are hopeful that the level of the cap will be raised.
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Business Measures

Base Erosion and Profit Shifting (BEPS)

The measure
The Chancellor today confirmed the Government’s support for the work of the OECD on addressing the issue of base 
erosion and profit shifting by multinational companies.

The OECD recognises that the interaction between domestic tax laws in different countries and the international 
tax system that has developed over the last 85 years may not have kept pace with globalisation and modern‑day 
centralised business models, or the use of the internet for business. The issues that arise cannot be dealt with 
effectively by individual governments acting alone, but require international coordination and consensus.

The OECD issued its initial report on Addressing Base Erosion and Profit Shifting in February 2013, in time for the 
G20 meeting in Moscow. The report concludes that further work is needed. In particular, the OECD identifies six key 
pressure areas:

•	Hybrid instruments and entities that create mismatches in tax treatment between different jurisdictions;

•	Transfer pricing, in particular in relation to risks and intangibles, and transactions that are rarely seen between 
third parties;

•	The allocation of taxing rights between countries, in particular in relation to digital goods and services;

•	The tax treatment of intra‑group financing, including debt and captive insurance;

•	The effectiveness of anti‑avoidance rules such as GAARs, CFC legislation, and anti‑treaty abuse rules; and

•	Harmful preferential low‑tax regimes.

The OECD will consider each of these areas, and at the same time review and appraise fundamental tenets of 
the existing system for international taxation, such as the balance between tax at source (eg withholding taxes, 
permanent establishments) and tax on the basis of residence. The initial report recognises that changes will need 
to be implemented, and that challenges (such as the existence of more than 3,000 bilateral double tax treaties) will 
need to be overcome via ‘innovative solutions’.

The OECD’s work has the unanimous support of the OECD’s 34 member states, and the backing of the G20. 
In addition, countries with observer status at the OECD, including importantly China and India, have also expressed 
their support for the project. Three working groups have been set up to work on distinct areas of the project:

•	Transfer pricing, which will be chaired by the UK;

•	Base erosion, which will be chaired by Germany; and

•	Allocation of taxing rights, which will be chaired jointly by the US and France.

Who will be affected?
All companies operating cross‑border may be affected, and in particular those with internet businesses.

When?
The next step is for the OECD to consider a detailed action plan in June 2013, including specific measures, the means 
to implement those measures quickly, and a timetable. The plan is for changes to be finalised within two years.
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Our view
The global recession means that all governments are increasingly keen to ensure that tax revenues from multinationals are 
recognised in their respective countries. International coordination is key to ensuring that changes to the taxation of cross‑border 
activities do not lead to double taxation. The alternative, with countries introducing unilateral measures, will lead to even more 
uncertainty for business.

The challenge for the government and the OECD is to find a balance between updating the international tax system to prevent 
issues of double non‑taxation and ensuring that it remains fit for purpose for internet and globalised businesses on the one hand, 
whilst maintaining a business‑friendly environment that attracts investment and allows the creation of employment and economic 
growth on the other.

The timetable is aggressive – and there will no doubt be pressure to achieve quick wins. History has shown that it takes time for 
the OECD to achieve consensus on points of detail, despite their reciprocity, as countries consider the effect on their individual 
economies.

Above the Line (ATL) R&D tax relief – R&D expenditure credits

The measure
The Government has confirmed the introduction of the R&D expenditure credits for large companies and increased 
the headline rate from 9.1% to 10%. Companies will have to elect into the new regime as it will operate alongside 
the existing super‑deduction relief until the R&D expenditure credits become mandatory in April 2016. The R&D 
expenditure credit is designed to make R&D relief more visible to those making investment decisions so will be 
reflected in a company’s operating profit rather than in the tax entries.

Who will be affected?
All companies making large company R&D tax relief claims will need to consider whether they should elect into the 
R&D expenditure credit scheme before it becomes mandatory in April 2016. Companies with no corporation tax 
liability, such as those with tax losses, will now be able to access payable cash credits subject to a PAYE/NIC cap. 
The details of the cap may still be revised and final details are expected to be included in the draft Finance Bill. For tax 
paying companies the R&D expenditure credit will be given as a discharge against the company’s corporation tax 
liability.

When?
The R&D expenditure credit will be introduced alongside the existing super‑deduction in April 2013, and will fully 
replace the super‑deduction in April 2016.

Our view
Deloitte welcomes the increase in benefit. Our view put forward in the consultation process was that a headline rate exceeding a 
threshold of 10% will have a positive impact on the behaviour of R&D budget holders due to the psychological impact of a double 
digit relief rate. This view was re‑enforced by our clients.

Overall we believe the new R&D expenditure credit is a step in the right direction and is estimated to provide an additional 1.2bn 
of relief over the next 5 years. Together with the new ‘patent box’ regime, which is also effective from April 2013, the new 
measures will be welcomed by companies engaged in R&D activity and should be effective at promoting the UK as an economy 
which supports innovation.

Corporation tax rates and deferred tax impacts

The measure
Legislation will be introduced in Finance Bill 2013 to reduce the main rate of corporation tax for non ring fence 
profits from 22% to 21% for the financial year commencing 1 April 2014 and from 21% to 20% for the financial year 
commencing 1 April 2015.

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).
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When?
Under both UK GAAP and IFRS, the changes relating to the 21% and 20% rates will arise for balance sheet dates 
falling on or after substantive enactment of the change.

Substantive enactment will occur when the Finance Bill 2013 has passed through the final reading in the House of 
Commons which usually occurs at some point in June or July 2013.

For US GAAP filers, the changes will apply to balance sheets falling on or after the full enactment of the Finance Bill 
2013 which will occur it receives Royal Assent which is likely to be in July 2013.

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.

Abolition of Schedule 19 Stamp Duty Reserve Tax

The measure
The SDRT charge under Schedule 19 Finance Act 1999, for which fund managers are liable when investors surrender 
their units in UK unit trust schemes or shares in UK open‑ended investment companies will be abolished.

Who will be affected?
UK asset managers, fund administrators and investors in UK unit trust schemes and OEICs.

When?
From 1 April 2014.

Our view
This measure is very welcome after more than a decade of lobbying to abolish an anti‑competitive charge that is complex, costs 
the fund industry so much to administer, and yet raises relatively little for the Exchequer. It is anticipated that its removal will 
entice funds to domicile in the UK and allow UK funds to attract more non‑UK investors.

It is also timely, as it enhances the UK’s competitiveness when 11 other EU member states have introduced or proposed financial 
transaction taxes.

Abolition of Stamp Duty & Stamp Duty Reserve Tax on Junior 
Market Shares

The measure
Legislation is to be introduced in the Finance Bill 2014 which will abolish, from 1 April 2014, stamp duty and SDRT 
on share transactions in UK companies quoted on growth markets such as the Alternative Investment Market (the 
London Stock Exchange’s international market for smaller companies) and the ISDX Growth Market (ICAP’s SME 
market).

Who will be affected?
Investors in shares quoted on AIM and ISDX Growth Market.

When?
From 1 April 2014.

Our view
This change in policy makes London even more attractive for Small Caps and IPOs, particularly in view of the financial transaction 
taxes (FTTs) recently introduced in France and Italy, and the European Commission’s proposal for an FTT across 11 EU member 
states from January 2014.
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Aggregates Levy

The measure
It was announced in the Budget that the rate of Aggregates Levy will remain unchanged at £2.00 per tonne of 
aggregate (rock, sand and gravel) that is commercially exploited.

Who will be affected?
Businesses registered for Aggregates Levy will continue to account for the levy. As previously, any commercial 
exploitation of aggregates may give rise to a requirement for registration at any time. Buyers of aggregate and 
aggregate based products should see no levy‑induced increase in their costs.

When?
The existing rate continues after 1 April 2013.

Our view
There remain complexities in the operation of Aggregates Levy. Increasing the rate would have exacerbated these. Also, as 
Aggregates Levy serves to increase the cost of capital and infrastructure developments, retaining the established rate at this time is 
welcomed.

Air Passenger Duty (APD) – rates increased in line with RPI

The measure
The Government announced it will increase APD rates in line with RPI with effect from 1 April 2013 and again in line 
with RPI on 1 April 2014.

The new rates are as follows:

Bands (approximate 
distance from 
the UK)

Reduced Rate (lowest class of travel)
Standard rate (other than lowest class 

of travel) Higher rate

From 1 April 
2012

From 1 April 
2013

From 1 April 
2012

From 1 April 
2013

From 1 April 
2014

From 1 April 
2013

From 1 April 
2013

From 1 April 
2014

Band A 
(0 – 2000 miles)

13 13 13 26 26 26 52 52

Band B 
(2001 – 4000 miles)

65 67 69 130 134 138 268 276

Band C 
(4001 – 6000 miles)

81 83 85 162 166 170 332 340

Band D 
(over 6000 miles)

92 94 97 184 188 194 376 388

Who will be affected?
Airlines and, with effect from 1 April 2013, private and business jets and, of course, passengers departing UK 
airports.

When?

1 April 2013 and 1 April 2014.

14



Our view
The announcement that APD will rise as planned will frustrate airlines and the travel industry which have lobbied hard against 
the tax. It seems, however, that the Government is committed to retaining APD, not least because HMRC calculates that it raises 
£3 billion per year and only costs 0.06 pence to collect for every £1 raised.

However, the debate on APD is more complex – the aviation industry has put forward arguments that the tax does not help the 
UK’s competitiveness, given that the majority of EU Member States do not have a similar tax.

There are also clear areas where APD causes distortions of competition and requires reform. For example, a passenger flying from 
Belfast to Alicante will pay £13 APD if they fly direct but will pay £26 APD if they make the same journey but by booking two 
connecting flights through London with budget airlines. The same passenger will pay 3 Irish Air Travel Tax APD if they go over the 
border and catch their flight to Alicante from Dublin.

Amendments to the offshore funds tax regulations

The measure
Offshore funds rules are amended to introduce a ‘belt and braces’ anti‑avoidance rule, which makes it clear that an 
offshore income gain will arise on the disposal of a reporting fund that was a non‑reporting fund prior to either a 
share for share exchange or scheme of reconstruction.

There will also be other technical changes which, when published, will be subject to a 6 week consultation period:

•	Currently offshore reporting funds that wish to distribute an amount equal to the reportable income for a period 
may still have excess income reportable where there is a change in the number of investors between year‑end and 
the date of distribution. This anomaly is expected to be rectified so that no excess reportable income will arise.

•	The current offshore fund rules strictly prescribe the order of offset of “full equalisation” by the investor. This is to 
be amended so that investors can offset the equalisation against their capital gains base cost.

•	Where reportable income is calculated using “income adjustments”, the rules are to be amended to allow any 
excess expenses from one computational period to offset reportable income of other computational periods within 
the same reporting period.

Who will be affected?
Offshore funds

When?
From 20 March 2013

Our view
The technical amendments to the offshore funds rules are welcome and demonstrate that HMRC are listening and making 
pragmatic changes that reflect industry concerns. We will continue to engage with HMRC on the offshore funds tax rules.

Anti‑avoidance: offshore intermediaries

The measure
As announced on 16 March 2013, the Government has confirmed that they will undertake a formal consultation on 
proposed measures to ensure that businesses cannot achieve a tax advantage by using offshore intermediaries to 
avoid employment taxes, in particular employers’ National Insurance. The Government estimates that this measure 
could save up to £100 million per year.

Who will be affected?
Businesses who make use of offshore corporate vehicles to employ UK workers and through this avoid UK 
employment taxes.
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When?
HMRC will issue a consultation document on the design and operation of the proposed measures in May this year. 
Legislation is expected to be included in Finance Bill 2014 with it envisaged that the new measures will come into 
force on 1 April 2014.

Our view
The Government had previously announced in the 2012 autumn statement that they were reviewing this area, so a formal 
consultation was not unexpected. The rules are not targeted at any specific business sector but could have a material impact in 
sectors such as the oil and gas industry where the use of offshore employment vehicles is common practice.

Anti‑avoidance: Partnerships

The measure
The Government has announced that it will undertake a formal consultation on two measures designed to counter 
the perceived misuse of partnership tax rules, namely;

•	Removal of the presumption of self employment for partners in Limited Liability Partnerships (LLPs) – designed to 
tackle the disguising of employment relationships.

•	Countering artificial allocation of profits/losses to partners (not limited to just LLP members) designed to achieve a 
tax advantage.

Who will be affected?
Partners in LLPs or general partnerships.

When?
Any measures would be introduced following a consultation period. Any new rules would not be expected to take 
effect before April 2014.

Our view
The Government had previously announced in December 2012 that it was reviewing this area, so a formal consultation is not 
unexpected. The removal of the presumption of self employment could, however, risk creating great uncertainty as to whether 
individuals are partners or not.

Bank levy

The measure
The Government has announced that the bank levy rates will be further increased, from 1 January 2014, to 0.142% 
for short‑term chargeable liabilities and 0.071% for long‑term chargeable equity and liabilities.

The Government also re‑confirmed that the bank levy rates for 2013, announced at the Autumn Statement in 
December 2012; the rates from 1 January 2013 to 31 December 2013 will be 0.13% for short‑term chargeable 
liabilities and 0.065% 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 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.

The Government has also confirmed that it will legislate in Finance Bill 2013 to ensure that, from 1 January 2013, 
foreign bank levies paid by a foreign banking group trading in the UK cannot be claimed as a deduction against UK 
corporation tax and income tax. Transitional arrangements will also make clear that a claim to double taxation relief 
in respect of a foreign bank levy will prevent that foreign bank levy from being deducted against corporation tax and 
income tax. This was previously announced at the Autumn Statement.
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Who will be affected?
UK banks, banking groups, building societies and foreign banking groups operating in the UK

When?
The new rates of 0.142% and 0.071% will apply from 1 January 2014.

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 2014 year end would have an effective rate of approximately 0.133% (0.13% 
to 31 December 2013 and 0.142% from 1 January 2014).

Our view
This is the sixth increase in bank levy rates since the levy was first announced in 2010. The new rates from 1 January 
2014 represent a 61% increase on the levy rates for 2012 and are almost double the initial levy rates proposed.

The Government has again cited two reasons for the further increase in the levy rates:

1. to ensure that the Bank Levy raises at least £2.5 billion per annum; and

2. to offset the reduction in corporation tax rates announced in this and previous Budgets.

As a number of banks have disclosed the amount of bank levy they expect to pay for 2012, we had predicted that the actual yield 
will fall somewhat short of the Government’s target. The rate increases are therefore not unexpected.

The OBR has now forecast a yield for the bank levy of £1.6 billion for 2012/13; this is a reduction compared with £1.8 billion 
forecast at the time of the Autumn Statement. The OBR’s forecast yield for 2013/14 is £2.7 billion (also reduced, from £2.8 billion 
at the Autumn Statement).

One of the bank levy’s original aims was to complement wider regulatory reforms aimed at improving financial stability, by 
encouraging banks to adopt less risky funding models. As banks continue to shrink their balance sheets and improve their funding 
profile in response to these regulatory and commercial pressures, their bank levy cost reduces. Hence the Government has needed 
to keep raising the levy rates in order to achieve its targeted yield.

There are currently only around 30 groups within the scope of the bank levy, due to the £20 billion allowance, meaning that it is 
likely to be one of the most efficient tax raising measures for HMRC to administer. Over 60% of the bank levy cost falls on the big 
four UK banks.

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. Although some countries including Germany and France also have bank levies, most major international 
banking centres (such as the US, Switzerland, Singapore and Hong Kong) do not operate a bank levy.

It is intended that the bank levy will be reviewed during 2013 to make sure it is operating efficiently.

Bank and building society capital instruments

The measure
The Government will, following the conclusion of the Capital Requirements Directive IV, issue secondary legislation 
to confirm and ensure that banks’ additional tier one debt capital instruments, both already in issue and yet to be 
issued, will be deductible for a bank in computing its profits for corporation tax purposes.

The Government re‑confirmed that legislation will be introduced in Finance Bill 2013 to clarify that the coupons 
payable on tier two debt instruments, already in issue or yet to be issued, will be deductible for the purposes of the 
bank’s corporation tax computation.

After consultation, draft regulations, The Building Societies (Core Capital Deferred Shares) Regulations 2013, have 
also been issued. These regulations provide that where a building society issues deferred shares, or converts existing 
securities into deferred shares, that will from part of its core tier one capital, those shares will be taxed in the same 
way as a company’s issued share capital (and therefore differently to most existing building society shares such as 
permanent interest bearing shares or PIBs). The proposed changes ensure that building societies will not be able to 
deduct coupon payments on such deferred shares in computing corporation tax liabilities and will bring deferred 
shares within the scope of stamp duty and capital gain tax for investors.
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Who will be affected?
UK banks, banking groups, building societies and foreign banking groups operating in the UK

When?
For banks’ additional tier one debt: following conclusion of CRD IV.

For banks’ tier two debt: to have effect from 26 October 2012.

For building societies’ deferred shares: to take effect from a date to be set out in the final regulations.

Our view
Due to the significant regulatory capital changes proposed by Basel III for banks and similar organisations and implementation of 
those principles within the EU by CRD IV, concerns have been raised on the UK tax treatment of regulatory capital instruments.

HMRC have undertaken consultations to identify issues and inform tax policy. This consultation led to the Government introducing 
a power in section 221 Finance Act 2012 to issue regulations to make provision about the tax consequences in relation to 
securities of any regulatory requirement imposed by EU legislation or enactment on persons authorised for the purposes of 
FSMA 2000.

The previously announced draft clause in the Finance Bill introduces draft section 1032A CTA 2010 to ensure that payments on 
banks’ tier two regulatory capital instruments are not treated as non‑deductible distributions for tax purposes. Draft section 164A 
CTA 2010 ensures that the issue of tier two instruments do not break a bank’s corporate group for tax purposes.

The proposed section 1032A and two sets of proposed regulations mentioned above are in line with the policy and therefore 
welcome clarifications. We note that the changes to building societies are expected to generate additional tax revenues of 
£20 million per annum.

Banking Code of Conduct: Consultation to ‘name and shame’

The measure
Following the publication HMRC’s protocol in March 2012 the Government will consult on legislation to be included 
in the Finance Bill 2014 which will allow HMRC to publish an annual report regarding the operation of the Code 
of Practice on Taxation of Banks. In particular, this report may include the names of banks which HMRC considers 
are not complying with the code. The consultation will include the governance process around determining 
non‑compliance with the code and the content of the report.

Who will be affected?
This consultation will affect banks who have signed up to the Code of Practice on Taxation of Banks.

When?
The consultation will be launched in the summer.

Our view
We would expect affected taxpayers to be keen to review and comment upon the proposed legislation in particular any key 
differences from the position set out in the March 2012 protocol.

Capital allowances for railway assets and ships

The measure
Up until now, expenditure on the provision of railway assets and ships (defined per CAA 2001 s94 and s95) has 
been specifically excluded from eligibility for first year allowances (FYA). These assets were previously excluded from 
FYA treatment at a time when they were afforded protection from potentially being regarded as long‑life assets and 
hence subject to lower rates of annual writing down allowances. However, since 1 January 2011, they have lost this 
protection without the benefit of potentially being eligible for FYA.
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The Government is intending to remove the FYA exclusion for such assets such that qualifying expenditure will 
potentially be eligible for a 100% FYA, unless the expenditure falls within any of the other more general exclusions 
e.g. it is provided for leasing or on the provision of a long‑life asset.

Who will be affected?
Businesses incurring expenditure on railway assets or ships for their own use rather than for leasing.

When?
This measure will be included in Finance Bill 2013 and have effect from 1 April 2013.

Our view
This measure will rectify an anomaly that exists within the FYA provisions which deny an acceleration of tax relief for investment 
in railway assets and ships. However, many such assets have been historically acquired by lessors for lease to operators, and hence 
such expenditure going forward would continue to be excluded from FYA treatment.

Capital allowances – Enhanced capital allowances for energy saving 
technologies

The measure
A number of changes have been made to the enhanced capital allowances (ECA) regime in relation to energy saving 
or environmentally beneficial (water efficient) plant and machinery.

The list of energy saving assets qualifying for the accelerated 100% first‑year allowance will once again be updated 
to include a new sub‑technology; carbon dioxide heat pumps for water heating.

The criteria for 20 energy saving technologies will be revised and four sub‑technologies (automatic boiler blowdown 
control equipment; condensate pumping equipment; switched reluctance drives and automatic air purgers) will be 
removed from the scheme.

The list of water efficient assets qualifying for the accelerated 100% first‑year allowance will also be updated to 
include a new grey water re‑use technology. Two sub‑technologies within the water re‑use systems technology 
(efficient membrane filtration systems and wastewater recovery and re‑use) will be merged.

The criteria for water flow meters will be revised and the shower flow regulator sub‑technology (of the efficient 
showers technology) will be removed from the scheme.

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 2013 Parliamentary recess.

Our view
The impact of this measure is likely to be limited.

Capital allowances – Feed‑in tariffs and the renewable heat incentive 
for Northern Ireland

The measure
Changes have been introduced to align with the rest of the UK the treatment of expenditure incurred in Northern 
Ireland on plant and machinery that qualifies for both enhanced capital allowances (ECAs) and renewable heat 
incentive (RHI) payments.

Prior to the changes, in Northern Ireland, ECAs and the RHI were available for plant and machinery that qualifies 
for both types of incentives. In the rest of the UK, provisions introduced in Finance Act 2012 preclude expenditure 
incurred on plant and machinery that qualifies for feed‑in tariffs or the RHI from also qualifying for ECAs.
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ECAs are also to be denied in Northern Ireland in cases where expenditure is incurred on plant and machinery that 
generates revenues from the RHI.

In the event that feed‑in tariffs are introduced into Northern Ireland, ECAs will also be denied in respect of 
expenditure incurred on plant and machinery that qualifies for both ECAs and feed‑in tariffs.

Who will be affected?
Businesses in Northern Ireland investing in assets that qualify both for ECAs and the RHI.

When?
For expenditure incurred on plant or machinery from 1 April 2013 for corporation tax payers and 6 April 2013 for 
income tax payers except for 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 introduction of the provisions in the Finance Act 2012 to the rest of the UK denying ECAs where RHI payments are 
available, it is not surprising that the Government have aligned the treatment of the same assets in Northern Ireland.

Certainty on tax relief for Decommissioning costs

The measure
Following announcement at Budget 2012 that government would introduce a contractual regime to provide certainty 
on tax relief for decommissioning expenditure, today’s announcement confirms that draft legislation and a draft 
Decommissioning Relief Deed will be published with Finance Bill 2013. Draft legislation was initially published for 
consultation on 11 December 2012 and it is expected that next week’s legislation will reflect the outcome of that 
consultation.

Under the regime, government will have the power to enter into deeds with companies operating in the UK North 
Sea to guarantee the level of tax relief that will be available for decommissioning expenditure. Key features of the 
deed include:

•	A guaranteed payment from government if the amount of tax relief obtained for decommissioning expenditure is 
less than the amount due under the tax code in force at Royal Assent 2013.

•	Effective relief for decommissioning expenditure incurred in respect of another party’s liability (as a result of default) 
where full tax relief might otherwise have been unavailable.

•	Confirmation that payments obtained under the contract will not form part of taxable profits or chargeable gains 
of the company for corporation tax or supplementary charge purposes.

•	Targeted anti‑avoidance provisions to ensure that payments cannot be obtained under contract where abusive 
arrangements have been entered into, or where the principles of the contract have not been adhered to.

Finance Bill 2013 will also make a number of technical amendments to existing legislation to ensure that the 
Decommissioning Relief Deed framework operates as effectively as possible. Those changes should ensure that relief 
for certain categories of decommissioning, including site restoration costs and onshore assets used for the purposes 
of offshore oil and gas production is available under the tax code. The existing Inheritance Tax charge in respect of 
decommissioning security settlements will also be removed.

In addition, anti‑avoidance legislation will be introduced to restrict the availability of plant and machinery allowances 
in certain circumstances where decommissioning services are provided by a connected party.

Who will be affected?
Any company that does, intends to, or has carried out a ring fence trade in the UK North Sea, and any of their 
associated companies. Companies or groups who could be required to incur decommissioning expenditure in respect 
of a ring fence trade previously carried on are also affected.

When?
The measures will be effective in relation to expenditure incurred on or after the date of Royal Assent of Finance Bill 
2013. Decommissioning Relief Agreements are expected to be available for signature following Royal Assent in the 
course of 2013.
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Our view
The legislation to be introduced in Finance Act 2013 is the result of extensive consultation, and is expected to remove a major 
fiscal risk for investors in the UK North Sea. It is hoped that the measures will release significant funds for investment if they allow 
companies to move to post tax decommissioning guarantees. The government expects additional tax revenues of £.74bn from 
the changes in the period to 2018 as a result of increased investment and production. The measures are the result of extensive 
consultation with industry on the precise form and detail of the regime and are a welcome development.

Carbon capture and storage commercialisation competition

The measure
The Government has announced today the two winners of a competition for funds to develop a successful carbon 
capture and storage project. The competition was launched in April 2012, with initial bids submitted in July 2012. 
The successful consortia are the Peterhead Project in Aberdeenshire, Scotland (comprising Shell and Scottish and 
Southern Energy) and the White Rose project in Yorkshire (comprising Alstom, Drax, BOC and National Grid). 
Both projects intend to capture around 90% of the carbon dioxide produced from existing power stations, and 
transport the CO2 to either depleted oil fields or suitable saline aquifers under the North Sea.

The winners will now be asked to sign front end engineering and design contracts by Summer 2013, at which stage 
the Government will advance funds to the consortia which will help to fund the work required to allow the projects 
to proceed towards a final investment decision by summer 2015. At that stage further funds are intended to be made 
available by Government to allow construction and completion of the projects in the period from 2016 to 2020.

No details have been provided on how much funding will be provided in the first phase, although it was indicated at 
the start of the competition that up to 1bn may be made available in total.

Who will be affected?
The clear beneficiaries of the competition are the winning consortia. They will be able to proceed with their projects, 
at least to the FEED stage, and hopefully will demonstrate that CCS is a commercially viable technology that will 
transform the electricity sector in the UK, and potentially worldwide.

Further beneficiaries should include the contractors and sub‑contractors that will be engaged to support the 
development of these projects, and the UK supply chain that might develop to deliver the technology in the UK and 
abroad in the future.

When?
These projects should now move forward quickly, with contractual arrangements to be signed by Summer 2013, and 
significant expenditure will then be incurred over the next two years.

Our view
The carbon capture and storage projects in the UK have been stop‑start affairs over the past 5 years. The announcement today is a 
real step forward as it indicates the strength of Government commitment to developing this technology, it shows that Government 
is prepared to spend money to move things forward, and it puts the UK in the leading cohort of global developments which 
should allow it to capitalise on the knowledge in future.

Carbon Price Floor

The measure
The introduction of the Carbon Price Floor (CPF) was announced in Budget 2011 and comes into force with effect 
from 1 April 2013. This Budget confirms carbon price support (CPS) rates of Climate Change Levy for 2013‑14, 
2014‑15 and 2015‑16, clarifies which commodities will be subject to CPS, and which fall outside of CPS such as coal 
slurry and certain stand‑by generators. It also announces changes that will avoid double taxation where commodities 
are moved between generation stations. The measure also confirms that CPS rates will not be introduced in relation 
to fossil fuels used for generation in Northern Ireland.
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Who will be affected?
The measure will increase the cost of generation by large scale generators using fossil fuels ⬜ including generation 
using Combined Heat and Power plant (CHP) where capacity is over 2 megawatts. Exempt unlicensed generators 
and autogenerators (non‑utilities that consume more than 75% of the electricity they generate) with a generating 
capacity of up to 2 megawatts will not be required to apply for CPS. Those generators required to apply CPS and 
which are not already registered for Climate Change Levy, will be required to do so.

When?
CPS will apply to the first use of taxable commodities after 1 April 2013.

Our view
Clarification of operational aspects of CPS is welcomed. Given the increasingly diverse forms of fuel that are being used to 
generate electricity it is important to be able to forecast precisely where CPS will apply before investing in new technology.

Chief Constables: exemption from corporation tax

The measure
The introduction of elected Chief Constables and an elected Commissioner of Police of the Metropolis during 
2012 provided that each was to have the status of a ‘body corporate’. As a result of this status, they are liable to 
pay corporation tax on any profits. Consequently, legislation will be introduced to exempt Chief Constables and the 
Commissioner of Police of the Metropolis from corporation tax.

Who will be affected?
Chief Constables and the Commissioner of Police of the Metropolis.

When?
The measure will have retrospective effect: for the Commissioner of Police of the Metropolis the legislation will take 
effect from 16 January 2012, and for Chief Constables it will take effect from 22 November 2012.

Our view
The proposed measure is appropriate to remove this anomaly.

Climate Change Levy – possible future exemption for metallurgical 
and mineralogical process sector

The measure
The Government will consult the metallurgical and mineralogical process sectors regarding the introduction of a 
Climate Change Levy exemption for energy consumed in certain processes. CCL exemption is available where taxable 
commodities are not used as fuel (eg gas in some chemical processes). CCL exemption in these circumstances is 
available only with prior agreement and for very specific activities.

Who will be affected?
Businesses operating in these sectors that use energy in relevant processes. Their energy suppliers will be required to 
apply the exemption upon receipt of an approved certificate from the sector business.

When?
When consultations are complete, CCL exemption is planned for energy used in relevant processes from 1 April 2014.

Our view
CCL is not designed and ought not apply to energy products where they are used other than for their energy yielding qualities. 
Extending this relief to include further non‑fuel uses is welcomed. There may be further, as yet unidentified, non‑fuel uses that 
could also qualify for this exemption.
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Close companies loans to participators

The measure
The loans to participator rules for close companies are anti avoidance rules. They are intended to deter close 
companies from making untaxed loans to their shareholders or those with an interest in the company, instead of 
paying taxable remuneration or dividends.

Close companies are UK resident companies which are controlled by five or fewer persons or directors, who have a 
share or interest in the company (known as the participators).

The government has today introduced further anti avoidance provisions to stop close companies from circumventing 
these rules. These changes target:

•	Loans made to an intermediary (such as a partnership or trust) where at least one participator is a member, partner 
or trustee.

•	Transfers of value other than loans, which are not currently caught.

•	An amendment to the repayment rules so relief is only given for genuine repayments, rather than where 
repayments and re‑drawings are made within short time of each other.

Who will be affected?
Close companies who have been making loans or transfers of value to participators, which have not previously been 
caught by the rules.

When?
This amendment will have effect from 20 March 2013.

Our view
These changes are intended to target specific anti avoidance schemes so shouldn’t have a wide impact on the majority of close 
companies.

Combined bingo

The measure
The Government will relax the current bingo duty arrangements for combined bingo games involving non‑UK 
participants.

Combined bingo games consist of the following:

•	A game of bingo being played simultaneously in more than one place;

•	Each game is promoted by more than one person;

•	Prize money is pooled; and

•	Each player in each place has a chance of winning a share of the prize money.

Who will be affected?
Bingo operators who may wish to promote combined bingo games with operators outside of the UK.

When?
The changes will be introduced for accounting periods on or after the date when the Finance Bill 2013 receives 
Royal Assent.

Our view
The industry expected this measure following an informal tax consultation in June 2012.
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Company car tax rates

The measure
This measure is part of a £100 million package to incentivise the purchase and manufacture of ultra low emission 
vehicles in the UK.

A company car which is made available to the employee driver for private use is a taxable benefit. In broad terms, 
the tax charge depends on the list price of the car and the level of CO2 emissions the car produces (expressed as a 
percentage and administered in bands).

From 6 April 2015, the graduated table of company car tax bands that apply to cars which produce CO2 emissions 
will provide for:

•	a 5 per cent band for cars with emissions of 0‑50g CO2 per km

•	a 9 per cent band for cars with emissions of 51‑75g CO2 per km

•	a 13 per cent band for other low emissions cars (76g‑94g CO2 per km)

•	a 2 per cent increase for each rise in emissions of 5g CO2 per km from 95g CO2 to a new maximum of 37 per cent.

In addition, from 6 April 2015 the appropriate percentage for cars which are incapable of producing CO2 emissions 
under any circumstances when being driven (broadly, electric cars) will be set at 5 per cent.

In 2016‑17, the appropriate percentages of the list price subject to tax for the 0‑50g CO2 per km band will be 7 per 
cent; and 11 per cent for the 51‑75g CO2 per km band. All other appropriate percentages will be increased by two 
percentage points to a maximum of 37 per cent. The 3 percentage point diesel supplement will be removed.

The measure will cost the Exchequer an estimated £10 per annum in 2015/16, and £15m per annum thereafter.

Who will be affected?
Businesses and employers that provide company cars and employees provided with company cars that are made 
available for private use.

When?
This measure will take effect from 6 April 2015.

Our view
In 2015‑16, a basic rate taxpayer driving a zero emission car with a list price of £28,500 would pay £470 less than a basic rate 
taxpayer with a conventionally fuelled car that emits between 115‑119 CO2g/km with a list price of approximately £18,000. 
A higher rate taxpayer would pay £940 less in 2015‑16.

It seems likely that the measure will go some way to achieving the policy aim of promoting ultra‑low emission vehicle fleets.

Company cars – first year allowances for low emission vehicles

The measure
Legislation will be introduced in Finance Bill 2015 to extend the 100 per cent allowance (FYA) for expenditure 
incurred on cars with low carbon dioxide emissions and electrically propelled cars for an additional three years to 
31 March 2018.

At the same time, to ensure the FYA remains appropriately targeted, the carbon dioxide emissions threshold below 
which vehicles are eligible for the FYA will be reduced from 95g/km to 75g/km. The complementary 100 per cent 
FYA for gas refuelling equipment will also be extended to 31 March 2018. The case for extending the FYA for cars 
beyond April 2018 will be reviewed at Budget 2016 alongside a review of the 130g/km main rate threshold.

Who will be affected?
Employers who run company vehicle fleets that include low emission vehicles.

When?
This measure will extend the existing legislation beyond 1 April 2015.
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Our view
It seems likely that the measure will go some way to achieving the government’s policy aim of promoting ultra‑low emission 
vehicle fleets.

Company vans and car fuel benefit charges

The measure
For 2014‑15 the fuel benefit charge for company cars and for company vans, together with the benefit charge for 
company vans will all increase in line with inflation (based on RPI to September 2013).

Who will be affected?
Those employees who are provided with a company van for private use and company fuel will be affected by this 
change. Company car drivers who are also provided with private fuel for their car will also be affected.

When?
The increases will take effect from 6 April 2014.

Our view
The inflation based increases to these flat rate benefits are not unexpected.

Consultation on further notification requirement for avoidance 
scheme users

The measure
The Government proposes to consult upon the introduction of a notification requirement for taxpayers who have 
used avoidance schemes that are defeated in the Courts in regard to another party’s litigation.

Who will be affected?
The proposal is mentioned in a single paragraph amongst the ‘Future Tax Changes’ in the Budget Overview 
document and as such lacks any detail regarding the practical application. The proposal suggests that taxpayers 
who have used an avoidance scheme that is defeated in the Courts in relation to another taxpayer’s appeals would 
then have the obligation to either acknowledge that the judgement applied to them and to amend their returns 
accordingly or to confirm that they stand by their original return. The proposal also suggests the imposition of a 
tax‑geared penalty if a taxpayer fails to take reasonable care ie if they fail to notify HMRC that the judgement applied 
to a scheme that they had used.

When?
The proposal is that the relevant legislation will be introduced in Finance Bill 2014 so it may be presumed that the 
consultation will be announced in the coming months.

Our view
The lack of detail in the proposal regarding the practical application of the legislation raises a number of questions and concerns. 
The practical difficulty with such proposals will be in determining how effective legislation is phrased. Until greater detail of the 
proposal becomes available it is potentially difficult to see how a taxpayer could determine whether a scheme that they had 
invested or participated in was the same as or merely had similar features to one that had been considered by the Courts. A similar 
question would arise in the situation where another taxpayer who had participated in the same planning lost in the Courts but the 
decision was attributable to an implementation failure rather than because of the Court’s view of the technical application of the 
relevant law. In any event, the introduction of such legislation would at the very least place an obligation upon participators to 
keep abreast of all decisions reached in the Courts in regard to avoidance schemes to ensure that a Court decision did not relate 
to a scheme that they had used. As such, if introduced, the obligation to notify, and the potential tax‑geared penalty for carelessly 
failing to notify, would no doubt serve as a further deterrent to a taxpayer considering participating in such schemes.
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Consultation on the use of partnerships

The measure
As announced in the Autumn Statement on 5 December 2012, a consultation on the use of partnerships will take 
place. It will seek to:

•	Remove the presumption of self‑employment for limited liability partnerships (“LLP”) to tackle the perceived 
disguising of employment relationships; and

•	Counter the perceived manipulation of profit allocation to partners in all partnerships in order to achieve a tax 
advantage.

Who will be affected?
Potentially any businesses or structures that uses partnerships, as well as the individual partners in those partnerships.

When?
The consultation will take place in Spring 2013, with draft legislation to be introduced in Finance Bill 2014.

Our view
As a choice of business vehicle, partnerships offer a flexibility which continues to explain their increasing use across a range of 
sectors beyond professions and small businesses and including private equity, hedge funds, film partnerships and the property 
sector.

The perception at HMRC is that, in some cases, this flexibility has been taken too far and the misuse of partnership rules has 
become a feature of many avoidance schemes.

The Chancellor has therefore announced an intention to consult, this spring, on new legislation designed to target the use of 
partnerships to artificially reduce tax liabilities.

Two specific areas of review have been highlighted:

1.  ‘The disguising of employment relationships through LLPs’ 
One concern is that the government is losing employer NIC revenues as a result of the granting of LLP member status to 
individuals who would otherwise be employees.

   HMRC intend to address this by removing the current presumption that LLP members are self‑employed. No further detail has 
been announced but we would anticipate that this could be accompanied with a substance test for determining whether an 
individual is to be treated as self‑employed.

   Any such substance test is likely to mirror the case law tests already applied to general partnerships and those applied for 
employment law purposes. These focus on hallmarks of equity ownership such as voting rights, capital contribution, exposure 
to losses and remuneration which varies in direct correlation to the results of the business.

   Many LLPs would say that the commercial advantage of extending their pool of members has been the improved performance 
which has come from increased enfranchisement and this only comes with some degree of genuine equity participation. 
Therefore many will consider such a substance test to be reasonable and, indeed, anticipated. It is to be hoped that the 
test will be framed in such a way as to avoid uncertainty around the ‘ middle ground’ and without discouraging such 
enfranchisement (particularly in light of the benefits, acknowledged in other announcements, of encouraging wider equity 
participation for those who work within a business).

2.  ‘Countering the manipulation of partnership profit/loss allocations to secure tax advantages’ 
We will need to wait for the publication of the consultation document for detail as to what HMRC may have in mind. 
However there are two areas which we understand them to be considering.

   The first is the use of corporate partners alongside individual partners.

   Increased use of corporate partners is in part explained by commercial and regulatory complexities but often also by a desire 
by business to take advantage of the UK’ s low rates of corporation tax (scheduled to decrease even further following today’ s 
announcements).

   There is a variety of ways in which corporate partners can be used. However, it appears that there are certain arrangements 
which HMRC consider to be designed to artificially manipulate the rate differential between (low) corporation tax rates and 
(high) income tax rates.
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   The second area of likely focus, the subject of recent press attention, is the use of partnerships to allow wealthy individual 
investor‑partners to benefit from tax incentives such as Business Premises Renovation Allowances (BPRA). While some of 
these partnerships will be genuine commercial property development ventures, HMRC perceive that some may be largely 
tax‑motivated. We may well see extension of the loss restriction rules applicable to ‘ trades’ to businesses (of all sorts) to catch 
these arrangements.

Contracting out for defined benefit pension schemes to end

The measure
The Government has announced how the introduction of the State Pension reform will affect members of defined 
benefit pension schemes and how it will be paid for through higher NICs. The ability for members of defined benefit 
occupational pension schemes and their employers to ‘contract out’ of the State Second Pension will end on 5 April 
2016. The State Second Pension will close to newly retired pensioners in 2016 as instead pensioners will receive a 
single‑tier State Pension which will be significantly greater than the current basic State Pension. It is expected to be 
about £144 per week.

Who will be affected?
This measure will affect both public sector and private sector employers who operate defined benefit pensions 
schemes and their employees who are members of the schemes. Currently employers receive a rebate of 3.4% and 
employees a rebate of 1.4%.

The majority of the increased National Insurance revenue will come from the public sector. Employer contributions 
are expected to increase by about £3.3 billion from the public sector and around £0.6 billion from private sector. 
Expected corresponding employee contribution increases are £1.4 billion and £0.2 billion respectively.

The Government will legislate for a statutory override to allow all private sector employers to cover the costs of 
additional NIC payments through increasing employee contributions rates or reducing future pension benefits for 
their existing schemes.

In their white paper published in January, the Government set out a transition process to the single‑tier pension. 
Under the process individuals’ pre‑implementation National Insurance records will be translated into a ‘foundation 
amount’ for the new scheme. Individuals who have contracted out will see a deduction applied to reflect that they 
have contracted out.

When?
The measure takes effect in 2016/17, coinciding with the introduction of the single‑tier State Pension.

Our view
‘Contracting out’ ended for defined contribution pension schemes on 6 April 2012. Once the single‑tier pension was announced, 
it was only a matter of time before ‘contracting out’ for defined benefit schemes would come to an end. Employers will need 
to carefully consider how they will cover the additional 3.4% National Insurance Contributions. They will need to balance their 
ability to absorb the costs with the potentially negative effects of asking employees to make up the shortfall through increased 
contributions or reduced pension benefits.

Controlled foreign companies

The measure
The government has confirmed its intention to make some very specific amendments to the controlled foreign 
companies (‘CFC’) rules. The majority of these changes were previously announced by HMRC in December 2012.

The background to these proposed changes is the introduction in Finance Act 2012 of wholly new CFC rules effective 
for accounting periods of CFCs commencing on or after 1 January 2013. The proposed changes include:

•	an extension of the scope of the rules in connection with finance lease profits arising in CFCs;

•	a restriction on double tax relief in the UK where a partially exempt CFC finance company provides funding to 
another CFC via a UK conduit arrangement (ie potentially limiting the credit for withholding tax suffered on the 
income flowing into the UK) ;
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•	a slight relaxation of the ‘qualifying resources’ definition for the purposes of the partial exemption for finance 
profits to prevent denial of qualifying resources treatment where an arrangement involves only very short term debt 
being incurred in the UK; and

•	some other minor definitional and consequential changes.

Who will be affected?
The CFC rules are potentially relevant to all UK resident companies that hold interests in foreign companies. 
The changes announced today however will be relevant only in very specific circumstances.

When?
In the main, the changes announced today will have effect aligned with the commencement of the current 
CFC rules – ie for CFC accounting periods commencing on or after 1 January 2013.

Our view
The introduction of new CFC rules in Finance Act 2012 represented a very significant change to the UK’s taxation of multinational 
businesses. Despite the long and productive consultation process it is not surprising that some small gaps or inconsistencies 
remained and it is encouraging that early action has been taken (most of today’s measures were announced before the new 
CFC rules actually came into force).

We hope that once these changes are made there will not be a need for continued further amendments to the operation and 
scope of the rules as this could be to the detriment of the certainty for businesses that was a key objective.

Corporation tax: change in main rate to 20%

The measure
From 1 April 2015, the main rate of UK corporation tax will fall to 20%.

Who will be affected?
Companies that do not pay corporation tax at the rate applicable to small companies.

When?
From 1 April 2015.

Our view
The announcement of the 20% rate builds on the reductions announced in recent Budgets such that the current rate of 24% will 
reduce to 23% from 1 April 2013 and then to 21% from 1 April 2014. This will also mean that the UK will operate a single rate of 
corporation tax from 1 April 2015 as this measure will serve to merge the main UK corporate tax rate with the rate applicable to 
small companies, which has been 20% for a number of years.

The 20% rate is the culmination of a series of rate reductions announced by the Chancellor, as part of the package to achieve the 
Government’s ambition for the UK tax system to be the most competitive in the G20.

Corporation tax: deferral of payment of exit charges

The measure
The Government has confirmed that changes will be made to the rules governing when corporation tax payments 
must be made on certain exit charges. These charges arise where a company ceases to be resident in the UK or 
where a non‑resident company ceases trading operations in the UK.

There are two new proposals (which are both optional) for deferring payment of exit charges. These apply where 
a company incorporated in the UK moves tax residence within the EEA, or where a non‑UK resident company that 
carries on a trade through a UK permanent establishment transfers the UK business elsewhere within the EEA. 
The tax will be calculated at the time of exit for both options and interest charged on any postponed tax.
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The two options are:

•	A simplified instalment method, which allows the spreading of the exit tax over six years with minimal 
administrative burden being placed on the company.

•	A more complex instalment method (the realisation method) which applies on an asset by asset basis.

 For all intangible assets (including goodwill and pre‑and post‑2000 assets), derivative contract and loan relationship 
profits, the tax on the gains will be spread over the useful economic life of the asset (subject to a maximum 
ten years), with tax due in equal instalments each year. If the asset is disposed of, the balance will be payable 
immediately.

 Tax related to exit charges on other assets may be deferred for up to a maximum of ten years, or until the disposal 
of the asset if sooner. This option will require annual statements to be made to HMRC.

These options only apply to a company that is not insolvent, in administration or liquidation and remain resident 
within the EEA. If neither the options is selected the usual dates for payment of corporation tax will apply, including 
the exit charges.

A company must seek HMRC approval for either of the deferral options to be applied and where HMRC has 
reasonable grounds for believing that exit charges are at risk of being unpaid, then HMRC will require ‘adequate 
security’ to be provided in relation to any deferred tax liability, which may be in the form of a bank guarantee.

There are no proposed changes to the other provisions on exit taxation, including existing deferral arrangements. 
Eg if a company ceasing to be UK resident is a subsidiary of a 75% UK parent, an exit charge can be postponed (with 
no instalments or interest charge) until the company ceases to be a 75% subsidiary or the parent company ceases to 
be UK resident, provided that the relevant assets are not disposed of within six years of the company ceasing to be 
UK resident.

Who will be affected?
Companies that cease to be UK resident by moving their place of effective management to another country within 
the EEA, such that they are resident for tax treaty purposes in that country. Also, non‑UK companies that transfer 
activities from a UK permanent establishment to another EEA location.

When?
Draft legislation will be included in Finance Bill 2013 and the new rules will be applied with effect from 11 December 
2012, when they were first announced.

Our view
The Government has amended the UK law on exit tax following the decision of the European Court of Justice in National Grid 
Indus BV v Inspecteur van de Belastingdienst Rijnmond/kantoor Case (C‑371/10) back in November 2011.

Disappointingly, it would appear that these new options do not bring the UK law fully in line with the EU law as set out clearly in 
National Grid Indus BV, in particular because tax is not deferred in all cases until the ultimate disposal of the assets. (The National 
Grid Indus BV decision was reconfirmed by the European Courts of Justice in its later decision in Commission v Portugal (C‑38/10)).

The uncertainty this raises is problematic and the question for businesses going forward will be whether the sums involved are 
sufficiently large to warrant expensive further European litigation. There is also the possibility that the European Commission 
may want to take the UK to the European Court of Justice, if the new legislation is enacted in its current form. The European 
Commision is currently actively looking at this area, with infringement proceedings against Spain, Denmark and the Netherlands as 
well as the UK.

It is likely that the existing provisions on deferral of exit tax will continue to be the most attractive option for groups that meet the 
relevant UK holding company requirements.

Corporation tax deductions for employee share acquisitions

The measure
The Government has today announced its intention to introduce legislation to preclude a corporation tax deduction 
for accounting charges booked under IFRS2/FRS20 in respect of share options/awards that have lapsed.

The Government has stated that this is not a change in the law but rather a clarification of the existing legislation.
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Who will be affected?
This will affect all companies offering employee share option/award plans.

When?
Legislation will be included in Finance Bill 2013 and will have effect from 20 March 2013 in relation to company 
accounting periods ending on or after that date.

Our view
As noted above, the Government has stated that this is not a change in law but rather a clarification of existing legislation. HMRC 
infer that under existing legislation any accounting provision for option costs is only deductible where a monetary expense is 
expected to ensue eventually, which is not the case with lapsed options.

This view is not universally held.

In view of the often considerable amounts of tax at stake, where companies have share awards which may be eligible for a 
historical deduction, they may wish to at least consider making a claim if still in time.

Conversely some companies who have already submitted claims may wish to consider whether they wish to continue with a claim 
in view of HMRC’s apparent determination not to concede the point.

Corporation tax loss relief anti‑avoidance

The measure
The Government has announced various anti‑avoidance measures related to corporation tax loss relief. The measures 
apply to the surrender of losses for group relief and the treatment of losses in the context of a change of ownership. 
There will also be separate ‘targeted loss‑buying rules’ relating to the tax treatment of ‘unrealised losses’ involved in 
the transfer of a business between unconnected parties.

The changes to the group relief rules apply to UK property business losses, management expenses and non‑trading 
losses on intangible fixed assets etc. Only the excess of these amounts over the company’s ‘gross profits’ can be 
surrendered. In future, ‘gross profits’ is to include apportioned controlled foreign company (CFC) profits.

There are also anti‑avoidance rules being introduced in connection with the change of ownership legislation, 
affecting trading losses and certain other types of loss of a company acquired from an unconnected company. 
Anti‑avoidance legislation has for many years prevented certain types of loss being carried forward if certain 
triggering events have taken place in a three year period either side of the change of ownership. Two changes to the 
legislation are to be made. One of these changes will disallow trading losses where, in the relevant circumstances, 
there is a transfer of the trade within the new group, following the change in ownership of the company. In addition, 
a new chapter will be inserted into the legislation to restrict the availability of non‑trading debits, non‑trading loan 
relationship deficits and non‑trading losses on intangible fixed assets after a change of ownership of a shell or 
dormant company.

The targeted loss‑buying rules in relation to ‘unrealised losses’ on the transfer of business are being introduced so 
that they more closely match the rules relating to realised losses. Such unrealised losses include reliefs, deductions, 
allowances and expenses for which it is possible to dictate or predict in advance the timing of the ‘crystallisation’. 
For example if allowances could have been claimed by a company but were not or if it is known that a debit will arise 
in that company in the future, a third party group could purchase the company pregnant with such an ‘unrealised 
loss’ and would not be subject to the normal anti‑avoidance rules associated with the purchase of companies 
with realised losses. There are three separate rules planned to target such avoidance. Firstly the application of the 
anti‑avoidance rules in the Capital Allowances Act 2001 (CAA 2001) will be expanded so that the capital allowances 
available to a company following a change in ownership are restricted in their use. In addition there are two targeted 
anti‑avoidance rules (TAARs): one applies to reorganisations between unconnected parties involving other forms 
of relevant deductions associated with these unrealised losses – a ‘deduction transfer TAAR’ – which has the effect 
of disallowing the relevant deduction; the other to prevent the transfer of profits to companies to offset against 
these unrealised losses – a ‘profit transfer TAAR’ – which denies the relief for deductible amounts under specified 
circumstances.

Who will be affected?
The group relief change will affect groups which include companies which surrender the types of loss surrendered 
net of group relief. Companies which have CFC profits apportioned will be able to surrender fewer losses.
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The change in company ownership legislation and targeted loss‑buying rules will affect groups which acquire 
companies with certain types of realised or unrealised tax losses.

When?
These anti‑avoidance measures will be introduced in Finance Bill 2013 and are intended to have effect from 
20 March 2013. The changes to the group relief rules are intended to apply for periods ending on or after 20 March 
2013; the changes to the loss transfer rules are intended to be effective in relation to changes of ownership that 
occur on or after 20 March 2013.

Our view
The new rules are part of the government’s large package of tax avoidance measures. The changes are in response to HMRC 
seeing a large increase in companies entering into arrangements to circumvent the existing rules associated with group relief and 
‘loss‑buying’.

We have not seen the draft legislation but there will be a short period of consultation following its publication to give taxpayers 
the opportunity to comment on the proposals.

Customs and Excise modernisation

The measure
As announced at Budget 2012, the Government will re‑value fines on ships to ensure they remain appropriate 
disincentives. There will also be a clarification of HMRC’s power to detain goods during customs and excise 
investigations and the definition of goods under customs legislation.

The Government will also consult on modernising customs civil penalties to create a fairer, consistent, more 
transparent and effective system, whilst securing our borders and protecting revenue. The changes will bring the 
customs civil penalty regime in line with other HMRC penalties. Legislation will be in Finance Bill 2014.

Who will be affected?
Importers and exporters of goods and providers of trade services.

When?
On Royal Assent to Finance Bill 2014.

Our view
This is in line with expectations following the consultation on HMRC’s Customs and Excise Law Modernisation Project.

Disincorporation relief

The measure
As announced in December 2012, Finance Bill 2013 will introduce a disincorporation relief for 5 years with effect 
from April 2013.

The relief will allow a company to transfer goodwill and an interest in land to its shareholders so that no corporation 
tax charge arises on the company on the transfer. The relief will be available to businesses with total qualifying assets 
not exceeding £100,000.

The effect of the relief is that the gain or profit that would have arisen to the company will be deferred until the 
disposal of assets by the shareholders.

Who will be affected?
Small companies and their shareholders that choose to disincorporate ie to transfer a business and its assets as a 
going concern to one or more of the company’s shareholders in order to continue the business in an unincorporated 
form.
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When?
Legislation will be included in Finance Bill 2013 and, once enacted, will have effect for disincorporations on and after 
1 April 2013 to 31 March 2018.

Our view
This relief has been introduced as a result of feedback from small businesses and should support those who would prefer to 
operate in an unicorporated form but have previously been discouraged from disincorporating because of the associated tax 
charges.

Defined Benefit Pension schemes – new objective for regulator

The measure
Defined benefit pension plans are subject to scrutiny by Pension Regulator who agrees the amount of funding 
which is required to ensure that the pension commitments can be met. The government proposes that the Pension 
Regulator be given a new objective to support scheme funding arrangements that are compatible with the 
sustainable growth plans of the sponsoring employer.

Who will be affected?
Defined Benefit Scheme and their sponsoring employers.

When?
The precise wording will be included in draft legislation to be published by the department of work and pensions 
this spring.

Our view
Recent economic conditions have put employers sponsoring defined benefit pension schemes under significant financial pressure. 
This is a welcome measure designed to help and encourage such employers to maintain their defined benefit pension schemes by 
providing a small relaxation in the potential funding requirements, so that the employer’s sustainable growth plans can be taken 
into consideration.

Employee ownership as a business model

The measure
The Government has previously confirmed its support for employee ownership as a business model.

Following on from the Nuttall Review, work has been started to implement some of the recommendations that 
were made during the Review – for example to develop an ‘off the shelf’ model for an employee owned company. 
However, the Government has now committed to provide £50 million annually to further incentivise growth of the 
employee owned sector. This will be used to:

1. respond to recommendations made by the review and other relevant organisations that support employee share 
ownership; and

2. fund the introduction of a capital gains tax relief where a controlling interest in a business is sold to an employee 
ownership structure.

Who will be affected?
The measure will be relevant to all companies that are interested in developing an employee ownership structure. 
It will also be of interest to business owners who are looking at selling a controlling interest in their business.

When?
The provision of the £50 million noted above to support employee ownership as a business model will apply annually 
with effect from the 2014/15 tax year. It is intended that the legislation to introduce the capital gains tax relief will be 
introduced in Finance Bill 2014.
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Our view
Having previously recognised that employee ownership is good for UK business, it is encouraging to see the Government commit 
resources to further develop this model. We will, however, need to see further details as regards how these funds will be utilised.

Business owners who are thinking of selling their businesses will be particularly keen to see the legislation in respect of the CGT 
relief – and therefore whether they can take advantage of the relief that will come into effect, presumably, in 2014.

Employee shareholder status

The measure
The government has further amended its proposals under which employees will be able to receive shares in 
exchange for giving up certain employment rights. In return for giving up these rights, the growth in value of the first 
£50,000 of shares will be exempt from capital gains tax (CGT).

Under the original proposals, the award of shares would have been fully subject to income tax and, where 
appropriate, NIC. However, the government has now announced that it will introduce legislation to exempt the 
first £2,000 of shares awarded from income tax/NIC. This will be achieved by deeming the employee to have paid 
£2,000 for their shares. The exemption from CGT on the disposal of up to £50,000 of shares (measured at the date 
of award) will remain.

Who will be affected?
The measure will be relevant all companies who wish to offer the employee shareholder status and all employees 
who wish to adopt the new status.

When?
The legislation will apply for income tax, NIC and capital gains tax purposes to shares received on or after 
1 September 2013 when the new employee shareholder status comes into effect.

Our view
Deeming the employee to have paid £2,000 for their shares may make the employee shareholder status marginally more attractive 
to employees. However, employers and employees will still need to consider whether or not the proposals are something they 
regard as attractive for their business.

In particular, employees will need to decide whether it is appropriate to give up their employment rights in return for an award of 
shares in their employer.

The measure is likely to be of most interest to small companies with high growth potential.

Employer provided loans

The measure
Currently a loan which an employer provides to an employee which is either interest free or made at a low rate of 
interest does not give rise to a taxable benefit if the total of all such loans does not exceed £5,000 in the tax year. 
This £5,000 limit is to be increased to £10,000.

Who will be affected?
Employers who provide loans of £10,000 or less to employees will be required to report fewer loans on forms P11D. 
No taxable benefit will arise for employees provided with such loans.

When?
The increase to £10,000 will take effect from 6 April 2014.
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Our view
This increase is welcome – the £5,000 limit has not been increased for a number of years. This has meant that a number of loans, 
including some season ticket loans, which give rise to a low value tax charge have had to reported by employers and have been 
taxed on employees.

Entrepreneurs’ Relief: Enterprise Management Incentives (EMI) 
shares

The measure
As previously announced, the government will extend entrepreneurs’ relief to cover capital gains made on shares 
acquired through the exercise of Enterprise Management Incentive (EMI) options, to apply to qualifying share 
disposals from 6 April 2013.

Who will be affected?
Employers who are eligible to grant EMI options and employees who are eligible to receive EMI options.

When?
The measure will apply to qualifying share disposals from 6 April 2013.

Our view
Under entrepreneurs’ relief, any gains arising from the disposal of those shares could be subject to a 10% rate of CGT. As a result, 
EMI options will continue to be an attractive way to incentivise key employees.

Every business and charity to receive a £2,000 employment 
allowance

The measure
The Government has announced a new £2,000 allowance to support businesses with ambitions to take on new staff. 
From the next tax year all businesses and charities will be entitled to a £2,000 Employment Allowance towards their 
employer NICs bill. The government calculates that every business will be able to employ one worker on a salary of 
£22,400 or four employees working full time on the adult National Minimum Wage without paying any employer 
NICs at all.

Who will be affected?
All businesses and charities are will be entitled to the allowance. The government expects up to 1.25 million 
employers to benefit, with over 90 per cent of the benefit going to small businesses. The allowance will be delivered 
to the employers through standard payroll software and HMRC’s Real Time Information system. Employers will only 
need to confirm their eligibility through their regular payroll processes.

When?
The Employment Allowance will be available from April 2014.

Our view
The Employment Allowance should represent an effective incentive to small employers to take on a further employee or 
employees. However, it is unlikely to make a difference to larger employers who will also be entitled to allowance. Safeguards will 
need to be put in place to prevent companies from restructuring in order to obtain more than one allowance. We expect one 
person service companies will be excluded from the Employment Allowance when the details are finalised. It is unlikely to be 
relevant to small personal service companies that pay out earnings in excess of the personal allowance as dividends.
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Exemptions from the 15% rate of Stamp Duty Land Tax

The measure
The exemptions from the 15% rate of SDLT for acquisitions of dwellings for more than £2 million will be replaced and 
substantially increased in number.

Who will be affected?
Potentially every business that acquires single interests in residential property worth more than £2m.

When?
From Royal Assent to the Finance Bill 2013.

Our view
Last year’s Finance Act introduced a punitive rate of SDLT of 15% for purchases of single interests in residential property worth 
more than £2 million by companies and certain other ‘non‑natural persons’. The rate was one of three measures designed to 
discourage individuals using companies acting as ‘special purpose vehicles’ to buy high‑value residential property for reasons that 
include SDLT avoidance. The other measures (a new tax, annual residential property tax now renamed ‘annual tax on enveloped 
dwellings’ and an extension to the existing regime for capital gains tax) will take effect this year.

The 15% rate was introduced with immediate effect to prevent forestalling. The failure to consult on the rate was widely 
criticised, as it resulted in significant collateral damage to businesses. Public companies, diversely‑held investment funds, 
pension funds, landed estates and new developers (or established developers acting in joint ventures) carrying on genuine 
property‑investment, development or trading businesses, amongst others, have to pay SDLT at the rate of 15% on the purchase of 
single interests in residential property for more than £2 million – more than twice the usual rate of tax.

That collateral damage will be redressed in this year’s Finance Bill (although, significantly, not retrospectively). A number of 
reliefs will be introduced in this year’s Bill for all three taxes (15% SDLT, ATED and CGT). This is to prevent a range of businesses 
carrying on genuine commercial activity being subject to the taxes and to ensure that the coverage of the taxes is the same. 
The Government recognised that, for genuine businesses, holding residential property in a company (or other ‘envelope’) is likely 
to be the default and indeed only option. The reliefs, therefore, effectively restrict the scope of the 15% rate to the intended 
target – individuals using special purpose vehicles to acquire property for personal occupation.

In broad terms, the reliefs will focus on the purpose for which a dwelling is used or will be used and whether that use is a genuine 
commercial activity. They will apply to

•	property‑rental businesses;

•	property‑trading businesses;

•	property‑development businesses;

•	historic houses and other residential properties opened to the public;

•	businesses providing residential properties for employees;

•	banks acquiring residential property as a result of foreclosure;

•	banks acquiring residential properties as part of alternative finance arrangements;

•	charities;

•	certain other diplomatic, publically‑owned properties, or properties conditionally exempt from inheritance tax; and

•	farmhouses.

In each case, a number of conditions will need to be met. Where the conditions for a relief cease to be met within three years, the 
relief will be withdrawn resulting in the taxpayer needing to amend the SDLT return submitted and pay the additional tax.
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Foreign currency on disposals of ships, planes and shares

The measure
The Government has announced changes to the rules for the calculation of chargeable gains on the disposals of 
ships, aircraft, shares and interests in shares. The rules specifically apply where the company making the disposal 
has a functional currency other than sterling or for investment companies which have made a designated currency 
election.

Under existing rules, chargeable gains must be computed in sterling. The measure simplifies the calculation of 
chargeable gains because affected companies will be required to compute chargeable gains and losses on disposals 
using their functional currency, or in certain circumstances their designated currency. It is also intended to align 
economic outcomes with tax outcomes for affected companies because under existing rules they could be subject 
to significant taxable foreign exchange losses or gains on the disposal of assets.

Special rules will apply for calculating the base cost of the ships, aircraft, shares and interests in shares when the 
functional currency changes.

Who will be affected?
The measure will affect companies making chargeable disposals of ships, aircraft, shares or interests in shares which 
have, or have had, a functional currency other than sterling at some time during the period of ownership of the 
assets, or which have made a designated currency election. The measure will not be relevant where the substantial 
shareholdings exemption applies to the disposal of shares.

When?
The measure will come into force on or around Royal Assent to Finance Bill 2013.

Our view
We welcome this simplification of the rules and the reduction in uncertainty for affected companies.

Gaming duty revalorisation

The measure
The Government will increase gaming duty bands in line with RPI for accounting periods starting on or after 1 April 
2013. Gaming duty applies to premises‑based, casino gaming profits generated by both games of chance and equal 
chance games. Remote gaming is dealt with separately under remote gaming duty.

Who will be affected?
Casino operators.

When?
The changes will be introduced in relation to accounting periods starting on or after 1 April 2013.

Our view
This increase was expected by the industry.

General anti‑abuse rule (‘GAAR’)

The measure
HMRC published draft legislation in December 2012 for inclusion in Finance Bill 2013.

The draft legislation gives HMRC power to apply the GAAR in order to counteract tax advantages arising from tax 
arrangements that are abusive. A number of small changes are expected in the Finance Bill to be published on 
28 March 2013.
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In order for HMRC to make an adjustment under the GAAR, they must first refer the matter to the GAAR Advisory 
Panel‑ an independent panel with business and tax expertise. A sub panel of three members will produce individual 
or combined opinions as to whether they consider the GAAR applies to the arrangements. The opinion(s) are not 
binding on HMRC or the taxpayer and the taxpayer may appeal any counteraction made by HMRC.

In addition, the Advisory Panel has a role in reviewing and approving the guidance published by HMRC. The guidance 
sets out a number of examples and the procedures for referrals to the Advisory Panel. It will have special legislative 
status once approved by the Advisory Panel.

HMRC estimates that the measure will raise £60m in 2014/15.

No further updates have been included in the Budget however the interim Advisory Panel are currently in the process 
of providing their feedback to HMRC and it is hoped that the final guidance will be published, alongside the updated 
Finance Bill 2013, before the Easter recess.

Who will be affected?
Although the GAAR is widely drafted, it is targeted at artificial and abusive tax arrangements. HMRC consider that 
limited numbers of taxpayers will have to consider the legislation in detail when self‑assessing.

The GAAR applies to the following taxes:

•	income tax;

•	corporation tax (including amounts chargeable as corporation tax);

•	capital gains tax;

•	petroleum revenue tax;

•	inheritance tax;

•	stamp duty land tax; and/or

•	annual residential property tax.

Separate NICs legislation will be introduced after the Royal Assent of Finance Bill 2013 when parliamentary time 
allows.

When?
The GAAR will apply to tax arrangements entered into on or after the date of Royal Assent of Finance Bill 2013 – 
expected to be mid July.

Arrangements completed before the GAAR comes into force are not affected. Arrangements which span the 
commencement date will not be affected either provided there is no ‘abusive’ element after the start date. This will 
offer particular protection for inheritance tax planning.

Our view
We welcome the role of the Advisory Panel as a key safeguard for taxpayers and hope to see the guidance expanded to include 
further examples of arrangements where HMRC consider the GAAR would and would not apply.

It is important that the GAAR does not result in uncertainty that could be detrimental to the UK economy.

The GAAR aims to target artificial and abusive tax avoidance schemes and is not designed to affect the ‘centre ground of tax 
planning’. The key challenge is that the final guidance gives taxpayers sufficient clarity in respect of where the line is drawn.

The drafting of clear legislation with a defined purpose will be essential to allow taxpayers to ensure that arrangements are 
consistent with the underlying principles and objectives of the relevant provisions, and therefore not subject to the GAAR.

It remains unclear how the GAAR will operate in respect of inheritance tax, where it is difficult to determine what planning would 
be reasonable in this context.
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Group relief from UK branches: “Philips” case

The measure
As announced on 11 December 2012, legislation will be introduced in Finance Bill 2013 to amend the restrictions 
when companies resident in the EEA can surrender losses from their UK branches as group relief in the UK. 
From 1 April 2013, these restrictions will be based on whether the losses are used elsewhere in any period, rather 
than on whether they could potentially be used elsewhere. It has been announced today that a technical note will be 
published on 28 March 2013 to clarify how this will interact with existing group relief legislation.

Who will be affected?
Groups with a loss‑making UK branch of an EEA‑resident company.

When?
The changes proposed will take effect from 1 April 2013.

Our view
This announcement made today is in effect an announcement of a future announcement, to take place on 28 March 2013, the 
date the Finance Bill will be published.

Income tax rules on interest

The measure
As previously discussed in Autumn 2012, new anti‑avoidance legislation is to be introduced by Finance Act 2013, 
which is intended to subject to income tax interest‑like returns which would not currently be within the scope of 
income tax. This legislation also includes the deduction of income tax from interest on compensation payments, 
speciality debt and interest in kind.

The legislation will apply to arrangements entered into from 6 April 2013 and to certain existing arrangements which 
are within the scope of other existing anti‑avoidance legislation which is to be repealed following the introduction 
of the disguised interest provision. Following the introduction of this legislation, the Government plan to consult on 
simplifying other areas of complex anti‑avoidance income tax legislation which apply to tax interest‑like returns.

It was today announced that exemptions from the disguised interest provision will be introduced for returns from 
certain shares, subject to an anti‑avoidance rule.

Who will be affected?
People who enter into arrangements which result in interest‑like returns after 6 April 2013 where those returns would 
not currently be subject to income tax as interest income, and people who already receive interest‑like returns which 
are subject to income tax under existing legislation which is to be repealed by Finance Act 2013.

When?
The legislation will be introduced with effect from 6 April 2013.

Our view
The introduction of an anti‑avoidance provision to tax interest‑like returns is sensible if HMRC are encountering abuse of the 
existing income tax legislation in practice. The Government previously announced that some existing anti‑avoidance provisions will 
be repealed and that the operation of other existing complex anti‑avoidance legislation will be reviewed following the introduction 
of the disguised interest rule. Simplification of the legislation in this area would be welcome.

The announcement today that an exemption from the disguised interest rule for returns from certain shares is welcome, as 
previously dividend income which arises from genuinely commercial arrangements could have within the scope of the disguised 
interest provision, though we await further detail on how the exemption will operate.
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Infrastructure delivery update

The measure
The Government has announced that infrastructure investment has increased in the UK over the last few years, from 
an average annual expenditure (including both public and private sector investment) of £29bn in the period from 
2005 – 2010 to £33bn in the period 2010 to 2012. It has also committed to lock in the increases in public sector 
capital spending, resulting in an additional £3bn per year of expenditure from 2015. This additional capital spending 
will be allocated in the 2015 – 2016 spending round.

The Government has also released today a document entitled ‘Infrastructure Delivery Update’ which sets out the 
progress on the delivery of the Top 40 infrastructure projects identified in the National Infrastructure Plan 2011. 
Highlights include £9.4bn of expenditure on the railways, £5.5bn on roads, schools and housing and £14bn on 
Crossrail, although this is a collection of previously announced initiatives.

Announcements have also been made on changes to the delivery of infrastructure programmes by Government, 
including the creation of a cadre of commercial specialists who will be deployed across Government to help 
implement infrastructure projects, as well as the development by Summer 2013 of infrastructure capacity plans 
for key government departments. It has also indicated that it will take the view of independent experts to further 
develop its infrastructure strategy with a view to giving potential investors confidence in the long term approach of 
Government.

Updates have been provided to the UK Guarantees Scheme, confirming that Guarantees have been approved for 1bn 
of borrowing in relation to the Northern Line extension, as well as £75m of borrowing by Drax power in relation to a 
new biomass project, with over 100 other enquiries made for potential support.

Who will be affected?
Investors in economic and social infrastructure in the UK, along with the contractors that deliver the projects.

When?
These announcements all represent a commitment from the Government to ensure that investment in capital assets 
in the UK will continue at its current level, and indicate that the commitment will continue into the next Parliament. 
They state that as a result of these commitments, public spending as a share of GDP will be higher over this 
Parliament and the next than under the previous Government.

Our view
These initiatives indicate that infrastructure is still central to the Government growth agenda, and will continue to be an area of 
focus. The new ideas around involving industry specialists in government decision making should be seen positively by private 
sector investors, who have become frustrated on a number of occasions recently with slow decision making and poorly run 
bid processes.

Investment trust companies changes

The measure
Changes will be introduced to remedy some of the unintended consequences of the new framework for investment 
trust companies (ITCs) introduced last year. Consultation on a proposed amendment to the retention test where an 
ITC has an accumulated deficit on retained revenue profits will be published in spring 2013. In addition, legislation 
will be introduced to clarify that ancillary activities do not prevent an ITC from entering the new regime provided 
all, or substantially all, of the business of the ITC is investing its funds in shares, land, or other assets with the aim of 
spreading investment risk. This will be effectively backdated to the start of the new regime.

Who will be affected?
Investment trust companies.

When?
It is expected this would take effect for accounting periods commencing on or after 1 July 2013.

Our view
These are both positive developments and reflect the value of on‑going dialogue between the industry and HMRC.
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Landfill Tax

The measure
Budget 2012 specified that the standard rate of Landfill Tax will continue to rise by £8 per tonne for the next two 
years (2013‑14 and 2014‑15). Hence a standard rate of £72 per tonne will apply to taxable disposals made on 
or after 1 April 2013, and a standard rate of £80 per tonne for taxable disposals made on or after 1 April 2014. 
The lower rate of £2.50 per tonne (for inert materials) will remain unchanged throughout.

The potential value of funding available from the Landfill Tax Communities Fund (a mechanism to recycle a 
proportion of LFT receipts into environmental projects) will be maintained at last year’s level (£78.1m).

Who will be affected?
Landfill Tax registered site operators will need to apply the new rates from the relevant dates. The cost of disposal to 
landfill will increase for relevant waste to reflect the higher standard rate of LFT.

When?

•	1 April 2013 – £72 per tonne

•	1 April 2014 – £80 per tonne

Our view
The Landfill Tax standard rate escalator has encouraged investment in waste treatment processes which were once prohibitively 
expensive. However, the high rate of tax can make compliance errors very costly. Also, any companies operating in a waste 
intensive sector will, of course, see their Landfill Tax costs increase again.

Lease premium relief

The measure
The government has confirmed that it is proceeding with an amendment to the rules relating to the tax treatment of 
lease premiums. The change relates to a specific aspect of the rules which in certain circumstances treat a long lease 
of greater than 50 years as a short lease and hence within the ambit of the current lease premium rules. The lease 
premium rules tax a landlord on the value of a lease premium received from a tenant or the value of a deemed lease 
premium where the tenant is required to carry out works as a condition of the lease. The rules then provide for a 
corresponding deduction for the tenant. Following the proposed changes, the tenant will no longer be eligible for a 
tax deduction for premiums or deemed premiums under long leases.

The stated reason for the change is to combat a potential imbalance in circumstances where the landlord is tax 
exempt, such as a charity or public sector body, and hence not taxable on the premium.

Who will be affected?
This will apply to tenants who enter into long leases and either pay a premium to the landlord or agree to undertake 
works under the terms of the lease.

When?
The new rules will apply for leases granted on or after 1 April 2013.

Our view
The Office of Tax Simplification recommended that the lease premium rules could be simplified – the proposed change does 
not significantly simplify the rules and is expected to be narrow in its application. However businesses which claim relief will be 
pleased that the changes are not more wide ranging. There is ongoing debate with HMRC as to how the current rules apply, 
especially as to whether relief is available under the deemed premium rules in respect of leases from public sector bodies.
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Levelling the tax playing field

The measure
The Government is committed to cracking down on tax avoidance and evasion. HMRC’s report ‘levelling the tax 
playing field’ highlights its continued approach and successes in tackling avoidance.

Whilst HMRC acknowledges that the vast majority of the UK’s businesses and individuals are honest, it remains 
focussed on the small minority that do not play by the rules. The report discusses HMRC’s wide ranging and 
developed approach to anti‑avoidance such as introducing further measures to close tax loopholes, consulting on 
proposals to strengthen parts of the tax system that have been targeted for avoidance, introducing the General 
Anti‑Abuse Rule (GAAR) and its robust approach to litigation.

Notably, the report discusses the Government’s intentions to consult on measures to target the ‘hard core of high 
risk promoters who persist in selling avoidance schemes that have little or no prospect of success.’ HMRC continues 
to develop its intelligence about how the avoidance market is working and influence behaviour by sending out clear 
messages that avoidance is ‘not the norm.’

HMRC reiterates its methods of detecting avoidance including the Disclosure of Tax Avoidance Schemes (DOTAS), 
intelligence and risk assessment. There is continued investment in specialists of which a large proportion is specifically 
in relation to specialist resources on transfer pricing to ensure multinationals pay ‘the right amount of tax.’

HMRC acknowledges that ‘real‑time working’ is now standard practice with both large businesses and wealthy 
individuals. HMRC encourages large businesses to adopt a low‑risk approach to tax planning in conjunction with their 
Business Customer Relationship Managers (CRMs).

In respect of individuals, HMRC’s High Net Worth Unit (HNW Unit), established in 2009, is regarded as an exemplar 
of good practice by the OECD in dealing with tax compliance among wealthy individuals. HMRC has set up new 
teams to focus on a population of 500,000 affluent individuals – the next tier down to those dealt with by HNW Unit 
– and this team will be strengthened by an extra 100 people.

The report also discusses HMRC’s approach and current performance in respect of tackling tax evasion and criminal 
attack. HMRC has increased the number and skills of compliances officers while continuing to invest heavily in new 
technology. Finally the report highlights what HMRC is doing to deal with debt especially where debtors refuse to 
engage.

Who will be affected?
Individuals and businesses who deliberately evade tax or who use contrived tax avoidance schemes to gain an unfair 
advantage.

When?
The proposed changes are part of HMRC’s ongoing commitment to tackling tax avoidance and evasion. Any 
measures would be introduced following a consultation period.

Our view
There is a strength of public feeling against tax avoidance and evasion. The Government has previously announced its commitment 
and focus in this area, so the facts and comments contained within the report are not unexpected.

Offshore non‑UCITS funds – tax residency

The measure
The Government will consult on proposals to provide certainty that locating fund management activities of certain 
offshore non‑UCITS funds in the UK will not lead to a risk of the fund being deemed to be UK tax resident.

In addition, legislation will be introduced to clarify that ancillary activities do not prevent an ITC from entering the 
new regime provided all, or substantially all, of the business of the ITC is investing its funds in shares, land, or other 
assets with the aim of spreading investment risk. This will be effectively backdated to the start of the new regime.

Who will be affected?
Investment trust companies
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When?
It is expected that legislation to widen the scope of the existing rules for offshore UCITS funds to include offshore 
non‑UCITS funds will be included in Finance Bill 2014.

Our view
This announcement is particularly welcome for fund managers who are currently evaluating the location of certain functions as 
part of their preparations for the Alternative Investment Fund Managers Directive (AIFMD).

PAYE: Improving ‘Coding Out’

The measure
The government has announced that it will consult on reforming HMRC’s ability to collect debts via a tax debtor’s 
tax code, known as ‘Coding Out’. The current limit of £3,000 per year for all tax debtors will be replaced with a 
graduated scale introducing higher limits for those with higher earnings – or up to £17,000 limit for those earning 
£90,000 or more.

HMRC’s systems will also be upgraded to allow splitting of debts across years for these purposes.

Who will be affected?
All taxpayers who wish to pay amounts of underpaid tax due to HMRC via PAYE.

When?
No date has been announced.

Our view
It remains to be seen whether this provides a useful tool for those who have no other need to file annual returns under self 
assessment, or if this will result in more complex PAYE coding errors.

Payroll giving

The measure
The Government has highlighted its ongoing consultation on improving charitable giving through payroll, as originally 
issued on 24 January 2013. The consultation sets out a range of options to increase amounts received by charities 
through payroll giving, including opening up the market to non‑charity participants. The consultation closes on 
19 April 2013.

Who will be affected?
Employers who currently operate or who may plan to operate ‘give as you earn’ (GAYE) schemes.

When?
Following the close of the consultation HMRC have indicated that they intend to include any changes in a future 
Finance Bill. Any new measures would not come into force before April 2014.

Our view
Any measures designed to improve both the administration and take up of give as you earn schemes will be welcomed by 
employers.
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Penalties under the RTI regime

The measure
HMRC has confirmed that the following penalties will apply to employers having to operate Real Time Information 
(RTI):

Late filing penalties

•	Will apply from 6 April 2014

•	Maximum of one penalty per month

•	First default in the year will not attract a penalty

•	Charged quarterly

•	Size will depend on whether micro, small, medium or large employer

•	Size of penalties and details are still to be announced

Penalties for late payment of PAYE/NIC remittances

•	Will apply from 6 April 2013

•	Penalty regime will remain similar to current late payment penalties

•	The penalty is a percentage of the amount paid late

•	The percentage increases with the number of late payment defaults in the tax year

•	From 6 April 2013, increases in default % will only apply prospectively rather than retrospectively. For example, 
the 10th default triggers a 4% penalty. The 4% will only apply to the 10th and any further defaults in the tax year, 
rather than to all defaults in the tax year, as is currently the case.

Penalties for incorrect RTI returns

•	Will apply from 6 April 2013

•	Regime will apply as now and (probably) to each return under RTI

•	Interaction between late and incorrect returns remains unclear and further guidance from HMRC is expected on 
this point.

Who will be affected?
All employers will be affected by RTI and the associated penalties.

When?
Most employers will have to start operating RTI from 6 April 2013. The very largest employers with more than 
5,000 employees will by now have agreed a staging date between April and October 2013.

Penalties for late payment and incorrect filing can be imposed from 6 April 2013, and penalties for late filing will 
come into force by 6 April 2014.

Our view
We welcome the government’s decision to delay the introduction of late filing penalties to April 2014 and HMRC’s recent 
announcement that small employers with less than 50 employees will be allowed to file their RTI returns monthly until October 
2013.

However, it is important that HMRC clarify the circumstances in which incorrect filing penalties will be imposed under RTI. 
For example, will a penalty be charged where an employer discovers and corrects a mistake in‑year or after the year end? We also 
await clarification of how the late filing and incorrect filing regimes will interact.

Employers will need to use the last month before RTI go‑live to make sure they are ready for the changeover.
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Reform of Stamp Duty Land Tax Subsale Relief

The measure
Following consultation, SDLT subsale relief will be reformed to prevent avoidance.

Who will be affected?
Promoters of certain SDLT avoidance schemes, directly; and anyone advising on SDLT, indirectly.

When?
From Royal Assent to the Finance Bill 2013.

Our view
The reform to the relief is for the avoidance of doubt and aimed to stop promoters marketing the schemes. The changes are 
substantial, however. One page of legislation is to be replaced with 13 pages. From a practical perspective, the changes mean that 
a relief will need to be claimed, which is not the case currently. This might not sound burdensome, but the degree of complexity 
and uncertainty associated with the new provisions is considerable and will hit conveyancers (and general tax advisers) hard in the 
short term. HMRC are aware of these concerns. We hope that they will react quickly by producing clear guidance on how the relief 
is intended to operate in practice and interact with the rest of the SDLT regime.

The new subsale regime will have multiple tiers of anti‑avoidance rules. Those rules combined with an existing general 
anti‑avoidance rule for SDLT and the introduction of a general anti‑abuse rule for taxes including SDLT mean that the promotion 
of aggressive SDLT avoidance schemes may be at an end.

Retrospective Targeted Anti‑Avoidance Rule for Certain SDLT 
Subsale Schemes

The measure
SDLT subsale relief will be amended with retrospective effect by the insertion of a targeted anti‑avoidance rule.

Who will be affected?
Promoters and users of a specific SDLT avoidance scheme.

When?
From Royal Assent to the Finance Bill 2013 with effect for acquisitions of property completed after 20 March 2012.

Our view
The measure is not surprising. The scheme at which it is targeted is aggressive and the Government made a clear warning in last 
year’s Budget that it would ‘not hesitate to move swiftly, without notice and retrospectively if inappropriate ways around [the 
stamp duty] rules are found’.

The scheme involves artificial arrangements to defer the tax point for SDLT under a general anti‑avoidance rule for up to 
125 years.

The better view is that the scheme does not work and, therefore, we agree with HMRC that the measure is for the avoidance 
of doubt.

A technical note has been produced for users of affected schemes explaining how to comply with their obligations to notify HMRC 
and pay tax.

This may be the only example of the Government introducing retrospective targeted anti‑avoidance legislation. From Royal Assent 
to the Finance Bill 2013, a general anti‑abuse rule will be introduced. Aggressive SDLT avoidance schemes of this type should be 
curtailed by that rule.
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Review of loan relationships and derivative contracts legislation

The measure
As expected, the Government has announced that it will consult on a package of proposals to modernise the 
corporation tax regimes for corporate debt and derivatives – the ‘loan relationship’ and the ‘derivative contracts’ 
rules, respectively. The object of the proposed measures is both to clarify and strengthen the structures of the 
regimes and also to update aspects of the detailed rules. This is with a view to legislating the proposals in 2014 and 
2015. No detailed information was provided regarding the review on Budget Day.

However, it is known that HMRC has been conducting an internal review of the rules since last autumn. The stated 
object of the measures to be proposed in the consultation – modernisation, clarification, strengthening – gives some 
clue as to their likely nature. Wholesale abandonment of the loan relationship and derivative contracts’ rules in favour 
of some radically different alternative would seem unlikely. We would expect the proposed measures to be in the 
nature of piecemeal change in response to particular drivers.

Who will be affected?
UK GAAP is in the process of migrating to bases of accounting that are more closely aligned with IFRS. For periods 
of account beginning on or after 1 January 2015, unlisted UK companies will be required to use an accounting 
framework that is more closely aligned with IFRS. We refer to these hereafter as ‘the FRS 100 frameworks’. There are 
some choices, but the new frameworks generally introduce an increased use of fair value accounting for financial 
instruments. Furthermore, (except for the FRSSE, which is only available for small companies) the use of fair value 
accounting for derivatives is mandatory under these frameworks.

The loan relationships and derivative contracts regimes bring into account for corporation tax purposes amounts that 
are recognised for accounting purposes in accordance with UK GAAP or IFRS. Accordingly, changes to the method 
of accounting used in respect of financial instruments necessarily impacts upon the recognition of profit or loss for 
corporation tax purposes. Migration from an accruals basis of accounting, in which the economic value of financial 
instruments is not recognised (or not fully recognised) for accounting purposes, to fair value accounting brings with it 
the potential for large scale re‑statement effect on transition and increased volatility in future periods.

Whilst some of the impact of these effects might be reduced, for accounting purposes, by the use of hedge 
accounting, this would not – absent additional legislative provision – have effect for the purposes of the loan 
relationships and derivative contracts rules because these bring into account for corporation tax purposes amounts 
that are recognised in reserves (including hedging reserves) in addition to amounts that are recognised in a 
company’s income statement.

These problems were identified when listed UK companies, and some subsidiaries of listed groups, and certain 
other companies began to use IFRS and modified UK GAAP for periods of account from 2005. The Government 
had consulted previously on the corporation tax impact of the 2005 transition and had made legislative provision 
in the form of The Loan Relationships and Derivative Contracts (Disregard and Bringing into Account of Profits and 
Losses Regulations 2004 – the ‘Disregard Regulations’. Their purpose was to preserve, for corporation tax purposes, 
the effect of certain types of hedging relationship. The provisions were (and, indeed, continue to be) extraordinarily 
complex. Nevertheless, they address the types of hedging relationship that are most commonly used commercially.

Recognising that not every company would wish to administer the book/tax differences created by the Disregard 
Regulations, some options were provided not to apply the treatment in the case of certain of the hedging 
relationships but (broadly) to follow the income statement instead.

Because companies and the Government were concerned with the potential tax impact of transitioning into IFRS, 
provision was also introduced to spread the recognition of restatement adjustments, for the purposes of the loan 
relationships and derivative contracts rules over a period of ten years. This took the form of The Loan Relationships 
and Derivative Contracts (Change of Accounting Practice) Regulations 2004 (‘the COAP Regulations hereafter).

It is debateable whether these rules are fit for purpose in relation to the transition to FRS 100 accounting 
frameworks. It would seem likely that the legislation could be simplified so that it is more intelligible. A simple 
example would be the use by the Disregard and COAP Regulations of references refer to the loan relationship 
and derivative contracts legislation as it existed before it was re‑written in 2009. That is not conducive to an 
understanding the rules. There is considerable scope for rationalisation of this nature.

More significantly, the ten year period over which restatement adjustments fall to be spread under the COAP 
Regulations would typically exceed the duration of financial instruments held or used by companies at a point in 
time. Some commentators have suggested that the period of spreading could be reduced to a shorter period, for 
example four years.
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When?
IAS 39 is the international accounting standard addressing the recognition and measurement of financial instruments. 
It is, itself, in the process of being modernised, and will be ultimately be replaced by a new standard – IFRS 9. 
Furthermore, in due course, the FRS 100 accounting frameworks are likely also to align, to greater or lesser extent 
with IFRS 9.

IFRS 9 currently includes a new model for the classification and measurement of financial assets, and new 
requirements for accounting for financial liabilities. It has also carried over from IAS 39 the requirements for 
derecognition of financial assets and financial liabilities. The IASB intends to expand IFRS 9, in due course, to add new 
requirements for the impairment of financial assets measured at amortised cost, and hedge accounting. When these 
projects are completed, IFRS 9 will be a complete replacement for IAS 39. It is proposed that the effective date for 
IFRS 9 will be for periods of account beginning on or after 1 January 2015. However, in relation to UK companies 
using IFRS, this will be subject to the formal endorsement of the new standard by the EU, which may take some time.

The changes introduced by IFRS9, in due course imported to some extent into the FRS 100 accounting frameworks, 
will have implications for the loan relationships and derivative contracts rules. For example, changes to the 
classification model in relation to financial assets may render redundant much of the derivative contracts› legislation 
relating to embedded derivatives. HMRC has previously suggested that the rules providing for capital gains treatment 
of such derivatives could be simplified, and income treatment substituted.

Our view
Some aspects of the loan relationship and derivative contracts rules have proved extremely troublesome in practice, both for 
HMRC and for taxpayers and their advisors. One example would be that the legislation dealing with troubled debt restructurings. 
The legislation relating to debt equity swaps and debt repurchases is highly uncertain, a position not helped by a wide‑ranging 
targeted anti‑avoidance rule. This has led to advisors seeking HMRC clearance in a wide range of commercial transactions. 
This would seem to be a candidate for some legislative reform to strengthen the rules.

More radically, the loan relationships rules have operated by bring into account for corporation tax purposes amounts that are 
recognised for accounting purposes in reserves in addition to those recognised in the income statement. There is a case for 
restricting the application of the loan relationships and derivative contracts rules to amounts that are recognised for accounting 
purposes in accordance with GAAP in a company’s income statement alone. The loan relationships and derivative contracts rules 
also include provision to bring into account for corporation tax purposes amounts that are recognised in shareholders’ funds and, 
in certain circumstances, as fixed capital assets. The rationale for the continued existence of these provisions, in their current form, 
might also be examined in the forthcoming consultation as, prima facie, they would not appear to be consistent with the general 
concept of applying accounting concepts of profit measurement.

It does not appear that the future of the loan relationships and derivative contracts regimes per se will be questioned. 
Possibly, the regimes might be consolidated into a single regime. A similar exercise was conducted in 2002 when the (then) 
financial instruments regime was broadened and replaced by the derivative contracts rules; and the previous rule‑set applicable to 
foreign exchange gains and losses was effectively subsumed into the regimes for loan relationships and derivative contracts.

We would not, however, expect fundamental changes to existing boundaries. In particular, we would not expect the loan 
relationships rules to be extended to include returns on debt‑like shares such as redeemable preference shares – to the extent 
that these are not already subject to corporation tax under the loan relationship rules through the specific rules relating to shares 
accounted for as liabilities in Chapter 6A, Part 6, CTA 2009.

SDLT Lease Duty Simplification

The measure
The Finance Bill 2013 will contain legislation simplifying some aspects of the SDLT regime for acquisitions of new 
leases.

Who will be affected?
Purchasers of new leases and tenants of existing leases, particularly leases that are more than five years old.

When?
From Royal Assent to the Finance Bill 2013.
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Our view
The reporting obligations that apply to lease arrangements that involve the substantial performance of an agreement for lease 
or a lease that continues after a fixed term will be made less onerous. And the provision that charges ‘abnormal’ rent increases 
(ie, certain increases after the fifth year of the term of the lease, ‘ARIs’) will be abolished. The abolition of a charge on ARIs is 
welcome news to those lobby groups that have campaigned for this for many years. The ARI provision is complex, obscure to 
many and arguably otiose. Although this is a significant step in the right direction, the SDLT regime for acquisitions of new leases 
remains relatively tortuous.

Seed Enterprise Investment Scheme: Eligible companies

The measure
Seed Enterprise Investment Scheme (SEIS) was introduced from 6 April 2012 to incentivise equity investment in small, 
early stage companies carrying on qualifying trading activities. Individuals making a qualifying investment receive 
relief at 50% of the cost of the shares, up to a maximum annual investment of £100,000.

Under the new proposal, companies which are established and controlled initially by another company will not be 
disqualified from being a qualifying SEIS company. This is provided that control exists only during a period where the 
company has issued only subscriber shares and has not yet begun, or begun preparations for, its trade or business.

This will ensure that companies established in the first instance by corporate formation agents before being sold onto 
their ultimate owners, will not inadvertently be disqualified from taking advantage of SEIS, as could have been be the 
case under the existing rules.

Who will be affected?
Companies seeking investment under the Seed Enterprise Investment Scheme (SEIS) and investors in those 
companies.

When?
The measure will have effect in relation to shares issued to individuals on or after 6 April 2013.

Our view
This is a welcome relaxation of a restriction which excluded otherwise eligible start up companies from benefiting from the 
available relief.

Seed Enterprise Investment Scheme – extension of capital gains tax 
re‑investment relief

The measure
The Seed Enterprise Investment Scheme (SEIS) was introduced from 6 April 2012 to incentivise equity investment in 
small, early stage companies carrying on qualifying trading activities. SEIS recognises the particular difficulties that 
such companies face in attracting investment, by offering tax relief at a higher rate than that offered by the Enterprise 
Investment Scheme.

In order to kick start the scheme, CGT relief was given in respect of chargeable gains accruing to investors in 
2012/13 where these were re‑invested in shares that qualify for SEIS income tax relief. The amount re‑invested would 
be exempt from CGT.

The relief has now been extended in part as gains realised in 2013/14 can be reinvested into SEIS companies in both 
2013/14 and 2014/15. The relief from CGT, however, is restricted to 50% of the gains reinvested. In effect, this 
means that the rate of tax on reinvested gains is reduced from 28% to 14%.

Who will be affected?
Companies seeking investment under the Seed Enterprise Investment Scheme (SEIS) and investors in those 
companies.

When?
The measure will have effect in relation to re‑invested gains accruing to individuals in 2013/14.
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Our view
The extension of the re‑investment relief should be welcomed by investors in the scheme.

Shale Gas field allowance and ring fence expenditure supplement

The measure
The Chancellor stated at the 2012 Conservative Party Conference that the Government would launch “a generous 
new tax regime for shale” to encourage the development of shale gas. The Chancellor announced today that these 
incentives could take the form of a new field allowance for shale gas and an extension of the current ‘Ring Fence 
Expenditure Supplement’ for shale gas from six to ten years. The announcement has indicated the likely direction for 
this new tax regime and will come as welcome news to the industry.

The new measures are subject to formal consultation, including whether they should be extended to other forms of 
unconventional onshore gas.

We would expect the shale gas field allowance to operate in a similar way to existing field allowances and reduce the 
effective tax rate on shale gas production to 30% from 62% on a proportion of the income. No details of the likely 
size of the allowance have been published at this stage, but in practice this is likely to depend on the economics of 
particular types of projects that will be incentivised.

The proposal to extend the Ring Fence Expenditure Supplement from six to ten years means that expenditure on 
shale gas could potentially get uplifted for tax calculation purposes up to 259% of the original amount (meaning that 
a net benefit could accrue to the company of approximately 60% of the expenditure assuming 62% tax relief on an 
undiscounted basis).

The announcement also indicated that production of shale gas should remain within the general 62% ring fence 
tax regime that applies to other UK oil & gas production. This will be welcome news for those companies that are 
looking to develop shale gas in the UK and have other UK North Sea production income.

Who will be affected?
Companies looking to develop shale gas in the UK and providers of shale gas services.

When?
Formal consultation on the detail of the proposals will take place over the summer. The measures are expected to be 
implemented in Finance Bill 2014.

Our view
UK shale gas could make a significant contribution to UK’s future energy needs, though it is still in early stages and likely to 
develop slowly. Tax is just one of a number of areas that needs to be addressed. In addition to a shale gas tax regime that 
encourages investment, other factors such as legal framework, environmental and local community consents, as well as 
developing the required technical capacity will all play an important role in ensuring the success of shale gas in the UK. To address 
some of these areas the Government intends to this year produce technical planning guidance, develop proposals that local 
communities will benefit from shale gas projects in their area and provide a remit for the Office of Unconventional Gas and Oil. 
Taken together these are all welcome developments for this important industry.

Simpler income tax for smaller businesses

The measure
As originally announced in the 2012 Budget, the option for small unincorporated businesses to use a cash basis for 
accounting is to be introduced from 6 April 2013. This means that such businesses will be able to calculate their 
profits by taking their receipts during the period, less allowable expenses, rather than making accrual adjustments for 
example for debts outstanding.

Separately, unincorporated businesses of any size will also have the option to use a flat‑rate deduction system for 
certain expenses.
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The draft legislation setting out the new proposals was issued in December 2012. In response to feedback on the 
draft legislation, some minor amendments were announced today. In particular:

•	once a business has opted for the cash basis, it must continue to use this accounting method until it is no longer 
eligible, rather than being able to elect in and out on a year‑by‑year basis;

•	businesses using the cash basis will not have to use the simplified flat‑rate expenses for their cars;

•	there is a new requirement for an adjustment on a just and reasonable basis where an individual takes business 
goods for their own use; and

•	businesses will not be required to align their reporting with the tax year.

Who will be affected?
Unincorporated businesses (sole‑traders and partnerships) with annual receipts of up to £79,000 will be eligible to 
opt for the cash basis. They will continue to use this basis until their annual receipts exceed £158,000.

The flat‑rate deduction system will be available for all unincorporated businesses irrespective of size.

When?
The changes will take effect from 6 April 2013.

Our view
We welcome this measure, which will provide many small businesses with the option to simplify their tax affairs.

It should be noted that the options for loss relief are restricted under the cash basis, which may mean that this is not an attractive 
option for certain businesses.

Support for the creative industries

The measure
In Budget 2012, the Chancellor announced his intention to introduce a creative sector tax relief building on 
the success of the existing film tax relief, which provided £214 million of support to the British film industry in 
2011/12 and has supported over £5 billion of investment into British films since its introduction in 2007.

Since then, the Government has consulted on the design of the relief and the Chancellor announced in his Autumn 
Statement in December 2012 that the relief will offer a payable tax credit worth up to 25% of qualifying expenditure 
on culturally British video gaming, animation and high end TV drama and documentaries.

In Budget 2013, the Government announced further support for the creative industries, including:

•	the launch of a new competitive fund of up to £15 million by The Technology Strategy Board to support the digital 
content production industry; and

•	an increase in the Skills Investment Fund to £8 million (up from £3 million) each year over the next two years, with 
the Government matching voluntary industry contributions, to support skills development in the UK digital content 
sectors.

In addition, the Government will launch a public consultation to consider options to use the tax system to provide 
further support for the visual effects industry.

Who will be affected?
Companies involved in the production and development of culturally British animation, high‑end television drama and 
documentaries, and video games.

When?
The relief is due to be introduced for expenditure incurred from 1 April 2013, subject to EU State Aid approval. 
The Government announced in Budget 2013 that the European Commission is expected to approve the animation 
and high‑end television tax reliefs shortly, in time for the relief to start on 1 April 2013. It is likely that the State Aid 
approval for the video game relief will not be received before 1 April 2013 and therefore the commencement date 
for video games will be delayed.
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Our view
The introduction of the relief has been widely welcomed by the creative industries and the rate has been set at a competitive level. 
The television industry will be pleased that State Aid approval should be received in time for the relief to start on 1 April 2013 
as planned.

While it was always acknowledged that obtaining state aid approval for the video games relief might take longer, the video games 
industry will be disappointed to see a delay in the introduction of the relief. The video games industry bodies have announced their 
intention to work closely with the Government and the European Commission to obtain approval for the relief as soon as possible.

The announcement of further support for the creative industries, particularly the additional 10 million investment in skills, is 
welcome and we await the further consultation on support for the visual effects industry with interest.

Tax and UK Government contracts

The measure
It has previously been announced that the Government will introduce new rules to allow Government departments to 
exclude companies and individuals which take part in failed tax avoidance schemes from being awarded Government 
contracts.

Suppliers wishing to tender for a public contract are required to complete a pre‑qualification questionnaire and it is 
expected that this will be modified to ask for additional information about tax. Potential suppliers will be required to 
self‑certify whether they have fulfilled their obligations relating to the payment of taxes, and identify any Occasion(s) 
of Non Compliance (OONC).

HMRC’s formal response to the consultation on the new rules sets out that an OONC occurs if any tax return filed 
after 1 October 2012 is found to be incorrect (whether as a result of litigation or by agreement with HMRC) under 
the new General Anti‑Abuse Rule that will be introduced in the Finance Act 2013 or the equivalent case‑law abuse 
principle for VAT.

An OONC also occurs if a scheme notified, or that should have been notified, under the disclosure of tax 
arrangements schemes legislation has failed. There is currently no guidance on whether a scheme will be deemed to 
have failed where it is being litigated and is still under appeal.

In addition, an OONC occurs if the supplier has a criminal conviction for tax‑related offences, or has incurred a 
penalty for civil fraud or evasion.

The rules will apply to any tax returns submitted on or after 1 October 2012 that are amended after 1 April 2013. 
A de minimis limit is introduced so that the rules will only apply to contracts with a value over £5 million.

Who will be affected?
These rules will apply to individuals or businesses that apply for contracts with Government departments with a 
contract value over £5 million. It is the bidding entity that will be asked to self‑certify its position in relation to tax 
compliance (and all parties involved in a joint venture contract will need to certify).

When?
It is expected that the new rules will apply to tenders advertised from 1 April 2013.

Our view
The broad objective of the policy is to encourage tax compliance from Government suppliers and bear down on abuse. 
We welcome the confirmation that the encouragement of compliance for the future is to be the main focus of the measures.

The definition of non‑compliance has been clarified, providing greater certainty for Government suppliers. In addition, the removal 
of the self‑certification requirement for companies bidding for contracts below £5 million in value will remove the administration 
burden for, in particular, many small and medium‑sized enterprises.
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Tax relief for health related interventions

The measure
The Government will establish the Health and Work Assessment and Advisory service to support employees to return 
to work who otherwise may be in danger of long‑term sickness absence.

It will also introduce a targeted tax relief so that amounts paid by employers (up to 500) on health‑related 
interventions recommended by this service are not treated as a taxable benefit in kind.

Who will be affected?
Employers and employees who use the service will benefit from this relief providing the costs incurred by the 
employer do not exceed £500. In this case the employer will have no reporting requirement and the employee will 
not face an income tax charge.

When?
The Government will consult on implementation later in 2013 and legislation will be included in the 2014 Finance Bill.

Our view
This is a welcome tax relief where employers and employees make use of this service to support employees return to work 
following an absence through sickness.

Tax treatment of herbal smoking products

The measure
As announced at Budget 2012, and following consultation on implementation, the Government will make legally 
available tobacco‑free (herbal) smoking products liable to tobacco products duty

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

When?
The change will come into effect on 1 January 2014.

Our view
This revenue increasing measure is to be expected following a consultation.

Taxation of high‑value UK residential property held by certain 
non‑natural persons

The measure
The 2012 Budget announced significant changes to the way in which high‑value UK residential properties, worth 
more than £2 million, are taxed. These changes are aimed at stopping perceived Stamp Duty Land Tax (SDLT) 
mitigation through the use of companies and other entities.

Increases in the rate of SDLT on the acquisition of high‑value residential properties have already been introduced. 
Individuals and trustees who acquire such a property need to pay 7% SDLT, whereas a higher 15% rate applies 
where residential properties worth more than £2 million are acquired by ‘non‑natural persons’ (broadly, companies, 
partnerships with a corporate member and collective investment schemes).

Further changes will be introduced from April 2013. These will include:

•	an Annual Tax on Enveloped Dwellings (ATED) of up to £140,000 per year in relation to high‑value residential 
properties held by non‑natural persons; and

•	a new 28% Capital Gains Tax (CGT) charge when such properties held by non‑natural persons are sold at a gain.
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 The Government has stated that the target of these measures is primarily individuals who indirectly purchase or 
own a high‑value residential property for their own use, or the use of family members, while in the UK.

 Accordingly, exemptions from the 15% SDLT charge, the ATED and the CGT charge will be available for:

 – Property developers;

 – Buy to let investors;

 – Properties acquired for use of employees, provided the employee(s) has an interest of less than 5% in the company;

 – Working farmhouses;

 – Properties held for charitable purposes; and

 – Properties which are accessible to the general public.

 HMRC has today announced slight amendments to the exemptions, as well as adding exemptions for diplomatic 
residences and some other publicly‑owned properties.

 Exemptions may be withdrawn if the property ceases to be used for the purpose which qualified for the exemption 
or if certain individuals connected with the non‑natural person occupy the property.

Who will be affected?

‘Non‑natural persons’ who own or intend to buy UK residential property worth more than £2 million, and individuals 
and other persons who intend to purchase high‑value residential property which they will own indirectly via a 
non‑natural person.

When?
The 15% SDLT rate was introduced on 21 March 2012 with a limited exemption for certain property developers. 
Further exemptions for business and investors will be introduced from the date of Royal Assent to the Finance Bill 
2013. Thereafter, non‑natural persons who qualify for one of the above exemptions will only be subject to SDLT at 
7% on such purchases.

The ATED will come into effect from 1 April 2013.

The CGT charge will be introduced from 6 April 2013.

Our view
These measures remain largely unchanged from those previously announced.

It is disappointing that the new exemption from the 15% SDLT charge will not be introduced before the date Royal Assent is given 
to the Finance Bill 2013.

Tobacco duty

The measure
As announced at the March Budget 2010, duty rates on tobacco products will increase by 2 per cent above RPI. 
The general impact of the change in excise duty rates will mean that, the price of:

•	a packet of cigarettes will increase by approximately 26 pence;

•	a packet of hand rolling tobacco will increase by approximately 26 pence;

•	a packet of five small cigars will increase by approximately 9 pence; and

•	a packet of pipe tobacco will increase by approximately 14 pence.

Who will be affected?
Manufacturers, importers, distributors and consumers of tobacco.
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When?
These changes will come into effect from 6pm on 20 March 2013.

Our view
The general increase is in line with expectations and previous years.

UK bond funds – gross interest distributions

The measure
The UK Government has announced that it will consult on proposals to allow UK bond funds to pay gross interest 
distributions, where they are marketed to foreign investors, provided they can be satisfied it does not give rise to a 
risk of tax evasion. Currently such funds are permitted to pay gross interest distributions to non‑UK investors and 
corporate investors but are required to withhold tax at 20% of distributions to UK individual investors. This presents 
administrative difficulties where a manager wants to sell their UK bond fund both within and outside the UK as it 
requires them to segregate UK and non‑UK investors.

Who will be affected?
UK bonds funds.

When?
To be confirmed.

Our view
It is not clear from the announcements how this would work in practice. Will gross payment depend on being marketed only to 
non‑UK investors or will it be more widely available? Moves to allow UK bond funds to pay gross interest distributions would 
increase their competitiveness if it puts them on equal footing with Irish and Luxembourg bond funds.

UK tax transparent funds

The measure
HM Treasury has confirmed that the regulations to introduce UK tax transparent funds will be introduced.

The regulations to amend FSMA to introduce UK tax transparent funds will be laid after 1 April (once the Financial 
Services Bill comes into effect). Once approved, the three tax regulations can be laid before the House of Commons. 
The capital gains tax regulations will be effective immediately and the stamp duty and VAT regulations should be 
effective 21 days later.

Unlike the overseas equivalents, there will be two legal forms of the UK tax transparent fund: the co‑ownership 
scheme and the authorised limited partnership, providing additional flexibility for managers and investors. Whilst the 
main driver for introducing tax transparent funds in the UK was the introduction of master‑feeder arrangements 
under the UCITS IV Directive, both forms of the vehicle will be capable of being authorised as a UCITS, Non‑UCITS 
Retail Scheme (NURS) or Qualified Investor Scheme (QIS).

Who will be affected?
UK tax transparent funds

When?
By the end of spring 2013

Our view
The introduction of tax transparent funds by the UK will enable it to compete as a domicile of choice for such funds. 
Existing European tax transparent funds, such as the Luxembourg Fonds Commun du Placement (FCP) and the Irish Common 
Contractual Fund (CCF), have, for some time, been an attractive investment vehicle for institutional investors such as pension funds 
and charities. This is because their tax transparency can allow such investors to access reduced rates of withholding tax under 
relevant Double Tax Treaties as if they had invested in the underlying assets directly, while benefitting from the economies of scale, 
reduced costs and asset diversification offered by collective investment.
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VAT: Changes to the place of supply rules

The measure
This measure will introduce legislation to tax intra‑EU business to consumer (B2C) supplies of telecommunication, 
broadcasting and e‑services in the EU Member State in which the customer is located. Currently these services are 
taxed in the EU Member State in which the business is established.

Who will be affected?
Any taxpayers who supply telecommunication, broadcasting and electronic services. Examples of telecommunication 
services include most telephone services, and access to the internet. Examples of broadcasting services include the 
broadcast of radio and television programmes over the radio/television network and live broadcasts over the internet. 
Examples of e‑services include downloaded music, films, apps, games, e‑books, software and on‑line auctions.

However, to save the need for businesses affected by these changes to register for VAT in multiple EU Member 
States, a Mini One Stop Shop (MOSS) will be introduced that will give businesses the option of registering in just one 
EU Member State and accounting for VAT due in other EU Member States using a single return.

When?
These changes will take effect from 1 January 2015.

Our view
A previously announced measure which will ensure that these supplies are taxed consistently in the EU Member State of 
consumption combined with new rules which should mitigate the extra VAT compliance burden.

VAT: Consultation on zero rating certain supplies for export

The measure
HMRC will consult on secondary legislation on the zero‑rating of certain supplies of goods which are to be exported 
outside the EU. Currently sales of goods to businesses which are VAT registered in the UK but have no UK business 
establishment are liable to VAT, even where the non‑established business arranges to export the goods to a non‑EU 
destination.

The current UK law is not compatible with EU law which stipulates that a supply in these circumstances, where the 
goods are exported to a non‑EU destination, should be zero‑ rated.

To correct this anomaly, following consultation, a statutory instrument will be laid in late Summer or early Autumn 
2013. A minor housekeeping change will also be made to the UK law on zero‑rating of goods dispatched to other 
EU Member States to amend an outdated reference to excise law.

Who will be affected?
Businesses registered for VAT but which are not established in the UK and which export goods to non EU countries.

When?
The consultation will be announced shortly and secondary legislation is expected later in 2013.

Our view
This is a minor change aimed at addressing an anomaly in the way the UK has interpreted EU legislation. The measure could 
improve cashflow for those affected as they will no longer have to charge and recover the VAT charged in the supply chain. 
It may also mean that businesses that are only VAT registered in the UK in respect of these transactions will no longer need to be 
registered for VAT.

VAT: Road fuel scale charge (RFSC)

The measure
A statutory instrument laid on 20 March 2013 will revise the values on which businesses are required to account for 
VAT when fuel is provided to employees for private use. The new rates take effect from 1 May 2013.
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As announced in the 2012 Autumn Statement, the Finance Bill 2013 will include technical changes to the way in 
which future changes to the RFSC will be made. The Finance Bill will also legislate for two extra‑statutory concessions 
affecting the RFSC. The changes will provide HM Treasury with the power to revalorise the RFSC outside the Budget 
and also to amend the definition of road fuel.

Who will be affected?
Employers providing employees with fuel for private use.

When?
The change in RFSC rates takes effect from 1 May 2013 and the further changes to the way the RFSC scheme 
operates will be introduced in the Finance Bill 2013.

Our view
The change in rates was expected.

The future changes to the way the RFSC operates mean that changes to the rate may in future take place outside the Budget 
process and will give HM Treasury more flexibility in administering the tax. The change to the definition of road fuel is presumably 
an anti‑avoidance measure and will tighten the definition.

VAT: Withdrawal of exemption for business supplies of research 
between eligible bodies

The measure
In December 2012, the Government issued a consultation on the withdrawal of the VAT exemption for research 
conducted as a business and supplied by one eligible body (a charity or educational institution) to another. 
The consultation closed on 14 March 2013.

Subject to the responses to the consultation, the Government is intending to introduce secondary legislation to 
withdraw the exemption.

The Government has indicated that it will consider the possibility of transitional relief.

Who will be affected?
Charities and educational institutions (such as universities) supplying research services (as a business activity) to other 
such eligible bodies.

When?
Subject to the consultation, the Government plans to proceed with the withdrawal of the exemption on 1 August 2013.

Our view
As the UK was notified by the European Commission that the current exemption for supplies of research between eligible bodies 
does not comply with European legislation, this measure is to be expected. The inclusion of transitional reliefs would be welcome, 
especially given the long‑term scale of many research contracts.

VAT registration and deregistration thresholds

The measure
The taxable turnover registration threshold for VAT will increase from £77,000 to £79,000.

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

The registration and deregistration threshold for relevant acquisitions from other EU member states will increase from 
£77,000 to £79,000.

Who will be affected?
Any business whose taxable turnover is close to the current VAT thresholds for registration and deregistration.
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When?
The new thresholds will have effect from 1 April 2013.

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

VAT treatment of refunds made by manufacturers

The measure
The Government will introduce legislation to allow manufacturers to reduce their VAT payments to take account of 
refunds made directly to final consumers. These could be refunds made as a result of faulty or damaged products or 
customer dissatisfaction.

The Government will undertake a consultation in 2013.

Who will be affected?
Manufacturers that make refunds directly to customers.

When?
Legislation implementing the measure will be introduced in the Finance Bill 2014.

Our view
These measures will provide clarification as to the VAT consequences of manufacturers’ refunds made directly to customers, rather 
than via retailers and may therefore assist the manufacturing sector.

Vehicle Excise Duty rates

The measure
From 1 April 2013 VED rates will increase in line with RPI, apart from VED rates for heavy goods vehicles (HGVs) 
which will be frozen in 2013‑14.

The Government has no plans to make significant reforms to the structure of VED for cars and vans in this Parliament.

From 1 April 2014, the Government will reduce and re‑structure VED rates for HGVs within the HGV Road User Levy 
scheme.

Who will be affected?
Owners and operators of vehicles that fall under the VED scheme.

When?
Owners and operators of vehicles that fall under the VED scheme.

Our view
The general increase is in line with expectations and sees Heavy Goods Vehicle rates frozen for another year.

VED exemptions and simplifications

The measure
From 8 April 2013 the Government will extend the current vehicle excise duty (VED) exemption for disabled drivers 
to individuals receiving the enhanced mobility Personal Independence Payment (‘PIP’). The Government will also 
introduce a new 50 per cent VED discount for individuals receiving the standard mobility PIP.
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The Government will extend the cut‑off date from which classic vehicles are exempt from VED by one year so that, 
from 1 April 2014 a vehicle manufactured before 1 January 1974 (rather than 1 January 1973) will be exempt from 
paying VED.

Reduced Pollution Certificates (RPCs) VED discounts for Euro VI vehicles are due to expire on 31 December 2016. 
The Government will replace RPC VED discounts with grants for Euro IV‑VI vehicles within the HGV Road User Levy 
scheme, from 1 April 2014 to 31 December 2016. Details of the grants will be announced shortly by the Department 
for Transport. The Government will end RPC VED discounts for Euro I‑III vehicles within the HGV Road User Levy 
scheme from 1 April 2014, and for all other Euro I‑III vehicles from 1 April 2016.

Additionally, to reduce tax administration costs, the Government will put off‑the‑road declarations onto an 
indefinite basis. The Government will also extend the grace period to 14 days, following the payment of tax, on the 
non‑display of the tax disc in a vehicle.

Who will be affected?
Owners of vehicles that fall under the VED scheme.

When?
As above.

Our view
The Government will extend the current VED exemption measures to benefit certain vehicle owners.
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Indirect Tax Measures

VAT Retail Export Scheme

The measure
The Government will consult on options for redesigning the VAT Retail Export Scheme. The scheme allows 
refunds of VAT on goods bought in the UK by non‑EU visitors who export those goods in their personal luggage. 
The consultation will focus on changes that will make the scheme easier to use and to understand, reduce the 
scope for error, improve compliance, protect revenue and ‘represent good value for money for the taxpayer’. 
Responses to the consultation will enable HMRC to explore the impact of a range of options, including the potential 
for introducing a digital scheme.

Who will be affected?
This consultation will affect retailers who sell goods in the UK to non‑EU visitors who export those goods in their 
personal luggage.

When?
The consultation will be launched in the summer.

Our view
If the consultation results in a simpler system for both taxpayers and non‑EU visitors this will be a welcome change to the 
VAT system.

VAT registration and deregistration thresholds

The measure
The taxable turnover registration threshold for VAT will increase from £77,000 to £79,000.

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

The registration and deregistration threshold for relevant acquisitions from other EU member states will increase from 
£77,000 to £79,000.

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 2013.

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

VAT: Changes to the place of supply rules

The measure
This measure will introduce legislation to tax intra‑EU business to consumer (B2C) supplies of telecommunication, 
broadcasting and e‑services in the EU Member State in which the customer is located. Currently these services are 
taxed in the EU Member State in which the business is established.
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Who will be affected?
Any taxpayers who supply telecommunication, broadcasting and electronic services. Examples of telecommunication 
services include most telephone services, and access to the internet. Examples of broadcasting services include the 
broadcast of radio and television programmes over the radio/television network and live broadcasts over the internet. 
Examples of e‑services include downloaded music, films, apps, games, e‑books, software and on‑line auctions.

However, to save the need for businesses affected by these changes to register for VAT in multiple EU Member 
States, a Mini One Stop Shop (MOSS) will be introduced that will give businesses the option of registering in just one 
EU Member State and accounting for VAT due in other EU Member States using a single return.

When?
These changes will take effect from 1 January 2015.

Our view
A previously announced measure which will ensure that these supplies are taxed consistently in the EU Member State of 
consumption combined with new rules which should mitigate the extra VAT compliance burden.

Aggregates Levy

The measure
It was announced in the Budget that the rate of Aggregates Levy will remain unchanged at £2.00 per tonne of 
aggregate (rock, sand and gravel) that is commercially exploited.

Who will be affected?
Businesses registered for Aggregates Levy will continue to account for the levy. As previously, any commercial 
exploitation of aggregates may give rise to a requirement for registration at any time. Buyers of aggregate and 
aggregate based products should see no levy‑induced increase in their costs.

When?
The existing rate continues after 1 April 2013.

Our view
There remain complexities in the operation of Aggregates Levy. Increasing the rate would have exacerbated these. Also, as Aggregates 
Levy serves to increase the cost of capital and infrastructure developments, retaining the established rate at this time is welcomed.

Air Passenger Duty (APD) – rates increased in line with RPI

The measure
The Government announced it will increase APD rates in line with RPI with effect from 1 April 2013 and again in line 
with RPI on 1 April 2014.

The new rates are as follows:

Bands (approximate 
distance from 
the UK)

Reduced Rate (lowest class of travel)
Standard rate (other than lowest class 

of travel) Higher rate

From 1 April 
2012

From 1 April 
2013

From 1 April 
2012

From 1 April 
2013

From 1 April 
2014

From 1 April 
2013

From 1 April 
2013

From 1 April 
2014

Band A 
(0 – 2000 miles)

13 13 13 26 26 26 52 52

Band B 
(2001 – 4000 miles)

65 67 69 130 134 138 268 276

Band C 
(4001 – 6000 miles)

81 83 85 162 166 170 332 340

Band D 
(over 6000 miles)

92 94 97 184 188 194 376 388
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Who will be affected?
Airlines and, with effect from 1 April 2013, private and business jets and, of course, passengers departing UK 
airports.

When?
1 April 2013 and 1 April 2014.

Our view
The announcement that APD will rise as planned will frustrate airlines and the travel industry which have lobbied hard against 
the tax. It seems, however, that the Government is committed to retaining APD, not least because HMRC calculates that it raises 
£3 billion per year and only costs 0.06 pence to collect for every £1 raised.

However, the debate on APD is more complex – the aviation industry has put forward arguments that the tax does not help the 
UK’s competitiveness, given that the majority of EU Member States do not have a similar tax.

There are also clear areas where APD causes distortions of competition and requires reform. For example, a passenger flying from 
Belfast to Alicante will pay £13 APD if they fly direct but will pay £26 APD if they make the same journey but by booking two 
connecting flights through London with budget airlines. The same passenger will pay 3 Irish Air Travel Tax APD if they go over the 
border and catch their flight to Alicante from Dublin.

Alcohol duty

The measure
The Chancellor announced to reduce beer duty and abolish the alcohol escalator in 2014‑15.

The general beer duty rate will be reduced by 2 per cent from 25 March 2013. Duty rates on low strength beer will 
be reduced by 6 per cent and on high strength beer by 0.75 per cent in total from 25 March 2013.

Beer duties will then increase by RPI inflation following the Budget 2014.

Wine, spirits, and cider duty rates will increase by 2 per cent above Retail Prices Index (RPI) from 25 March 2013.

Who will be affected?
Manufacturers, importers, distributors, retailers and consumers of beer, wine, spirits and cider.

When?
The new alcohol duty rates will have effect from 25 March 2013.

Our view
There will be a positive financial impact for individuals who consume beer. Assuming the tax reduction is passed on to the 
consumer, this could result prices of beer being 1 penny lower in cash terms; and 4 pence lower compared to the previous 
government’s plans.

Carbon Price Floor

The measure
The introduction of the Carbon Price Floor (CPF) was announced in Budget 2011 and comes into force with effect 
from 1 April 2013. This Budget confirms carbon price support (CPS) rates of Climate Change Levy for 2013‑14, 
2014‑15 and 2015‑16, clarifies which commodities will be subject to CPS, and which fall outside of CPS such as coal 
slurry and certain stand‑by generators. It also announces changes that will avoid double taxation where commodities 
are moved between generation stations. The measure also confirms that CPS rates will not be introduced in relation 
to fossil fuels used for generation in Northern Ireland.
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Who will be affected?
The measure will increase the cost of generation by large scale generators using fossil fuels including generation 
using Combined Heat and Power plant (CHP) where capacity is over 2 megawatts. Exempt unlicensed generators 
and autogenerators (non‑utilities that consume more than 75% of the electricity they generate) with a generating 
capacity of up to 2 megawatts will not be required to apply for CPS. Those generators required to apply CPS and 
which are not already registered for Climate Change Levy, will be required to do so.

When?
CPS will apply to the first use of taxable commodities after 1 April 2013.

Our view
Clarification of operational aspects of CPS is welcomed. Given the increasingly diverse forms of fuel that are being used to 
generate electricity it is important to be able to forecast precisely where CPS will apply before investing in new technology.

Charitable buildings

The measure
The Government will withdraw charitable buildings from the scope of the VAT reduced rate for the supply and 
installation of energy‑saving materials. This measure was previously announced in the Budget 2012.

Who will be affected?
Charities who may wish to supply and install energy‑saving materials.

When?
The changes will be introduced in the Finance Bill 2013 and take effect from 1 August 2013.

Our view
This measure will potentially increase VAT costs for charities.

Climate Change Levy – possible future exemption for metallurgical 
and mineralogical process sector

The measure
The Government will consult the metallurgical and mineralogical process sectors regarding the introduction of a 
Climate Change Levy exemption for energy consumed in certain processes. CCL exemption is available where taxable 
commodities are not used as fuel (e.g. gas in some chemical processes). CCL exemption in these circumstances is 
available only with prior agreement and for very specific activities.

Who will be affected?
Businesses operating in these sectors that use energy in relevant processes. Their energy suppliers will be required to 
apply the exemption upon receipt of an approved certificate from the sector business.

When?
When consultations are complete, CCL exemption is planned for energy used in relevant processes from 1 April 2014.

Our view
CCL is not designed and ought not apply to energy products where they are used other than for their energy yielding qualities. 
Extending this relief to include further non‑fuel uses is welcomed. There may be further, as yet unidentified, non‑fuel uses that 
could also qualify for this exemption.
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Combined bingo

The measure
The Government will relax the current bingo duty arrangements for combined bingo games involving non‑UK 
participants.

Combined bingo games consist of the following:

•	A game of bingo being played simultaneously in more than one place;

•	Each game is promoted by more than one person;

•	Prize money is pooled; and

•	Each player in each place has a chance of winning a share of the prize money.

Who will be affected?
Bingo operators who may wish to promote combined bingo games with operators outside of the UK.

When?
The changes will be introduced for accounting periods on or after the date when the Finance Bill 2013 receives 
Royal Assent.

Our view
The industry expected this measure following an informal tax consultation in June 2012.

Consultation on further notification requirement for avoidance 
scheme users

The measure
The Government proposes to consult upon the introduction of a notification requirement for taxpayers who have 
used avoidance schemes that are defeated in the Courts in regard to another party’s litigation.

Who will be affected?
The proposal is mentioned in a single paragraph amongst the ‘Future Tax Changes’ in the Budget Overview 
document and as such lacks any detail regarding the practical application. The proposal suggests that taxpayers 
who have used an avoidance scheme that is defeated in the Courts in relation to another taxpayer’s appeals would 
then have the obligation to either acknowledge that the judgement applied to them and to amend their returns 
accordingly or to confirm that they stand by their original return. The proposal also suggests the imposition of a 
tax‑geared penalty if a taxpayer fails to take reasonable care ie if they fail to notify HMRC that the judgement applied 
to a scheme that they had used.

When?
The proposal is that the relevant legislation will be introduced in Finance Bill 2014 so it may be presumed that the 
consultation will be announced in the coming months.

Our view
The lack of detail in the proposal regarding the practical application of the legislation raises a number of questions and concerns. 
The practical difficulty with such proposals will be in determining how effective legislation is phrased. Until greater detail of the 
proposal becomes available it is potentially difficult to see how a taxpayer could determine whether a scheme that they had 
invested or participated in was the same as or merely had similar features to one that had been considered by the Courts. A similar 
question would arise in the situation where another taxpayer who had participated in the same planning lost in the Courts but the 
decision was attributable to an implementation failure rather than because of the Court’s view of the technical application of the 
relevant law. In any event, the introduction of such legislation would at the very least place an obligation upon participators to 
keep abreast of all decisions reached in the Courts in regard to avoidance schemes to ensure that a Court decision did not relate 
to a scheme that they had used. As such, if introduced, the obligation to notify, and the potential tax‑geared penalty for carelessly 
failing to notify, would no doubt serve as a further deterrent to a taxpayer considering participating in such schemes.

62



Customs and Excise modernisation

The measure
As announced at Budget 2012, the Government will re‑value fines on ships to ensure they remain appropriate 
disincentives. There will also be a clarification of HMRC’s power to detain goods during customs and excise 
investigations and the definition of goods under customs legislation.

The Government will also consult on modernising customs civil penalties to create a fairer, consistent, more 
transparent and effective system, whilst securing our borders and protecting revenue. The changes will bring the 
customs civil penalty regime in line with other HMRC penalties. Legislation will be in Finance Bill 2014.

Who will be affected?
Importers and exporters of goods and providers of trade services.

When?
On Royal Assent to Finance Bill 2014.

Our view
This is in line with expectations following the consultation on HMRC’s Customs and Excise Law Modernisation Project.

Fuel duty

The measure
The Government announced that the 1.89 pence per litre fuel duty increase that was due to take effect on 
1 September 2013 will be cancelled.

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

When?
On and after 1 September 2013

Our view
Cancelling the planned September increase in fuel duty will help motorists, who will pay a lower price for fuel, and will allow 
households and businesses to maintain running costs at a lower level than under previous proposals.

Gaming duty revalorisation

The measure
The Government will increase gaming duty bands in line with RPI for accounting periods starting on or after 1 April 
2013. Gaming duty applies to premises‑based, casino gaming profits generated by both games of chance and equal 
chance games. Remote gaming is dealt with separately under remote gaming duty.

Who will be affected?
Casino operators.

When?
The changes will be introduced in relation to accounting periods starting on or after 1 April 2013.

Our view
This increase was expected by the industry.
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Landfill Tax

The measure
Budget 2012 specified that the standard rate of Landfill Tax will continue to rise by £8 per tonne for the next two 
years (2013‑14 and 2014‑15). Hence a standard rate of £72 per tonne will apply to taxable disposals made on 
or after 1 April 2013, and a standard rate of £80 per tonne for taxable disposals made on or after 1 April 2014. 
The lower rate of £2.50 per tonne (for inert materials) will remain unchanged throughout.

The potential value of funding available from the Landfill Tax Communities Fund (a mechanism to recycle a 
proportion of LFT receipts into environmental projects) will be maintained at last year’s level (£78.1m).

Who will be affected?
Landfill Tax registered site operators will need to apply the new rates from the relevant dates. The cost of disposal to 
landfill will increase for relevant waste to reflect the higher standard rate of LFT.

When?

•	1 April 2013 – £72 per tonne.

•	1 April 2014 – £80 per tonne.

Our view
The Landfill Tax standard rate escalator has encouraged investment in waste treatment processes which were once prohibitively 
expensive. However, the high rate of tax can make compliance errors very costly. Also, any companies operating in a waste 
intensive sector will, of course, see their Landfill Tax costs increase again.

Minor fuel duty rates

The measure
In 2015‑16 the duty differential between the main rate of fuel duty and the rate for compressed natural gas will 
be maintained, and the duty differential for liquefied petroleum gas will be reduced by the equivalent of 1 penny 
per litre.

Who will be affected?
Businesses producing and importing, and consumers of, hydrocarbon oils, compressed natural gas fuel products, and 
liquefied petroleum gas.

When?
2015‑2016.

Our view
This is not surprising but future reductions of duty differentials will reduce the incentive for using liquefied petroleum gas 
over petrol.

Tax and UK Government contracts

The measure
It has previously been announced that the Government will introduce new rules to allow Government departments 
to exclude companies and individuals which take part in failed tax avoidance schemes from being awarded 
Government contracts.

Suppliers wishing to tender for a public contract are required to complete a pre‑qualification questionnaire and it is 
expected that this will be modified to ask for additional information about tax. Potential suppliers will be required to 
self‑certify whether they have fulfilled their obligations relating to the payment of taxes, and identify any Occasion(s) 
of Non Compliance (OONC).
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HMRC’s formal response to the consultation on the new rules sets out that an OONC occurs if any tax return filed after 
1 October 2012 is found to be incorrect (whether as a result of litigation or by agreement with HMRC) under the new 
General Anti‑Abuse Rule that will be introduced in the Finance Act 2013 or the equivalent case‑law abuse principle for VAT.

An OONC also occurs if a scheme notified, or that should have been notified, under the disclosure of tax 
arrangements schemes legislation has failed. There is currently no guidance on whether a scheme will be deemed to 
have failed where it is being litigated and is still under appeal.

In addition, an OONC occurs if the supplier has a criminal conviction for tax‑related offences, or has incurred a 
penalty for civil fraud or evasion.

The rules will apply to any tax returns submitted on or after 1 October 2012 that are amended after 1 April 2013. 
A de minimis limit is introduced so that the rules will only apply to contracts with a value over £5 million.

Who will be affected?
These rules will apply to individuals or businesses that apply for contracts with Government departments with a 
contract value over £5 million. It is the bidding entity that will be asked to self‑certify its position in relation to tax 
compliance (and all parties involved in a joint venture contract will need to certify).

When?
It is expected that the new rules will apply to tenders advertised from 1 April 2013.

Our view
The broad objective of the policy is to encourage tax compliance from Government suppliers and bear down on abuse. 
We welcome the confirmation that the encouragement of compliance for the future is to be the main focus of the measures.

The definition of non‑compliance has been clarified, providing greater certainty for Government suppliers. In addition, the removal 
of the self‑certification requirement for companies bidding for contracts below £5 million in value will remove the administration 
burden for, in particular, many small and medium‑sized enterprises.

Tax treatment of herbal smoking products

The measure
As announced at Budget 2012, and following consultation on implementation, the Government will make legally 
available tobacco‑free (herbal) smoking products liable to tobacco products duty

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

When?
The change will come into effect on 1 January 2014.

Our view
This revenue increasing measure is to be expected following a consultation.

Tobacco duty

The measure
As announced at the March Budget 2010, duty rates on tobacco products will increase by 2 per cent above RPI. 
The general impact of the change in excise duty rates will mean that, the price of:

•	a packet of cigarettes will increase by approximately 26 pence;

•	a packet of hand rolling tobacco will increase by approximately 26 pence;

•	a packet of five small cigars will increase by approximately 9 pence; and

•	a packet of pipe tobacco will increase by approximately 14 pence.
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Who will be affected?
Manufacturers, importers, distributors and consumers of tobacco.

When?
These changes will come into effect from 6pm on 20 March 2013.

Our view
The general increase is in line with expectations and previous years.

VAT: Consultation on the extension of the education exemption to 
‘for‑profit’ providers of higher education

The measure
The Government will continue its consultation on the VAT treatment of university degree level education with a view 
to extending the existing VAT exemption to commercial entities supplying such education. In the 2012 Budget, the 
Government announced that it would consult on this issue. The responses to the consultation so far have identified 
a number of significant issues and concerns with the options proposed. The Government is seeking to develop 
alternative options which will also cover possible changes to the exemption for further education.

Who will be affected?
This measure, if enacted, will particularly affect providers of degree level and further education.

When?
The Government has announced that it will consult again on this matter later this year with a view to legislation in a 
future finance bill.

Our view
All measures to align the VAT treatment of higher education will be welcome, as at present, there is an uneven playing field with 
private sector ‘for‑profit’ providers having to charge VAT to students.

VAT: Consultation on zero rating certain supplies for export

The measure
HMRC will consult on secondary legislation on the zero‑rating of certain supplies of goods which are to be exported 
outside the EU. Currently sales of goods to businesses which are VAT registered in the UK but have no UK business 
establishment are liable to VAT, even where the non‑established business arranges to export the goods to a non‑EU 
destination.

The current UK law is not compatible with EU law which stipulates that a supply in these circumstances, where the 
goods are exported to a non‑EU destination, should be zero‑ rated.

To correct this anomaly, following consultation, a statutory instrument will be laid in late Summer or early Autumn 
2013. A minor housekeeping change will also be made to the UK law on zero‑rating of goods dispatched to other 
EU Member States to amend an outdated reference to excise law.

Who will be affected?
Businesses registered for VAT but which are not established in the UK and which export goods to non EU countries.

When?
The consultation will be announced shortly and secondary legislation is expected later in 2013.

Our view
This is a minor change aimed at addressing an anomaly in the way the UK has interpreted EU legislation. The measure could 
improve cashflow for those affected as they will no longer have to charge and recover the VAT charged in the supply chain. 
It may also mean that businesses that are only VAT registered in the UK in respect of these transactions will no longer need to be 
registered for VAT.
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VAT: Road fuel scale charge (RFSC)

The measure
A statutory instrument laid on 20 March 2013 will revise the values on which businesses are required to account for 
VAT when fuel is provided to employees for private use. The new rates take effect from 1 May 2013.

As announced in the 2012 Autumn Statement, the Finance Bill 2013 will include technical changes to the way in 
which future changes to the RFSC will be made. The Finance Bill will also legislate for two extra‑statutory concessions 
affecting the RFSC. The changes will provide HM Treasury with the power to revalorise the RFSC outside the Budget 
and also to amend the definition of road fuel.

Who will be affected?
Employers providing employees with fuel for private use.

When?
The change in RFSC rates takes effect from 1 May 2013 and the further changes to the way the RFSC scheme 
operates will be introduced in the Finance Bill 2013.

Our view
The change in rates was expected.

The future changes to the way the RFSC operates mean that changes to the rate may in future take place outside the Budget 
process and will give HM Treasury more flexibility in administering the tax. The change to the definition of road fuel is presumably 
an anti‑avoidance measure and will tighten the definition.

VAT: Withdrawal of exemption for business supplies of research 
between eligible bodies

The measure
In December 2012, the Government issued a consultation on the withdrawal of the VAT exemption for research 
conducted as a business and supplied by one eligible body (a charity or educational institution) to another. 
The consultation closed on 14 March 2013.

Subject to the responses to the consultation, the Government is intending to introduce secondary legislation to 
withdraw the exemption.

The Government has indicated that it will consider the possibility of transitional relief.

Who will be affected?
Charities and educational institutions (such as universities) supplying research services (as a business activity) to other 
such eligible bodies.

When?
Subject to the consultation, the Government plans to proceed with the withdrawal of the exemption on 1 August 2013.

Our view
As the UK was notified by the European Commission that the current exemption for supplies of research between eligible bodies 
does not comply with European legislation, this measure is to be expected. The inclusion of transitional reliefs would be welcome, 
especially given the long‑term scale of many research contracts.

VAT refunds for NHS Bodies

The measure
The Government will legislate in both Finance Bills 2013 and 2014 to include a number of NHS bodies within Section 
41, VAT Act 1994. Public sector bodies listed within Section 41 are able to obtain a refund of VAT charged to them 
on a wide range of specified services.
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Who will be affected?
Finance Bill 2013:

•	The NHS Commissioning Board;

•	Clinical Commissioning Groups;

•	The National Institute for Health and Care Excellence; and

•	The Health and Social Care Information Centre.

Finance Bill 2014:

•	Health Research Authority; and

•	Health Education England.

When?
The changes will come into force in July 2013 and July 2014.

Our view
This change will be welcomed by the NHS bodies who will benefit from it as it will allow them to alleviate the VAT cost of buying 
in various services.

VAT treatment of refunds made by manufacturers

The measure
The Government will introduce legislation to allow manufacturers to reduce their VAT payments to take account of 
refunds made directly to final consumers. These could be refunds made as a result of faulty or damaged products or 
customer dissatisfaction.

The Government will undertake a consultation in 2013.

Who will be affected?
Manufacturers that make refunds directly to customers.

When?
Legislation implementing the measure will be introduced in the Finance Bill 2014.

Our view
These measures will provide clarification as to the VAT consequences of manufacturers’ refunds made directly to customers, rather 
than via retailers and may therefore assist the manufacturing sector.

Vehicle Excise Duty rates

The measure
From 1 April 2013 VED rates will increase in line with RPI, apart from VED rates for heavy goods vehicles (HGVs) 
which will be frozen in 2013‑14.

The Government has no plans to make significant reforms to the structure of VED for cars and vans in this Parliament.

From 1 April 2014, the Government will reduce and re‑structure VED rates for HGVs within the HGV Road User Levy 
scheme.

Who will be affected?
Owners and operators of vehicles that fall under the VED scheme.

When?
Owners and operators of vehicles that fall under the VED scheme.
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Our view
The general increase is in line with expectations and sees Heavy Goods Vehicle rates frozen for another year.

VED exemptions and simplifications

The measure
From 8 April 2013 the Government will extend the current vehicle excise duty (VED) exemption for disabled drivers 
to individuals receiving the enhanced mobility Personal Independence Payment (‘PIP’). The Government will also 
introduce a new 50 per cent VED discount for individuals receiving the standard mobility PIP.

The Government will extend the cut‑off date from which classic vehicles are exempt from VED by one year so that, 
from 1 April 2014 a vehicle manufactured before 1 January 1974 (rather than 1 January 1973) will be exempt from 
paying VED.

Reduced Pollution Certificates (RPCs) VED discounts for Euro VI vehicles are due to expire on 31 December 2016. 
The Government will replace RPC VED discounts with grants for Euro IV‑VI vehicles within the HGV Road User Levy 
scheme, from 1 April 2014 to 31 December 2016. Details of the grants will be announced shortly by the Department 
for Transport. The Government will end RPC VED discounts for Euro I‑III vehicles within the HGV Road User Levy 
scheme from 1 April 2014, and for all other Euro I‑III vehicles from 1 April 2016.

Additionally, to reduce tax administration costs, the Government will put off‑the‑road declarations onto an 
indefinite basis. The Government will also extend the grace period to 14 days, following the payment of tax, on the 
non‑display of the tax disc in a vehicle.

Who will be affected?
Owners of vehicles that fall under the VED scheme.

When?
As above

Our view
The Government will extend the current VED exemption measures to benefit certain vehicle owners.
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Individuals Measures

Jersey and Guernsey Offshore Disclosure Facilities

The measure
The Government has today published separate but near‑identical Memoranda of Understanding between HMRC and 
the Governments of Jersey and Guernsey relating to cooperation over tax matters. In a manner similar to the previous 
agreement with Liechtenstein and the recent agreement with the Isle of Man, the introduction is accompanied by 
the announcement of a window of time in which relevant persons may make a disclosure of previously undisclosed 
taxable income and receive the benefit of lower‑than‑normal penalties. Once the disclosure window closes, HMRC 
will seek to use information exchange to identify any taxpayers who have failed to come forward and will seek to 
impose severe penalties (which can be as much as twice the tax) or even undertake criminal prosecutions.

Who will be affected?
UK resident individuals, partnerships, companies and trusts with previously undisclosed assets in or income from 
assets in Jersey or Guernsey. Typically the undisclosed asset will be a bank account but HMRC are also concerned to 
identify any asset in Jersey or Guernsey that may have been acquired from untaxed and undisclosed UK income, such 
as annuities, pension funds, land and buildings etc.

The facility to make a disclosure on favourable terms is not open to all individuals so that, for example, individuals 
who are subject to an investigation that is unfinished on 6 April 2013 or individuals who are ‘relevant persons’ for 
the purposes of the UK/Swiss agreement will not be able to participate. Similarly, less beneficial terms will be available 
to anyone whom HMRC contacted under any of the previous offshore disclosure facilities but who failed to respond.

When?
The terms of both disclosure facilities will be available from 6 April 2013 until 30 September 2016 and relevant 
persons may apply to join either of the facilities between these dates.

Our view
This is the next step of HMRC’s strategy to combat offshore evasion through tax havens and has been anticipated for some time. 
The precise terms of the disclosure facilities are likely to undergo further clarification or refinement by way of joint declarations 
and publication of ‘frequently asked questions’ but at present look broadly similar to previous disclosure facilities.

Levelling the tax playing field

The measure
The Government is committed to cracking down on tax avoidance and evasion. HMRC’s report ‘levelling the tax 
playing field’ highlights its continued approach and successes in tackling avoidance.

Whilst HMRC acknowledges that the vast majority of the UK’s businesses and individuals are honest, it remains 
focussed on the small minority that do not play by the rules. The report discusses HMRC’s wide ranging and 
developed approach to anti‑avoidance such as introducing further measures to close tax loopholes, consulting on 
proposals to strengthen parts of the tax system that have been targeted for avoidance, introducing the General 
Anti‑Abuse Rule (GAAR) and its robust approach to litigation.

Notably, the report discusses the Government’s intentions to consult on measures to target the ‘hard core of high 
risk promoters who persist in selling avoidance schemes that have little or no prospect of success.’ HMRC continues 
to develop its intelligence about how the avoidance market is working and influence behaviour by sending out clear 
messages that avoidance is ‘not the norm.’
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HMRC reiterates its methods of detecting avoidance including the Disclosure of Tax Avoidance Schemes (DOTAS), 
intelligence and risk assessment. There is continued investment in specialists of which a large proportion is specifically 
in relation to specialist resources on transfer pricing to ensure multinationals pay ‘the right amount of tax.’

HMRC acknowledges that ‘real‑time working’ is now standard practice with both large businesses and wealthy 
individuals. HMRC encourages large businesses to adopt a low‑risk approach to tax planning in conjunction with their 
Business Customer Relationship Managers (CRMs).

In respect of individuals, HMRC’s High Net Worth Unit (HNW Unit), established in 2009, is regarded as an exemplar 
of good practice by the OECD in dealing with tax compliance among wealthy individuals. HMRC has set up new 
teams to focus on a population of 500,000 affluent individuals – the next tier down to those dealt with by HNW Unit 
– and this team will be strengthened by an extra 100 people.

The report also discusses HMRC’s approach and current performance in respect of tackling tax evasion and criminal 
attack. HMRC has increased the number and skills of compliances officers while continuing to invest heavily in new 
technology. Finally the report highlights what HMRC is doing to deal with debt especially where debtors refuse to 
engage.

Who will be affected?
Individuals and businesses who deliberately evade tax or who use contrived tax avoidance schemes to gain an unfair 
advantage.

When?
The proposed changes are part of HMRC’s ongoing commitment to tackling tax avoidance and evasion. Any 
measures would be introduced following a consultation period.

Our view
There is a strength of public feeling against tax avoidance and evasion. The Government has previously announced its commitment 
and focus in this area, so the facts and comments contained within the report are not unexpected.

Capping income tax reliefs

The measure
As announced in last year’s Budget, the Government has confirmed that plans to cap certain income tax reliefs 
will go ahead from 6 April 2013. The level of the cap will be the greater of £50,000 and 25% of the individual’s 
taxable income. The tax reliefs within the cap are broadly those that are deducted from total income in determining 
the amounts liable to income tax, subject to some specific exclusions such as charitable donations, trading losses 
that are carried forward against profits of the same trade, pension contributions and Business Premises Renovation 
Allowances (BPRAs). The most common reliefs affected are trading loss reliefs set against general income, loan 
interest for investments in partnerships and close companies, and share loss relief for investments in certain trading 
companies.

Some amendments were made to the original plans in December following the consultation process, as follows:

1. Trading losses that have been generated by overlap relief will not be subject to the cap. Under the original proposals, 
there were no specific provisions on overlap relief, which could have led to double taxation in some cases.

2. Where losses are carried back and set against profits of the same trade, these amounts will not be subject to the 
cap. This should resolve many anomalies that would have been created due to the timing of business deductions.

3. Share loss relief on investments that qualified for income tax relief under the Enterprise Investment Scheme (EIS) or 
Seed Enterprise Investment Scheme (SEIS) will not be capped.

Who will be affected?
The cap affects individuals who have relevant reliefs that exceed 25% of their income (or £50,000, if higher).

When?
The cap takes affect for reliefs arising in tax years from 2013/14 onwards. This includes trading losses for accounting 
periods that straddle 5 April 2013.
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Our view
Although the adjustments made in December are welcome, some adverse effects for genuine business losses remain. In particular, 
there will be adverse effects for businesses that consist of separate trading or professional entities. Additionally, the restriction of 
loan interest relief may be problematic for business owners with significant amounts of borrowings who operate via partnerships 
or companies.

Contracting out for defined benefit pension schemes to end

The measure
The Government has announced how the introduction of the State Pension reform will affect members of defined 
benefit pension schemes and how it will be paid for through higher NICs. The ability for members of defined benefit 
occupational pension schemes and their employers to ‘contract out’ of the State Second Pension will end on 5 April 
2016. The State Second Pension will close to newly retired pensioners in 2016 as instead pensioners will receive a 
single‑tier State Pension which will be significantly greater than the current basic State Pension. It is expected to be 
about £144 per week.

Who will be affected?
This measure will affect both public sector and private sector employers who operate defined benefit pensions 
schemes and their employees who are members of the schemes. Currently employers receive a rebate of 3.4% and 
employees a rebate of 1.4%.

The majority of the increased National Insurance revenue will come from the public sector. Employer contributions 
are expected to increase by about £3.3 billion from the public sector and around £0.6 billion from private sector. 
Expected corresponding employee contribution increases are £1.4 billion and £0.2 billion respectively.

The Government will legislate for a statutory override to allow all private sector employers to cover the costs of 
additional NIC payments through increasing employee contributions rates or reducing future pension benefits for 
their existing schemes.

In their white paper published in January, the Government set out a transition process to the single‑tier pension. 
Under the process individuals’ pre‑implementation National Insurance records will be translated into a ‘foundation 
amount’ for the new scheme. Individuals who have contracted out will see a deduction applied to reflect that they 
have contracted out.

When?
The measure takes effect in 2016/17, coinciding with the introduction of the single‑tier State Pension.

Our view
‘Contracting out’ ended for defined contribution pension schemes on 6 April 2012. Once the single‑tier pension was announced, 
it was only a matter of time before ‘contracting out’ for defined benefit schemes would come to an end. Employers will need 
to carefully consider how they will cover the additional 3.4% National Insurance Contributions. They will need to balance their 
ability to absorb the costs with the potentially negative effects of asking employees to make up the shortfall through increased 
contributions or reduced pension benefits.

Abolition of Schedule 19 Stamp Duty Reserve Tax

The measure
The SDRT charge under Schedule 19 Finance Act 1999, for which fund managers are liable when investors surrender 
their units in UK unit trust schemes or shares in UK open‑ended investment companies will be abolished.

Who will be affected?
UK asset managers, fund administrators and investors in UK unit trust schemes and OEICs.

When?
From 1 April 2014.
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Our view
This measure is very welcome after more than a decade of lobbying to abolish an anti‑competitive charge that is complex, costs 
the fund industry so much to administer, and yet raises relatively little for the Exchequer. It is anticipated that its removal will 
entice funds to domicile in the UK and allow UK funds to attract more non‑UK investors.

It is also timely, as it enhances the UK’s competitiveness when 11 other EU member states have introduced or proposed financial 
transaction taxes.

Abolition of Stamp Duty & Stamp Duty Reserve Tax on Junior 
Market Shares

The measure
Legislation is to be introduced in the Finance Bill 2014 which will abolish, from 1 April 2014, stamp duty and SDRT 
on share transactions in UK companies quoted on growth markets such as the Alternative Investment Market (the 
London Stock Exchange’s international market for smaller companies) and the ISDX Growth Market (ICAP’s SME 
market).

Who will be affected?
Investors in shares quoted on AIM and ISDX Growth Market.

When?
From 1 April 2014.

Our view
This change in policy makes London even more attractive for Small Caps and IPOs, particularly in view of the financial transaction 
taxes (FTTs) recently introduced in France and Italy, and the European Commission’s proposal for an FTT across 11 EU member 
states from January 2014.

Air Passenger Duty (APD) – rates increased in line with RPI

The measure
The Government announced it will increase APD rates in line with RPI with effect from 1 April 2013 and again in line 
with RPI on 1 April 2014.

The new rates are as follows:

Bands (approximate 
distance from 
the UK)

Reduced Rate (lowest class of travel)
Standard rate (other than lowest class 

of travel) Higher rate

From 1 April 
2012

From 1 April 
2013

From 1 April 
2012

From 1 April 
2013

From 1 April 
2014

From 1 April 
2013

From 1 April 
2013

From 1 April 
2014

Band A 
(0 – 2000 miles)

13 13 13 26 26 26 52 52

Band B 
(2001 – 4000 miles)

65 67 69 130 134 138 268 276

Band C 
(4001 – 6000 miles)

81 83 85 162 166 170 332 340

Band D 
(over 6000 miles)

92 94 97 184 188 194 376 388

Who will be affected?
Airlines and, with effect from 1 April 2013, private and business jets and, of course, passengers departing UK 
airports.
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When?

1 April 2013 and 1 April 2014.

Our view
The announcement that APD will rise as planned will frustrate airlines and the travel industry which have lobbied hard against 
the tax. It seems, however, that the Government is committed to retaining APD, not least because HMRC calculates that it raises 
£3 billion per year and only costs 0.06 pence to collect for every £1 raised.

However, the debate on APD is more complex – the aviation industry has put forward arguments that the tax does not help the 
UK’s competitiveness, given that the majority of EU Member States do not have a similar tax.

There are also clear areas where APD causes distortions of competition and requires reform. For example, a passenger flying from 
Belfast to Alicante will pay £13 APD if they fly direct but will pay £26 APD if they make the same journey but by booking two 
connecting flights through London with budget airlines. The same passenger will pay 3 Irish Air Travel Tax APD if they go over the 
border and catch their flight to Alicante from Dublin.

Annual Tax on Enveloped Dwellings

The measure
A new annual tax on enveloped dwellings (previously called annual residential property tax) shall apply to every year 
(or part of a year) that a residential property worth more than £2 million is owned by a company (or certain other 
‘non‑natural persons’), subject to exceptions.

Who will be affected?
Potentially every person that beneficially owns a single interest in a residential property worth more than £2 million 
other than individuals.

When?
From 1 April 2013.

Our view
The Finance Bill will introduce a new tax, ATED. As discussed above, it forms part of a package of three measures (SDLT and CGT 
being the other two) designed to stop a particular type of practice connected with high‑value residential property sales that the 
Government refers to as ‘enveloping’: ie, acquiring a residential property using a company to act as a special purpose vehicle, then 
selling the shares in that company rather than the property to avoid SDLT being chargeable.

From 1 April 2013, ATED of between £15,000 per annum and £140,000 per annum, depending on which valuation band applies 
to the property, shall apply to every year (or part of a year) that a high‑value residential property is owned by a company (or 
certain other ‘non‑natural persons’), subject to exceptions that apply to a broad range of business activity.

Reliefs will need to be claimed on a ‘nil‑charge’ ATED return annually or by amending an ATED return. As with SDLT, they are 
subject to withdrawal in certain circumstances. The ATED return for the first year (1 April 2013 – 31 March 2014) will probably 
need to be submitted by 1 October 2013 (depending on when the Bill receives Royal Assent) and the tax paid by 31 October 2013. 
Returns and payment for subsequent years will need to be submitted by 30 April.

The charges will be increased by the rate of inflation but the valuation thresholds will not.

Like its cousin, SDLT, ATED is a ‘slab system’ rather than a progressive tax like income tax, which has a graduated structure. So, eg, 
a property worth £1.9 million does not attract the tax, but one worth 2.1 million attracts the full charge of £15,000 per annum. 
This has a distorting effect on the market and produces a cliff edge on pricing near the thresholds for the bands.

Capital Gains Tax Annual Exempt Amount

The measure
The CGT Annual Exemption Amount (AEA) is being increased from 6 April 2013 to £10,900 from £10,600, for 
individuals and personal representatives. For most trustees the amount increases from £5,300 to £5,450
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As announced in the Autumn Statement 2012 the AEA will be further increased by 1% in 2014‑15 and 2015‑16 to 
£11,000 and £11,100 respectively.

Capital gains tax rates, including the 10% rate on up to £10,000,000 of lifetime entrepreneur’s gains, remain the 
same.

Who will be affected?
All taxpayers realising capital gains, other than non‑UK domiciled individuals who elect the ‘remittance basis’ of 
taxation, as they are not entitled to the AEA.

Our view
The planned increases in the exemption, albeit modest, are welcome.

Close companies loans to participators

The measure
The loans to participator rules for close companies are anti avoidance rules. They are intended to deter close 
companies from making untaxed loans to their shareholders or those with an interest in the company, instead of 
paying taxable remuneration or dividends.

Close companies are UK resident companies which are controlled by five or fewer persons or directors, who have a 
share or interest in the company (known as the participators).

The government has today introduced further anti avoidance provisions to stop close companies from circumventing 
these rules. These changes target:

•	Loans made to an intermediary (such as a partnership or trust) where at least one participator is a member, partner 
or trustee

•	Transfers of value other than loans, which are not currently caught

•	An amendment to the repayment rules so relief is only given for genuine repayments, rather than where 
repayments and re‑drawings are made within short time of each other

Who will be affected?
Close companies who have been making loans or transfers of value to participators, which have not previously been 
caught by the rules.

When?
This amendment will have effect from 20 March 2013.

Our view
These changes are intended to target specific anti avoidance schemes so shouldn’t have a wide impact on the majority of close 
companies.

Community Amateur Sports Clubs

The measure
Powers will be introduced in Finance Bill 2013 to allow the Government to change the rules of the Community 
Amateur Sports Club (“CASC”) scheme through secondary legislation. Following publication of Finance Bill 2013, 
Government will publish a formal consultation document setting out proposals for clearer, more detailed rules.

The CASC scheme provides a number of charity‑type tax reliefs to support local sports clubs, and in order to qualify 
clubs must meet certain conditions. However, some of the eligibility rules are currently unclear which can make it 
difficult for clubs and HMRC to be certain whether relief is available.
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A Written Ministerial Statement was issued on 4 March 2013 which sets out proposals for the changes. The proposals 
cover a range of issues, including the maximum annual fee that can be charged; limits on generating income from 
social and non‑sporting activities; more generous rules for travel expenses and limited payments to players.

Who will be affected?
Amateur sports clubs and associations, potentially including those who have not previously been eligible for the 
CASC scheme.

When?
Consultation is due to take place over the summer, with draft regulations expected to be set out in Autumn 2013.

Our view
This welcome measure is part of the Government’s commitment to delivering a real sporting legacy after the London 2012 Olympic 
and Paralympic games. It is hoped that the measure will support and encourage greater participation in community sports.

Consultation on further notification requirement for avoidance 
scheme users

The measure
The Government proposes to consult upon the introduction of a notification requirement for taxpayers who have 
used avoidance schemes that are defeated in the Courts in regard to another party’s litigation.

Who will be affected?
The proposal is mentioned in a single paragraph amongst the ‘Future Tax Changes’ in the Budget Overview 
document and as such lacks any detail regarding the practical application. The proposal suggests that taxpayers 
who have used an avoidance scheme that is defeated in the Courts in relation to another taxpayer’s appeals would 
then have the obligation to either acknowledge that the judgement applied to them and to amend their returns 
accordingly or to confirm that they stand by their original return. The proposal also suggests the imposition of a 
tax‑geared penalty if a taxpayer fails to take reasonable care ie if they fail to notify HMRC that the judgement applied 
to a scheme that they had used.

When?
The proposal is that the relevant legislation will be introduced in Finance Bill 2014 so it may be presumed that the 
consultation will be announced in the coming months.

Our view
The lack of detail in the proposal regarding the practical application of the legislation raises a number of questions and concerns. 
The practical difficulty with such proposals will be in determining how effective legislation is phrased. Until greater detail of the 
proposal becomes available it is potentially difficult to see how a taxpayer could determine whether a scheme that they had 
invested or participated in was the same as or merely had similar features to one that had been considered by the Courts. A similar 
question would arise in the situation where another taxpayer who had participated in the same planning lost in the Courts but the 
decision was attributable to an implementation failure rather than because of the Court’s view of the technical application of the 
relevant law. In any event, the introduction of such legislation would at the very least place an obligation upon participators to 
keep abreast of all decisions reached in the Courts in regard to avoidance schemes to ensure that a Court decision did not relate 
to a scheme that they had used. As such, if introduced, the obligation to notify, and the potential tax‑geared penalty for carelessly 
failing to notify, would no doubt serve as a further deterrent to a taxpayer considering participating in such schemes.

Defined Benefit Pension schemes – new objective for regulator

The measure
Defined benefit pension plans are subject to scrutiny by Pension Regulator who agrees the amount of funding 
which is required to ensure that the pension commitments can be met. The government proposes that the Pension 
Regulator be given a new objective to support scheme funding arrangements that are compatible with the 
sustainable growth plans of the sponsoring employer.
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Who will be affected?
Defined Benefit Scheme and their sponsoring employers.

When?
The precise wording will be included in draft legislation to be published by the department of work and pensions 
this spring.

Our view
Recent economic conditions have put employers sponsoring defined benefit pension schemes under significant financial pressure. 
This is a welcome measure designed to help and encourage such employers to maintain their defined benefit pension schemes by 
providing a small relaxation in the potential funding requirements, so that the employer’s sustainable growth plans can be taken 
into consideration.

Employee ownership as a business model

The measure
The Government has previously confirmed its support for employee ownership as a business model.

Following on from the Nuttall Review, work has been started to implement some of the recommendations that 
were made during the Review – for example to develop an ‘off the shelf’ model for an employee owned company. 
However, the Government has now committed to provide £50 million annually to further incentivise growth of the 
employee owned sector. This will be used to:

1. respond to recommendations made by the review and other relevant organisations that support employee share 
ownership; and

2. fund the introduction of a capital gains tax relief where a controlling interest in a business is sold to an employee 
ownership structure.

Who will be affected?
The measure will be relevant to all companies that are interested in developing an employee ownership structure. 
It will also be of interest to business owners who are looking at selling a controlling interest in their business.

When?
The provision of the £50 million noted above to support employee ownership as a business model will apply annually 
with effect from the 2014/15 tax year. It is intended that the legislation to introduce the capital gains tax relief will be 
introduced in Finance Bill 2014.

Our view
Having previously recognised that employee ownership is good for UK business, it is encouraging to see the Government commit 
resources to further develop this model. We will, however, need to see further details as regards how these funds will be utilised.

Business owners who are thinking of selling their businesses will be particularly keen to see the legislation in respect of the CGT 
relief – and therefore whether they can take advantage of the relief that will come into effect, presumably, in 2014.

Employee shareholder status

The measure
The government has further amended its proposals under which employees will be able to receive shares in 
exchange for giving up certain employment rights. In return for giving up these rights, the growth in value of the first 
£50,000 of shares will be exempt from capital gains tax (CGT).

Under the original proposals, the award of shares would have been fully subject to income tax and, where 
appropriate, NIC. However, the government has now announced that it will introduce legislation to exempt the 
first £2,000 of shares awarded from income tax/NIC. This will be achieved by deeming the employee to have paid 
£2,000 for their shares. The exemption from CGT on the disposal of up to £50,000 of shares (measured at the date 
of award) will remain.
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Who will be affected?
The measure will be relevant all companies who wish to offer the employee shareholder status and all employees 
who wish to adopt the new status.

When?
The legislation will apply for income tax, NIC and capital gains tax purposes to shares received on or after 
1 September 2013 when the new employee shareholder status comes into effect.

Our view
Deeming the employee to have paid £2,000 for their shares may make the employee shareholder status marginally more attractive 
to employees. However, employers and employees will still need to consider whether or not the proposals are something they 
regard as attractive for their business.

In particular, employees will need to decide whether it is appropriate to give up their employment rights in return for an award of 
shares in their employer.

The measure is likely to be of most interest to small companies with high growth potential.

Entrepreneurs’ Relief: Enterprise Management Incentives (EMI) 
shares

The measure
As previously announced, the government will extend entrepreneurs’ relief to cover capital gains made on shares 
acquired through the exercise of Enterprise Management Incentive (EMI) options, to apply to qualifying share 
disposals from 6 April 2013.

Who will be affected?
Employers who are eligible to grant EMI options and employees who are eligible to receive EMI options.

When?
The measure will apply to qualifying share disposals from 6 April 2013.

Our view
Under entrepreneurs’ relief, any gains arising from the disposal of those shares could be subject to a 10% rate of CGT. As a result, 
EMI options will continue to be an attractive way to incentivise key employees.

Exemptions from the 15% rate of Stamp Duty Land Tax

The measure
The exemptions from the 15% rate of SDLT for acquisitions of dwellings for more than £2 million will be replaced and 
substantially increased in number.

Who will be affected?
Potentially every business that acquires single interests in residential property worth more than £2m.

When?
From Royal Assent to the Finance Bill 2013.

Our view
Last year’s Finance Act introduced a punitive rate of SDLT of 15% for purchases of single interests in residential property worth 
more than £2 million by companies and certain other ‘non‑natural persons’. The rate was one of three measures designed to 
discourage individuals using companies acting as ‘special purpose vehicles’ to buy high‑value residential property for reasons that 
include SDLT avoidance. The other measures (a new tax, annual residential property tax now renamed ‘annual tax on enveloped 
dwellings’ and an extension to the existing regime for capital gains tax) will take effect this year.
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The 15% rate was introduced with immediate effect to prevent forestalling. The failure to consult on the rate was widely 
criticised, as it resulted in significant collateral damage to businesses. Public companies, diversely‑held investment funds, 
pension funds, landed estates and new developers (or established developers acting in joint ventures) carrying on genuine 
property‑investment, development or trading businesses, amongst others, have to pay SDLT at the rate of 15% on the purchase 
of single interests in residential property for more than £2 million – more than twice the usual rate of tax.

That collateral damage will be redressed in this year’s Finance Bill (although, significantly, not retrospectively). A number of 
reliefs will be introduced in this year’s Bill for all three taxes (15% SDLT, ATED and CGT). This is to prevent a range of businesses 
carrying on genuine commercial activity being subject to the taxes and to ensure that the coverage of the taxes is the same. 
The Government recognised that, for genuine businesses, holding residential property in a company (or other ‘envelope’) is likely 
to be the default and indeed only option. The reliefs, therefore, effectively restrict the scope of the 15% rate to the intended 
target – individuals using special purpose vehicles to acquire property for personal occupation.

In broad terms, the reliefs will focus on the purpose for which a dwelling is used or will be used and whether that use is a genuine 
commercial activity. They will apply to:

•	property‑rental businesses;

•	property‑trading businesses;

•	property‑development businesses;

•	historic houses and other residential properties opened to the public;

•	businesses providing residential properties for employees;

•	banks acquiring residential property as a result of foreclosure;

•	banks acquiring residential properties as part of alternative finance arrangements;

•	charities;

•	certain other diplomatic, publically‑owned properties, or properties conditionally exempt from inheritance tax; and

•	farmhouses.

In each case, a number of conditions will need to be met. Where the conditions for a relief cease to be met within three years, the 
relief will be withdrawn resulting in the taxpayer needing to amend the SDLT return submitted and pay the additional tax.

General anti‑abuse rule (‘GAAR’)

The measure
HMRC published draft legislation in December 2012 for inclusion in Finance Bill 2013.

The draft legislation gives HMRC power to apply the GAAR in order to counteract tax advantages arising from tax 
arrangements that are abusive. A number of small changes are expected in the Finance Bill to be published on 
28 March 2013.

In order for HMRC to make an adjustment under the GAAR, they must first refer the matter to the GAAR Advisory 
Panel‑ an independent panel with business and tax expertise. A sub panel of three members will produce individual 
or combined opinions as to whether they consider the GAAR applies to the arrangements. The opinion(s) are not 
binding on HMRC or the taxpayer and the taxpayer may appeal any counteraction made by HMRC.

In addition, the Advisory Panel has a role in reviewing and approving the guidance published by HMRC. The guidance 
sets out a number of examples and the procedures for referrals to the Advisory Panel. It will have special legislative 
status once approved by the Advisory Panel.

HMRC estimates that the measure will raise 60m in 2014/15.

No further updates have been included in the Budget however the interim Advisory Panel are currently in the process 
of providing their feedback to HMRC and it is hoped that the final guidance will be published, alongside the updated 
Finance Bill 2013, before the Easter recess.
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Who will be affected?
Although the GAAR is widely drafted, it is targeted at artificial and abusive tax arrangements. HMRC consider that 
limited numbers of taxpayers will have to consider the legislation in detail when self‑assessing.

The GAAR applies to the following taxes:

•	income tax;

•	corporation tax (including amounts chargeable as corporation tax);

•	capital gains tax;

•	petroleum revenue tax;

•	inheritance tax;

•	stamp duty land tax; and/or

•	annual residential property tax.

Separate NICs legislation will be introduced after the Royal Assent of Finance Bill 2013 when parliamentary time 
allows.

When?
The GAAR will apply to tax arrangements entered into on or after the date of Royal Assent of Finance Bill 2013 – 
expected to be mid July.

Arrangements completed before the GAAR comes into force are not affected. Arrangements which span the 
commencement date will not be affected either provided there is no ‘abusive’ element after the start date. This will 
offer particular protection for inheritance tax planning.

Our view
We welcome the role of the Advisory Panel as a key safeguard for taxpayers and hope to see the guidance expanded to include 
further examples of arrangements where HMRC consider the GAAR would and would not apply.

It is important that the GAAR does not result in uncertainty that could be detrimental to the UK economy.

The GAAR aims to target artificial and abusive tax avoidance schemes and is not designed to affect the ‘centre ground of tax 
planning’. The key challenge is that the final guidance gives taxpayers sufficient clarity in respect of where the line is drawn.

The drafting of clear legislation with a defined purpose will be essential to allow taxpayers to ensure that arrangements are 
consistent with the underlying principles and objectives of the relevant provisions, and therefore not subject to the GAAR.

It remains unclear how the GAAR will operate in respect of inheritance tax, where it is difficult to determine what planning would 
be reasonable in this context.

Gift Aid donations through digital channels

The measure
The Government will consult on a range of options to help improve the take‑up of Gift Aid donations through digital 
channels, including allowing donors to complete a single Gift Aid declaration to cover all their donations through a 
specific digital channel.

Who will be affected?
Taxpaying individuals who make multiple charitable donations via digital channels.

When?
Following the consultation, should any changes require primary legislation, these will be included in Finance Bill 2014.

Our view
Any ideas to reduce administration for philanthropic individuals are to be welcomed.
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IHT for non‑UK domiciled spouses or civil partners

The measure
Amendments have been proposed to the rules affecting gifts from a UK domiciled individual to a non‑UK domiciled 
spouse or civil partner.

Gifts between spouses (or civil partners) are normally exempt for inheritance tax (IHT) purposes; however, when a UK 
domiciled spouse makes gifts to a non‑UK domiciled spouse, the exemption has historically been limited to £55,000. 
This exemption will be increased from £55,000 to £325,000 and will be linked to any future changes to the nil rate 
band.

In addition, non‑UK domiciled individuals who have a UK domiciled spouse or civil partner will be able to elect to be 
treated as domiciled in the UK for IHT purposes only (ie not for other taxes such as income tax or capital gains tax). 
This will enable assets to be transferred between spouses or civil partners free of IHT, but means that the worldwide 
estate of the spouse who makes the election will be within the scope of IHT.

A lifetime election takes effect on the date it is made, unless otherwise specified.

Elections that follow a death need to be made within two years of death and only where death occurs on or after 
6 April 2013. The personal representative of the deceased individual can opt for the election to apply up to a 
maximum of seven years previous so that any lifetime gifts during that period are covered by the election; however, 
the earliest date that can be specified is 6 April 2013.

Elections will be irrevocable while the individual remains UK resident but will cease to have effect if the individual is 
resident outside the UK for more than four full consecutive tax years.

Who will be affected?
All UK domiciled individuals with non‑UK domiciled spouses will be affected.

When?
The proposals are due to take effect on lifetime transfers made from 6 April 2013.

Our view
This election will help align the IHT position of non‑UK domiciled spouses or civil partners with their UK domiciled counterparts 
and as such should be welcomed.

Income tax rules on interest

The measure
As previously discussed in Autumn 2012, new anti‑avoidance legislation is to be introduced by Finance Act 2013, 
which is intended to subject to income tax interest‑like returns which would not currently be within the scope of 
income tax. This legislation also includes the deduction of income tax from interest on compensation payments, 
speciality debt and interest in kind.

The legislation will apply to arrangements entered into from 6 April 2013 and to certain existing arrangements which 
are within the scope of other existing anti‑avoidance legislation which is to be repealed following the introduction 
of the disguised interest provision. Following the introduction of this legislation, the Government plan to consult on 
simplifying other areas of complex anti‑avoidance income tax legislation which apply to tax interest‑like returns.

It was today announced that exemptions from the disguised interest provision will be introduced for returns from 
certain shares, subject to an anti‑avoidance rule.

Who will be affected?
People who enter into arrangements which result in interest‑like returns after 6 April 2013 where those returns would 
not currently be subject to income tax as interest income, and people who already receive interest‑like returns which 
are subject to income tax under existing legislation which is to be repealed by Finance Act 2013.

When?
The legislation will be introduced with effect from 6 April 2013.
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Our view
The introduction of an anti‑avoidance provision to tax interest‑like returns is sensible if HMRC are encountering abuse of the 
existing income tax legislation in practice. The Government previously announced that some existing anti‑avoidance provisions will 
be repealed and that the operation of other existing complex anti‑avoidance legislation will be reviewed following the introduction 
of the disguised interest rule. Simplification of the legislation in this area would be welcome.

The announcement today that an exemption from the disguised interest rule for returns from certain shares is welcome, as 
previously dividend income which arises from genuinely commercial arrangements could have within the scope of the disguised 
interest provision, though we await further detail on how the exemption will operate.

Inheritance tax – nil rate band

The measure
The government has confirmed its proposals announced in the 2010 Budget to freeze the nil rate band for 
inheritance tax purposes at its current level of £325,000. Initially this freeze was due to last until the 2015/16 tax year 
but this has now been extended to the 2017/18 tax year.

Who will be affected?
All estates subject to UK inheritance tax will be affected in terms of the amount of inheritance tax that will be 
payable. In addition some estates which would previously have fallen outside of the inheritance tax net may now be 
subject to the tax.

When?
The freeze is already in place and this announcement will take effect from 2015/16.

Our view
The additional revenue generated by this proposal will help to fund the cap on reasonable care costs for older people that the 
government also announced in today’s Budget.

Inheritance tax – limiting the deduction for liabilities

The measure
As part of the Government’s anti‑avoidance proposals announced in the Budget, the Government plans to introduce 
limitations on the deduction of certain liabilities from the value of estates for inheritance tax purposes. The majority 
of these provisions will also apply to IHT charges arising on property held in trust.

Inheritance tax is normally charged on the net value of an estate after taking into account liabilities which remain 
outstanding at death as well as after any other inheritance tax reliefs that may apply. Under the current legislation a 
deduction is allowed in full for the liability, irrespective of the amount of the debt that is actually paid to creditors.

The Government proposes to introduce legislation which will apply certain conditions and restrictions on the relief for 
debts against the value of estates. In particular:

•	A deduction for liabilities will only be allowed to the extent that the debt is repaid to the creditor, unless it remains 
unpaid for a commercial reason and not as part of an arrangement to get a tax advantage.

•	Loans used to acquire property which is excluded from the charge to IHT will not be allowable as a deduction 
against the estate.

•	Loans used to acquire property which qualifies for IHT relief such as business property relief or agricultural property 
relief will be offset against the value of that property before the IHT relief is applied. If the amount of the debt 
exceeds the value of the asset against which the IHT relief is claimed, the ‘excess’ amount will be allowable as a 
deduction against the estate in general subject to the rule about unpaid debts.

•	The proposals apply equally to property which is held personally at the time of death and which has previously 
been settled into trust, with the exception of the provision relating to debts which are not repaid, which is not 
applicable to ten yearly IHT charges payable to trustees.
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Who will be affected?
All individuals and trustees who have entered into planning involving the deduction of liabilities from the value of 
property for IHT purposes will be affected and may see their inheritance tax liabilities increase as a result.

When?
Legislation will be introduced as part of the Finance Act 2013 and will take effect from the date of Royal Assent to 
the Finance Bill. The legislation will apply to deaths and chargeable to trustees on or after that date.

Our view
This is another example of the Government’s anti‑avoidance provisions in this case designed to target arrangements which reduce 
IHT liability. The proposal has not been subject to any consultation and it is hoped that the legislation does not adversely affect 
individuals who have acquired loans for commercial reasons and not for the purpose of gaining a tax advantage.

Life insurance: qualifying policies

The measure
Following the consultation on qualifying life insurance policies that ended in September 2012, legislation will be 
introduced so that the annual premiums that can be paid into qualifying policies will be limited to £3,600.

The legislation will apply to policies acquired on or after 6 April 2013. Transitional rules will apply to policies issued 
between 21 March 2012 and 5 April 2013 such that relief will only be attributable to premiums payable or treated 
as payable in the transitional period and for premiums payable up to the £3,600 limit thereafter.

The objective of this measure is to promote fairness in the tax system by preventing individuals with qualifying life 
insurance policies from claiming what was in effect unlimited relief from higher and additional rates of tax.

The new rules will also impose reporting requirements on insurers and require a statutory declaration from beneficial 
owners of qualifying policies that they have not breached the annual premium limit.

Who will be affected?
Higher and additional rate taxpayers with qualifying life insurance policies.

When?
The restriction on premiums will apply to policies acquired on or after 6 April 2013. Transitional rules will apply to 
policies issued between 21 March 2012 and 5 April 2013.

Our view
These changes appear to be in keeping with the Government’s objective of promoting fairness in the tax system by restricting 
perceived excessive reliefs.

London Anniversary Games and the Glasgow Commonwealth 
Games tax exemption

The measure
In January 2012 the Government announced that it would introduce UK tax exemptions for non‑UK resident sports 
people who come to the UK to compete in the Glasgow 2014 Commonwealth Games.

On 15 February 2013 this exemption was extended to include non‑UK residents who are due to compete in the 
London Anniversary Games in July 2013. The exemption is available to self‑employment and employment income 
earned in connection with a non‑UK resident’s performance in the games or promotion of the games.

The exemption will also be available to non‑UK residents who carry out activities between 22 and 29 July 
2013 where the main purpose of the activity is to support or promote the London Anniversary Games.

Individuals who qualify for the exemption will not be required to complete UK tax returns for UK income earned in 
respect of the games.
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Who will be affected?
The exemption will be broadly available to non‑UK resident athletes participating in the London Anniversary Games 
that will be held this summer.

When?
The exemptions will come into effect from 6 April 2013 and will continue to apply to future Commonwealth Games.

Our view
These exemptions are welcome introductions for non‑resident sports people who will compete in international games held in the 
UK which will prolong the legacy of the London 2012 Olympic and Paralympic Games.

Offshore anti‑avoidance

The measure
The European Commission previously commenced infringement proceedings against the UK, on the basis that two 
anti‑avoidance provisions are incompatible with EU law. The legislation in question applies to tax individuals who 
transfer income producing assets overseas, or other UK residents who can benefit from the income (“transfer of 
assets abroad”) and to capital gains realised by certain closely held foreign companies where UK resident persons 
(whether individuals or not) are entitled to more than 10% of the gains arising to the company (“section 13”).

The Government previously proposed a number of changes to these provisions in order to make the provisions 
comply with EU law and the changes which will be made were confirmed today. Some of the changes will have 
retrospective effect and apply from 6 April 2012 and others will apply from 6 April 2013. In particular, the threshold 
from which section 13 applies will be increased to interests of more than 25% in the company (increased from 10%) 
and new defences from section 13 and the transfer of assets abroad provisions will be introduced.

In particular, defences from both anti‑avoidance provisions will be available where genuine economic activities are 
carried out overseas. It was today announced that relief from section 13 should be available if some of the activities 
undertaken by the offshore company are carried out in the UK. Crucially, in order for the new defence from the 
transfer of assets abroad provisions to be available, the individual who would otherwise be taxable under this 
legislation must demonstrate that being so taxed would disproportionately infringe his or her rights under the Treaty 
for the Functioning of the European Union.

In addition, a new defence from section 13 will be available depending on the motives for the actions taken by the 
offshore company.

The aforementioned changes will apply from 6 April 2012, though for section 13 purposes it is possible to opt out of 
the new defences and increased threshold for 2012/13 only.

The Government previously announced that the rules which determine how income arising to the offshore person 
is taxable when a number of individuals who did not make transfers overseas are able to benefit from the income 
arising will be amended from 6 April 2013. This has been deferred and changes will be introduced by Finance Act 
2014, following further consultation.

Who will be affected?
Individuals who are ordinarily resident in the UK are currently within the scope of the transfer of assets abroad 
provisions, though following the abolition of ordinary residence on 6 April 2013, the provisions will apply to any UK 
resident individual within the scope of the legislation.

Section 13 currently applies to any person (whether an individual, company or other entity) with an interest of at 
least 10% in an offshore closely held company, though this will be retrospectively amended from 6 April 2012 to 
apply to interests of at least 25%.

When?
Many of the key measures outlined above will be backdated to apply from 6 April 2012. Some other changes will be 
introduced from 6 April 2013 and further changes will be made by Finance Act 2014, following further consultation.
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Our view
The new exemptions from section 13 and the transfer of assets abroad provisions are welcome, though the previous draft 
legislation left a number of question marks over how affected persons will be able to demonstrate they qualify for relief under 
the new exemptions. We await further clarification on how the rules will operate, which is likely to be available when the Finance 
Bill is published on 28 March 2013. The new exemption from the transfer of assets abroad provisions to be available where the 
individual would be taxable under the transfer of assets abroad provisions is welcome; however, individuals have not previously 
been required to consider the application of EU law and the need to do so will represent a significant compliance burdens for 
affected individuals.

Overseas transfers of UK pensions

The measure
Under current law it is possible to transfer without a tax charge funds from a UK pension scheme into an overseas 
pension scheme, subject to certain strict conditions. Overseas pension plans which meet the necessary conditions 
are known as Qualifying Recognised overseas pensions schemes (QROPS). As part of its anti‑avoidance drive the 
Government has confirmed that QROPS will need to confirm to HMRC every five years that they continue to meet the 
necessary conditions. Furthermore the overseas scheme will need at all times to continue to report the transfer out of 
any funds it received whilst holding QROP status. HMRC will also be given greater powers to deny QROP status.

Who will be affected?
Overseas pension plans with QROP status and individuals maintaining or looking to transfer pension funds to such 
plans.

When?
The changes are expected to be included in the 2013 Finance Bill and take effect upon Royal Assent.

Our view
These measures are part of the Government’s widely publicised anti‑avoidance drive and are designed to help counter perceived 
abuse of QROP status to avoid UK income taxes. HMRC has long been concerned at its inability to prevent funds transferred 
overseas to a QROP from being paid out early in the form of non pension benefits to former residents. Confirming QROP eligibility 
every five years, however, will not directly enable HMRC to recover tax from former residents although it may help identify such 
recipients and also may deter overseas schemes from making non pension distributions.

PAYE: Improving ‘Coding Out’

The measure
The government has announced that it will consult on reforming HMRC’s ability to collect debts via a tax debtor’s 
tax code, known as ‘Coding Out’. The current limit of £3,000 per year for all tax debtors will be replaced with a 
graduated scale introducing higher limits for those with higher earnings – or up to £17,000 limit for those earning 
£90,000 or more.

HMRC’s systems will also be upgraded to allow splitting of debts across years for these purposes.

Who will be affected?
All taxpayers who wish to pay amounts of underpaid tax due to HMRC via PAYE.

When?
No date has been announced.

Our view
It remains to be seen whether this provides a useful tool for those who have no other need to file annual returns under self 
assessment, or if this will result in more complex PAYE coding errors.
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Payroll giving

The measure
The Government has highlighted its ongoing consultation on improving charitable giving through payroll, as originally 
issued on 24 January 2013. The consultation sets out a range of options to increase amounts received by charities 
through payroll giving, including opening up the market to non‑charity participants. The consultation closes on 
19 April 2013.

Who will be affected?
Employers who currently operate or who may plan to operate ‘give as you earn’ (GAYE) schemes.

When?
Following the close of the consultation HMRC have indicated that they intend to include any changes in a future 
Finance Bill. Any new measures would not come into force before April 2014.

Our view
Any measures designed to improve both the administration and take up of give as you earn schemes will be welcomed 
by employers.

Pension drawdown

The measure
Current pension rules allow retirees in certain circumstances to receive pension income in the form of a withdrawal 
of funds from their pension fund rather than through the purchase an annuity. Where the individual concerned does 
not have an annuity providing for income of at least £20,000 pa the amount which can be withdrawn is capped. 
The government proposes to increase the amount which an individual is permitted to withdraw from their funds 
from 100% to 120% of the value of an equivalent annuity.

Who will be affected?
Individuals currently or planning to start taking pension income in the form of a pension drawdown.

When?
The changes are expected to be included in the 2013 Finance Bill and take effect from 26 March 2013.

Our view
These measures will provide greater flexibility to pensioners and are to be welcomed especially given the current very low rates 
available on annuities.

Pensions – annual allowance reduction

The measure
As announced in the Autumn Statement on 5 December 2012, the annual allowance, ie the amount which can 
be saved tax efficiently in pensions each year, will reduce from £50,000 to 40,000 on 6 April 2014. In some cases, 
pension savings made in 2013/14 will be affected by the reduction due to complex ‘pension input period’ rules. 
Unused allowances from 2011/12 to 2013/14 may still be used in 2014/15. These amounts will be based on the 
original £50,000 annual allowance in force in those years.

Who will be affected?
The reduction will affect individuals with aggregate pension savings in excess of £40,000 for 2014/15 or subsequent 
years. Pension savings include contributions to defined contribution schemes, whether by the individual or his or her 
employer, together with accruals of pension benefits under defined benefit schemes.

When?
The reduction will take effect in the tax year 2014/15. Due to ‘pension input period’ rules, some pension savings 
made in 2013/14 will be measured against the 2014/15 annual allowance and will therefore be affected.
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Our view
High earners are expected to limit their contributions, but someone earning £150,000 will still be able to contribute 26% of 
earnings and remain within the limit. The reduction will be more disadvantageous for members of salary‑related schemes, 
including public sector schemes, since members will be taxed where the amount of additional pension earned in the year exceeds 
£2,500. This could particularly affect individuals who wish to boost their pensions on retirement – which is understood to be a 
factor why the limit was pitched at £50,000 and not lower in 2011.

Unused relief carried forward to 2014/15 will continue to be calculated at the current limit of 50,000, so that a maximum of three 
years unused contributions (up to £150,000) may be carried forward to 2014/15. This offers a temporary cushion against the 
impact of the reduced limit.

Rates and allowances

The measure
The Budget announcements contained confirmation of the 2013/14 personal allowances and basic rate band 
limits for income tax, together with the reduction of the additional rate of tax from 50% to 45%, all of which were 
announced at the Autumn Statement.

Who will be affected?
The personal allowance for 2013/14 will be increased from £8,105 to £9,440, increasing to £10,000 in 2014/15. 
The personal allowance will increase in‑line with the CPI from 2015/16.

The basic rate band for income tax will be reduced from £34,370 to £32,010, which means that higher rate 
taxpayers will benefit from only part of the increase in the personal allowance in 2013/14, and brings some 
400,000 taxpayers into the higher rate. Whilst a basic rate taxpayer will see a saving of £267 from the reduction, the 
saving for a higher rate taxpayer with income of less than £100,000 will be only £62 compared with 2012/13.

The national insurance rates and bands, and the working and child tax credit tax rates and allowances were also 
confirmed.

The capital gains tax annual exemption for 2013/14 will be £10,900, and this will also increase by 1% per annum in 
2014/15 and 2015/16 to £11,000 from 6 April 2014 and £11,100 in from 6 April 2015.

The 1% increase in the inheritance tax nil rate band from 6 April 2015, which was announced in the Autumn 
Statement, will now not go ahead and will remain at £325,000 until 2017/18. This saving will be used to pay for the 
£75,000 ceiling in care home fees, in line with the announcement made in February.

Most benefits are to be increased by 1% for three years from April 2013. Child benefit is to be frozen in April 
2013 but will be increased by 1% per annum for two years from April 2014. The couple, lone parent and child 
elements of tax credits will be increased by 1% in April 2013. The main elements of the working tax credit and child 
tax credit are also being increased by 1% in 2014/15.

When?
Increases in the standard personal allowances will be made in 2013/14 and 2014/15. The reduction in the additional 
tax rate to 45% will take effect from 6 April 2013. The increase in the capital gains tax allowances will take effect 
from 6 April 2013, and increases in allowances and rates in line with CPI will broadly take effect from 6 April 2014.

Our view
These changes are generally what were expected from the announcement in the 2012 Autumn Statement, and the early increase 
in the personal allowance is a welcome change for the vast majority of individuals who earn less than £100,000 per annum. 
This benefit will be eroded as income increases beyond £100,000.

Reform of Stamp Duty Land Tax Subsale Relief

The measure
Following consultation, SDLT subsale relief will be reformed to prevent avoidance.

87Deloitte’s Budget 2013 Coverage



Who will be affected?
Promoters of certain SDLT avoidance schemes, directly; and anyone advising on SDLT, indirectly.

When?
From Royal Assent to the Finance Bill 2013.

Our view
The better view is that the schemes being sold that use subsale relief do not work. Consequently, the reform to the relief is for 
the avoidance of doubt and aimed to stop promoters marketing the schemes. The changes are substantial, however. One page of 
legislation is to be replaced with 13 pages. From a practical perspective, the changes mean that a relief will need to be claimed, 
which is not the case currently. This might not sound burdensome, but the degree of complexity and uncertainty associated with 
the new provisions is considerable and will hit conveyancers (and general tax advisers) hard in the short term. HMRC are aware 
of these concerns. We hope that they will react quickly by producing clear guidance on how the relief is intended to operate in 
practice and interact with the rest of the SDLT regime.

The new subsale regime will have multiple tiers of anti‑avoidance rules. Those rules combined with an existing general anti‑avoidance 
rule for SDLT and the introduction of a general anti‑abuse rule for taxes including SDLT mean that the promotion of aggressive SDLT 
avoidance schemes may be at an end.

Retrospective Targeted Anti‑Avoidance Rule for Certain SDLT 
Subsale Schemes

The measure
SDLT subsale relief will be amended with retrospective effect by the insertion of a targeted anti‑avoidance rule.

Who will be affected?
Promoters and users of a specific SDLT avoidance scheme.

When?
From Royal Assent to the Finance Bill 2013 with effect for acquisitions of property completed after 20 March 2012.

Our view
The measure is not surprising. The scheme at which it is targeted is aggressive and the Government made a clear warning in last 
year’s Budget that it would ‘not hesitate to move swiftly, without notice and retrospectively if inappropriate ways around [the 
stamp duty] rules are found’.

The scheme involves artificial arrangements to defer the tax point for SDLT under a general anti‑avoidance rule for up to 125 years.

The better view is that the scheme does not work and, therefore, we agree with HMRC that the measure is for the avoidance of doubt.

A technical note has been produced for users of affected schemes explaining how to comply with their obligations to notify HMRC 
and pay tax.

This may be the only example of the Government introducing retrospective targeted anti‑avoidance legislation. From Royal Assent 
to the Finance Bill 2013, a general anti‑abuse rule will be introduced. Aggressive SDLT avoidance schemes of this type should be 
curtailed by that rule.

SDLT Lease Duty Simplification

The measure
The Finance Bill 2013 will contain legislation simplifying some aspects of the SDLT regime for acquisitions of new leases.

Who will be affected?
Purchasers of new leases and tenants of existing leases, particularly leases that are more than five years old.

When?
From Royal Assent to the Finance Bill 2013.
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Our view
The reporting obligations that apply to lease arrangements that involve the substantial performance of an agreement for lease 
or a lease that continues after a fixed term will be made less onerous. And the provision that charges ‘abnormal’ rent increases 
(ie, certain increases after the fifth year of the term of the lease, ‘ARIs’) will be abolished. The abolition of a charge on ARIs is 
welcome news to those lobby groups that have campaigned for this for many years. The ARI provision is complex, obscure to 
many and arguably otiose. Although this is a significant step in the right direction, the SDLT regime for acquisitions of new leases 
remains relatively tortuous.

Seed Enterprise Investment Scheme: Eligible companies

The measure
Seed Enterprise Investment Scheme (SEIS) was introduced from 6 April 2012 to incentivise equity investment in small, 
early stage companies carrying on qualifying trading activities. Individuals making a qualifying investment receive 
relief at 50% of the cost of the shares, up to a maximum annual investment of £100,000.

Under the new proposal, companies which are established and controlled initially by another company will not be 
disqualified from being a qualifying SEIS company. This is provided that control exists only during a period where the 
company has issued only subscriber shares and has not yet begun, or begun preparations for, its trade or business.

This will ensure that companies established in the first instance by corporate formation agents before being sold onto 
their ultimate owners, will not inadvertently be disqualified from taking advantage of SEIS, as could have been be the 
case under the existing rules.

Who will be affected?
Companies seeking investment under the Seed Enterprise Investment Scheme (SEIS) and investors in those companies.

When?
The measure will have effect in relation to shares issued to individuals on or after 6 April 2013.

Our view
This is a welcome relaxation of a restriction which excluded otherwise eligible start up companies from benefiting from the 
available relief.

Seed Enterprise Investment Scheme – extension of capital gains tax 
re‑investment relief

The measure
The Seed Enterprise Investment Scheme (SEIS) was introduced from 6 April 2012 to incentivise equity investment in 
small, early stage companies carrying on qualifying trading activities. SEIS recognises the particular difficulties that 
such companies face in attracting investment, by offering tax relief at a higher rate than that offered by the Enterprise 
Investment Scheme.

In order to kick start the scheme, CGT relief was given in respect of chargeable gains accruing to investors in 
2012/13 where these were re‑invested in shares that qualify for SEIS income tax relief. The amount re‑invested would 
be exempt from CGT.

The relief has now been extended in part as gains realised in 2013/14 can be reinvested into SEIS companies in both 
2013/14 and 2014/15. The relief from CGT, however, is restricted to 50% of the gains reinvested. In effect, this 
means that the rate of tax on reinvested gains is reduced from 28% to 14%.

Who will be affected?
Companies seeking investment under the Seed Enterprise Investment Scheme (SEIS) and investors in those 
companies.

When?
The measure will have effect in relation to re‑invested gains accruing to individuals in 2013/14.
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Our view
The extension of the re‑investment relief should be welcomed by investors in the scheme.

Simpler income tax for smaller businesses

The measure
As originally announced in the 2012 Budget, the option for small unincorporated businesses to use a cash basis for 
accounting is to be introduced from 6 April 2013. This means that such businesses will be able to calculate their 
profits by taking their receipts during the period, less allowable expenses, rather than making accrual adjustments for 
example for debts outstanding.

Separately, unincorporated businesses of any size will also have the option to use a flat‑rate deduction system for 
certain expenses.

The draft legislation setting out the new proposals was issued in December 2012. In response to feedback on the 
draft legislation, some minor amendments were announced today. In particular:

•	once a business has opted for the cash basis, it must continue to use this accounting method until it is no longer 
eligible, rather than being able to elect in and out on a year‑by‑year basis;

•	businesses using the cash basis will not have to use the simplified flat‑rate expenses for their cars;

•	there is a new requirement for an adjustment on a just and reasonable basis where an individual takes business 
goods for their own use; and

•	businesses will not be required to align their reporting with the tax year.

Who will be affected?
Unincorporated businesses (sole‑traders and partnerships) with annual receipts of up to £79,000 will be eligible to 
opt for the cash basis. They will continue to use this basis until their annual receipts exceed £158,000.

The flat‑rate deduction system will be available for all unincorporated businesses irrespective of size.

When?
The changes will take effect from 6 April 2013.

Our view
We welcome this measure, which will provide many small businesses with the option to simplify their tax affairs.

It should be noted that the options for loss relief are restricted under the cash basis, which may mean that this is not an attractive 
option for certain businesses.

Simplifying inheritance tax charges for trusts

The measure
In July 2012, the Government issued a consultation on the simplification of inheritance tax charges for trusts and 
a response to this consultation will be published shortly. A further, more detailed consultation will be issued in due 
course with a view to drafting legislation for Finance Bill 2014.

Who will be affected?
Potentially all trusts which are subject to periodic and exit inheritance tax charges may be affected by any 
simplification of these inheritance tax charges.

When?
The consultation period is still in process and legislation is due to be released as part of Finance Bill 2014.
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Our view
The inheritance tax charges which apply to trusts are notoriously complicated and so any simplification will be greatly welcomed 
by trustees, beneficiaries and tax advisers alike.

Social investment tax relief

The measure
The Government will consult on the introduction of a new tax relief to encourage investment in social enterprises.

Who will be affected?
Individuals who invest in social enterprises.

When?
A consultation by summer 2013 with a view to introducing tax legislation in Finance Bill 2014.

Our view
There is little information as to what form this social investment tax relief will take but we are cautiously optimistic about a tax 
relief to encourage social investment.

Statutory residence test

The measure
Following approximately two years of consultation, a new statutory residence test will come into force on 6 April 
2013. To date, residence status has been determined based on a combination of past decisions by the courts and 
guidelines issued by HMRC. This has led to a great deal of uncertainty for taxpayers, their employers and HMRC. 
The aim of the new statutory test is to set out some more objective criteria and to give all parties concerned more 
certainty of the position.

The test has three main constituent parts. The first part (the ‘automatic overseas test’) allows an individual with 
minimal UK visits or who is working full‑time abroad to be treated as automatically non‑resident. If the individual 
does not meet this test, he must consider the second test (the ‘automatic residence test’), which broadly treats an 
individual as automatically resident in a tax year if he is present in the UK for 183 days or more, works full‑time in 
the UK or has a UK home for a certain period without having a concurrent overseas home. If neither of these tests is 
satisfied, the third test (the ‘sufficient ties test’) is considered. Under this test the individual’s links to the UK, such as 
family, work and accommodation, are considered in conjunction with his UK visits. The more ties an individual has, 
the fewer days of UK presence allowed before being treated as resident.

The basic framework of the test has not changed since the initial consultation, but the definitions of the key terms 
used have evolved significantly over time and the rules are extremely prescriptive.

Following the final round of consultation after draft legislation was published in December, we are expecting some 
further amendments to the concepts of full‑time work, international transportation workers and split year status. 
The details of these amendments are not yet known, but they are expected to be reflected in the Finance Bill, which 
is due to be published on 28 March 2013.

HMRC issued extensive draft guidance on 18 December 2012. We expect this to be updated soon to reflect the 
final rules.

Who will be affected?
The changes will affect individuals who need to consider their residence status from 6 April 2013 onwards.

When?
The changes will affect individuals who need to consider their residence status from 6 April 2013 onwards.
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Our view
The new regime will offer more certainty than the current residence rules for many taxpayers, but it will be very complex in some 
cases. Many of the definitions used are extremely prescriptive and the results can be counter‑intuitive at times.

Tax and UK Government contracts

The measure
It has previously been announced that the Government will introduce new rules to allow Government departments 
to exclude companies and individuals which take part in failed tax avoidance schemes from being awarded 
Government contracts.

Suppliers wishing to tender for a public contract are required to complete a pre‑qualification questionnaire and it is 
expected that this will be modified to ask for additional information about tax. Potential suppliers will be required to 
self‑certify whether they have fulfilled their obligations relating to the payment of taxes, and identify any Occasion(s) 
of Non Compliance (OONC).

HMRC’s formal response to the consultation on the new rules sets out that an OONC occurs if any tax return filed 
after 1 October 2012 is found to be incorrect (whether as a result of litigation or by agreement with HMRC) under 
the new General Anti‑Abuse Rule that will be introduced in the Finance Act 2013 or the equivalent case‑law abuse 
principle for VAT.

An OONC also occurs if a scheme notified, or that should have been notified, under the disclosure of tax 
arrangements schemes legislation has failed. There is currently no guidance on whether a scheme will be deemed to 
have failed where it is being litigated and is still under appeal.

In addition, an OONC occurs if the supplier has a criminal conviction for tax‑related offences, or has incurred a 
penalty for civil fraud or evasion.

The rules will apply to any tax returns submitted on or after 1 October 2012 that are amended after 1 April 2013. 
A de minimis limit is introduced so that the rules will only apply to contracts with a value over £5 million.

Who will be affected?
These rules will apply to individuals or businesses that apply for contracts with Government departments with a 
contract value over £5 million. It is the bidding entity that will be asked to self‑certify its position in relation to tax 
compliance (and all parties involved in a joint venture contract will need to certify).

When?
It is expected that the new rules will apply to tenders advertised from 1 April 2013.

Our view
The broad objective of the policy is to encourage tax compliance from Government suppliers and bear down on abuse. 
We welcome the confirmation that the encouragement of compliance for the future is to be the main focus of the measures.

The definition of non‑compliance has been clarified, providing greater certainty for Government suppliers. In addition, the removal 
of the self‑certification requirement for companies bidding for contracts below £5 million in value will remove the administration 
burden for, in particular, many small and medium‑sized enterprises.

Tax relief for childcare

The measure
The Government has announced that a new tax relief scheme for childcare costs will be introduced from autumn 
2015. The new scheme is aimed at families that do not qualify for Child Tax Credit (or Universal Credit in the future), 
where both parents work but neither earns more than £150,000 per annum.

Under the scheme, eligible parents will be able save 20% on childcare costs of up to £6,000 per child (ie it is worth 
up to £1,200 per child per annum). It will initially apply to children under 5 but in due course it will be extended to 
cover children under 12. The relief will be given at source by way of a top up on the value of vouchers purchased 
by parents.
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The existing Employer Supported Childcare (ESC) system will be phased out but will continue to be available to 
existing members who wish to remain in it. Members will have the option to switch to the new scheme, but they will 
not be allowed to use both. There will be a consultation on the new scheme in due course.

Who will be affected?
The new scheme will affect families with childcare costs where both parents work but they do not qualify for tax 
credits. Both parents must individually earn less than £150,000 in order to qualify for the tax relief.

When?
The changes will be phased in from autumn 2015.

Our view
The new scheme will be welcomed by parents who do not qualify for tax credits and whose employers do not offer ESC. It will 
also be welcomed by those parents for whom the new system produces a better result than their existing ESC arrangements. 
Where the reverse is true, the facility to remain in ESC will be useful, although it is expected that those who change employment 
may need to switch to the new scheme.

Taxation of high‑value UK residential property held by certain 
non‑natural persons

The measure
The 2012 Budget announced significant changes to the way in which high‑value UK residential properties, worth 
more than £2 million, are taxed. These changes are aimed at stopping perceived Stamp Duty Land Tax (SDLT) 
mitigation through the use of companies and other entities.

Increases in the rate of SDLT on the acquisition of high‑value residential properties have already been introduced. 
Individuals and trustees who acquire such a property need to pay 7% SDLT, whereas a higher 15% rate applies 
where residential properties worth more than £2 million are acquired by ‘non‑natural persons’ (broadly, companies, 
partnerships with a corporate member and collective investment schemes).

Further changes will be introduced from April 2013. These will include:

•	an Annual Tax on Enveloped Dwellings (ATED) of up to £140,000 per year in relation to high‑value residential 
properties held by non‑natural persons; and

•	a new 28% Capital Gains Tax (CGT) charge when such properties held by non‑natural persons are sold at a gain.

 The Government has stated that the target of these measures is primarily individuals who indirectly purchase or 
own a high‑value residential property for their own use, or the use of family members, while in the UK.

 Accordingly, exemptions from the 15% SDLT charge, the ATED and the CGT charge will be available for:

 – Property developers;

 – Buy to let investors;

 – Properties acquired for use of employees, provided the employee(s) has an interest of less than 5% in the company;

 – Working farmhouses;

 – Properties held for charitable purposes; and

 – Properties which are accessible to the general public.

 HMRC has today announced slight amendments to the exemptions, as well as adding exemptions for diplomatic 
residences and some other publicly‑owned properties.

 Exemptions may be withdrawn if the property ceases to be used for the purpose which qualified for the exemption 
or if certain individuals connected with the non‑natural person occupy the property.
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Who will be affected?

‘Non‑natural persons’ who own or intend to buy UK residential property worth more than £2 million, and individuals 
and other persons who intend to purchase high‑value residential property which they will own indirectly via a 
non‑natural person.

When?
The 15% SDLT rate was introduced on 21 March 2012 with a limited exemption for certain property developers. 
Further exemptions for business and investors will be introduced from the date of Royal Assent to the Finance Bill 
2013. Thereafter, non‑natural persons who qualify for one of the above exemptions will only be subject to SDLT at 
7% on such purchases.

The ATED will come into effect from 1 April 2013.

The CGT charge will be introduced from 6 April 2013.

Our view
These measures remain largely unchanged from those previously announced.

It is disappointing that the new exemption from the 15% SDLT charge will not be introduced before the date Royal Assent is given 
to the Finance Bill 2013.

The statutory residence test and ordinary residence

The measure
Following a two year consultation into the reform of the UK residence rules, the government has announced that the 
forthcoming legislation will contain further amendments to:

•	The concept of full time work;

•	Split year status;

•	International transportation workers; and

•	The transitional rules for claiming overseas workday relief.

Who will be affected?
All individuals who are actually or potentially resident in the UK after the measures take effect. In addition, employers 
of globally mobile employees may be affected by an employee’s residence status, particularly where, under tax 
equalisation or similar arrangements, the employer bears some or all of the employee’s tax costs.

When?
The legislation will take effect from 6 April 2013.

Our view
The government announced its intention to reform the UK’s residence rules in Budget 2011. After two consultation rounds, we are 
shortly to see the final version of the new rules.

Under the proposed statutory test it is important that individuals who expect their residence position to depend on whether and 
where they are working full time have a clear understanding of how to make the calculation.

With regards to the ‘alignment’ of the proposed overseas workday rules with the current position, we expect to see restoration of 
the rule which allows an eligible individual to claim overseas workday relief in up to four tax years, provided that they leave the 
UK before the third anniversary of their arrival in the UK.
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Transfer of funds from child trust funds into junior ISAs

The measure
The Government will consult on the transfer of funds from Child Trust Funds (CTFs) into Junior ISAs. Currently children 
who hold CTFs are ineligible for Junior ISAs, although subscription limits are aligned.

Who will be affected?
Children born between 1 September 2002 and 2 January 2011 who currently hold CTFs.

When?
Any changes will be enacted in future legislation.

Our view
This measure should simplify the manner in which parents save for their children.

UK‑US intergovernmental FATCA agreement and extension to 
crown dependencies

The measure
Regulations will be issued shortly to implement the UK‑US intergovernmental agreement (IGA) to Improve 
International Tax Compliance and to Implement FATCA. The Foreign Account Tax Compliance Act, known as FATCA, 
refers to US provisions requiring information on income ultimately owned by US taxpayers, through vehicles outside 
of the US. The IGA will fulfil that US requirement with the UK while providing reciprocal information to the UK, 
in respect of US investment income held by UK tax residents. Further regulations will be introduced to implement 
subsequent similar automatic exchange agreements entered into, specifically with the Isle of Man, Guernsey and 
Jersey. Alongside these agreements HMRC has set up disclosure facilities with the Isle of Man, Guernsey and Jersey 
to allow investors to come forward and regularise their past tax affairs in advance of information being automatically 
exchanged. The agreements with the crown dependencies are forecast to raise 1 billion of unpaid tax, as well as 
securing future tax compliance.

These measures build on the government’s offshore evasion strategy (‘No safe havens’) and the previous agreements 
such as the Liechtenstein Disclosure Facility and the UK‑Swiss Tax Cooperation Agreement which are expected to raise 
additional tax revenue of 8 billion

Who will be affected?
UK resident individuals seeking to evade UK tax by hiding their income and assets overseas. This is not applicable to 
non‑UK domiciled individuals who elect the ‘remittance basis’ of taxation. These individuals are not subject to UK 
taxation on the majority of their non‑UK income or gains, so long as they do not bring or use those funds in the UK. 
The non‑domiciled regime has itself been subject to significant changes since 2008

When?
The UK‑US agreement relates to information from the 2013 year onwards, although the actual reporting is phased in, 
and the first information will be provided to the US in early 2015.

The offshore disclosure facilities with the Isle of Man, Guernsey and Jersey will all operate for the period 6 April 
2013 to 30 September 2016.

Our view
The UK has made real progress in targeting offshore tax evaders, in reducing the opportunities to evade and increasing the 
available data to enable the targeting of resources. The UK is at the forefront of international action in this area. This can be seen 
as the further evidence of a global shift towards tax transparency and improved cross‑border information exchange.
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Employer Measures

Contracting out for defined benefit pension schemes to end

The measure
The Government has announced how the introduction of the State Pension reform will affect members of defined 
benefit pension schemes and how it will be paid for through higher NICs. The ability for members of defined benefit 
occupational pension schemes and their employers to ‘contract out’ of the State Second Pension will end on 5 April 
2016. The State Second Pension will close to newly retired pensioners in 2016 as instead pensioners will receive a 
single‑tier State Pension which will be significantly greater than the current basic State Pension. It is expected to be 
about £144 per week.

Who will be affected?
This measure will affect both public sector and private sector employers who operate defined benefit pensions 
schemes and their employees who are members of the schemes. Currently employers receive a rebate of 3.4% and 
employees a rebate of 1.4%.

The majority of the increased National Insurance revenue will come from the public sector. Employer contributions 
are expected to increase by about £3.3 billion from the public sector and around £0.6 billion from private sector. 
Expected corresponding employee contribution increases are £1.4 billion and £0.2 billion respectively.

The Government will legislate for a statutory override to allow all private sector employers to cover the costs of 
additional NIC payments through increasing employee contributions rates or reducing future pension benefits for 
their existing schemes.

In their white paper published in January, the Government set out a transition process to the single‑tier pension. 
Under the process individuals’ pre‑implementation National Insurance records will be translated into a ‘foundation 
amount’ for the new scheme. Individuals who have contracted out will see a deduction applied to reflect that they 
have contracted out.

When?
The measure takes effect in 2016/17, coinciding with the introduction of the single‑tier State Pension.

Our view
‘Contracting out’ ended for defined contribution pension schemes on 6 April 2012. Once the single‑tier pension was announced, 
it was only a matter of time before ‘contracting out’ for defined benefit schemes would come to an end. Employers will need 
to carefully consider how they will cover the additional 3.4% National Insurance Contributions. They will need to balance their 
ability to absorb the costs with the potentially negative effects of asking employees to make up the shortfall through increased 
contributions or reduced pension benefits.

Every business and charity to receive a £2,000 employment allowance

The measure
The Government has announced a new £2,000 allowance to support businesses with ambitions to take on new staff. 
From the next tax year all businesses and charities will be entitled to a £2,000 Employment Allowance towards their 
employer NICs bill. The government calculates that every business will be able to employ one worker on a salary of 
£22,400 or four employees working full time on the adult National Minimum Wage without paying any employer 
NICs at all.
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Who will be affected?
All businesses and charities are will be entitled to the allowance. The government expects up to 1.25 million 
employers to benefit, with over 90 per cent of the benefit going to small businesses. The allowance will be delivered 
to the employers through standard payroll software and HMRC’s Real Time Information system. Employers will only 
need to confirm their eligibility through their regular payroll processes.

When?
The Employment Allowance will be available from April 2014.

Our view
The Employment Allowance should represent an effective incentive to small employers to take on a further employee or 
employees. However, it is unlikely to make a difference to larger employers who will also be entitled to allowance. Safeguards will 
need to be put in place to prevent companies from restructuring in order to obtain more than one allowance. We expect one 
person service companies will be excluded from the Employment Allowance when the details are finalised. It is unlikely to be 
relevant to small personal service companies that pay out earnings in excess of the personal allowance as dividends.

Employer Provided Loans

The measure
Currently a loan which an employer provides to an employee which is either interest free or made at a low rate of 
interest does not give rise to a taxable benefit if the total of all such loans does not exceed £5,000 in the tax year. 
This £5,000 limit is to be increased to £10,000.

Who will be affected?
Employers who provide loans of £10,000 or less to employees will be required to report fewer loans on forms P11D. 
No taxable benefit will arise for employees provided with such loans.

When?
The increase to £10,000 will take effect from 6 April 2014.

Our view
This increase is welcome – the £5,000 limit has not been increased for a number of years. This has meant that a number of loans, 
including some season ticket loans, which give rise to a low value tax charge have had to reported by employers and have been 
taxed on employees.

Anti‑avoidance: Partnerships

The measure
The Government has announced that it will undertake a formal consultation on two measures designed to counter 
the perceived misuse of partnership tax rules, namely;

•	Removal of the presumption of self employment for partners in Limited Liability Partnerships (LLPs) – designed to 
tackle the disguising of employment relationships.

•	Countering artificial allocation of profits/losses to partners (not limited to just LLP members) designed to achieve a 
tax advantage.

Who will be affected?
Partners in LLPs or general partnerships.

When?
Any measures would be introduced following a consultation period. Any new rules would not be expected to take 
effect before April 2014.
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Our view
The Government had previously announced in December 2012 that it was reviewing this area, so a formal consultation is not 
unexpected. The removal of the presumption of self employment could, however, risk creating great uncertainty as to whether 
individuals are partners or not.

Company car tax rates

The measure
This measure is part of a £100 million package to incentivise the purchase and manufacture of ultra low emission 
vehicles in the UK.

A company car which is made available to the employee driver for private use is a taxable benefit. In broad terms, 
the tax charge depends on the list price of the car and the level of CO2 emissions the car produces (expressed as a 
percentage and administered in bands).

From 6 April 2015, the graduated table of company car tax bands that apply to cars which produce CO2 emissions 
will provide for:

•	a 5 per cent band for cars with emissions of 0‑50g CO2 per km

•	a 9 per cent band for cars with emissions of 51‑75g CO2 per km

•	a 13 per cent band for other low emissions cars (76g‑94g CO2 per km)

•	a 2 per cent increase for each rise in emissions of 5g CO2 per km from 95g CO2 to a new maximum of 37 per cent.

In addition, from 6 April 2015 the appropriate percentage for cars which are incapable of producing CO2 emissions 
under any circumstances when being driven (broadly, electric cars) will be set at 5 per cent.

In 2016‑17, the appropriate percentages of the list price subject to tax for the 0‑50g CO2 per km band will be 7 per 
cent; and 11 per cent for the 51‑75g CO2 per km band. All other appropriate percentages will be increased by two 
percentage points to a maximum of 37 per cent. The 3 percentage point diesel supplement will be removed.

The measure will cost the Exchequer an estimated £10m per annum in 2015/16, and £15m per annum thereafter.

Who will be affected?
Businesses and employers that provide company cars and employees provided with company cars that are made 
available for private use.

When?
This measure will take effect from 6 April 2015.

Our view
In 2015‑16, a basic rate taxpayer driving a zero emission car with a list price of £28,500 would pay £470 less than a basic rate 
taxpayer with a conventionally fuelled car that emits between 115‑119 CO2g/km with a list price of approximately £18,000. 
A higher rate taxpayer would pay £940 less in 2015‑16.

It seems likely that the measure will go some way to achieving the policy aim of promoting ultra‑low emission vehicle fleets.

Company vans and car fuel benefit charges

The measure
For 2014‑15 the fuel benefit charge for company cars and for company vans, together with the benefit charge for 
company vans will all increase in line with inflation (based on RPI to September 2013).

Who will be affected?
Those employees who are provided with a company van for private use and company fuel will be affected by this 
change. Company car drivers who are also provided with private fuel for their car will also be affected.
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When?
The increases will take effect from 6 April 2014.

Our view
The inflation based increases to these flat rate benefits are not unexpected.

Consultation on further notification requirement for avoidance 
scheme users

The measure
The Government proposes to consult upon the introduction of a notification requirement for taxpayers who have 
used avoidance schemes that are defeated in the Courts in regard to another party’s litigation.

Who will be affected?
The proposal is mentioned in a single paragraph amongst the ‘Future Tax Changes’ in the Budget Overview 
document and as such lacks any detail regarding the practical application. The proposal suggests that taxpayers 
who have used an avoidance scheme that is defeated in the Courts in relation to another taxpayer’s appeals would 
then have the obligation to either acknowledge that the judgement applied to them and to amend their returns 
accordingly or to confirm that they stand by their original return. The proposal also suggests the imposition of a 
tax‑geared penalty if a taxpayer fails to take reasonable care ie if they fail to notify HMRC that the judgement applied 
to a scheme that they had used.

When?
The proposal is that the relevant legislation will be introduced in Finance Bill 2014 so it may be presumed that the 
consultation will be announced in the coming months.

Our view
The lack of detail in the proposal regarding the practical application of the legislation raises a number of questions and concerns. 
The practical difficulty with such proposals will be in determining how effective legislation is phrased. Until greater detail of the 
proposal becomes available it is potentially difficult to see how a taxpayer could determine whether a scheme that they had 
invested or participated in was the same as or merely had similar features to one that had been considered by the Courts. A similar 
question would arise in the situation where another taxpayer who had participated in the same planning lost in the Courts but the 
decision was attributable to an implementation failure rather than because of the Court’s view of the technical application of the 
relevant law. In any event, the introduction of such legislation would at the very least place an obligation upon participators to 
keep abreast of all decisions reached in the Courts in regard to avoidance schemes to ensure that a Court decision did not relate 
to a scheme that they had used. As such, if introduced, the obligation to notify, and the potential tax‑geared penalty for carelessly 
failing to notify, would no doubt serve as a further deterrent to a taxpayer considering participating in such schemes.

Consultation on the use of partnerships

The measure
As announced in the Autumn Statement on 5 December 2012, a consultation on the use of partnerships will take 
place. It will seek to:

•	Remove the presumption of self‑employment for limited liability partnerships (“LLP”) to tackle the perceived 
disguising of employment relationships; and

•	Counter the perceived manipulation of profit allocation to partners in all partnerships in order to achieve a tax 
advantage.

Who will be affected?
Potentially any businesses or structures that uses partnerships, as well as the individual partners in those partnerships.

When?
The consultation will take place in Spring 2013, with draft legislation to be introduced in Finance Bill 2014.
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Our view
As a choice of business vehicle, partnerships offer a flexibility which continues to explain their increasing use across a range of 
sectors beyond professions and small businesses and including private equity, hedge funds, film partnerships and the property 
sector.

The perception at HMRC is that, in some cases, this flexibility has been taken too far and the misuse of partnership rules has 
become a feature of many avoidance schemes.

The Chancellor has therefore announced an intention to consult, this spring, on new legislation designed to target the use of 
partnerships to artificially reduce tax liabilities.

Two specific areas of review have been highlighted:

1.  ‘The disguising of employment relationships through LLPs’ 
One concern is that the government is losing employer NIC revenues as a result of the granting of LLP member status to 
individuals who would otherwise be employees.

   HMRC intend to address this by removing the current presumption that LLP members are self‑employed. No further detail has 
been announced but we would anticipate that this could be accompanied with a substance test for determining whether an 
individual is to be treated as self‑employed.

   Any such substance test is likely to mirror the case law tests already applied to general partnerships and those applied for 
employment law purposes. These focus on hallmarks of equity ownership such as voting rights, capital contribution, exposure 
to losses and remuneration which varies in direct correlation to the results of the business.

   Many LLPs would say that the commercial advantage of extending their pool of members has been the improved performance 
which has come from increased enfranchisement and this only comes with some degree of genuine equity participation. 
Therefore many will consider such a substance test to be reasonable and, indeed, anticipated. It is to be hoped that the 
test will be framed in such a way as to avoid uncertainty around the ‘ middle ground’ and without discouraging such 
enfranchisement (particularly in light of the benefits, acknowledged in other announcements, of encouraging wider equity 
participation for those who work within a business).

2.  ‘Countering the manipulation of partnership profit/loss allocations to secure tax advantages’ 
We will need to wait for the publication of the consultation document for detail as to what HMRC may have in mind. 
However there are two areas which we understand them to be considering.

   The first is the use of corporate partners alongside individual partners.

   Increased use of corporate partners is in part explained by commercial and regulatory complexities but often also by a desire 
by business to take advantage of the UK’ s low rates of corporation tax (scheduled to decrease even further following today’ s 
announcements).

   There is a variety of ways in which corporate partners can be used. However, it appears that there are certain arrangements 
which HMRC consider to be designed to artificially manipulate the rate differential between (low) corporation tax rates and 
(high) income tax rates.

   The second area of likely focus, the subject of recent press attention, is the use of partnerships to allow wealthy individual 
investor‑partners to benefit from tax incentives such as Business Premises Renovation Allowances (BPRA). While some of 
these partnerships will be genuine commercial property development ventures, HMRC perceive that some may be largely 
tax‑motivated. We may well see extension of the loss restriction rules applicable to ‘ trades’ to businesses (of all sorts) to catch 
these arrangements.

Contracting out for defined benefit pension schemes to end

The measure
The Government has announced how the introduction of the State Pension reform will affect members of defined 
benefit pension schemes and how it will be paid for through higher NICs. The ability for members of defined benefit 
occupational pension schemes and their employers to ‘contract out’ of the State Second Pension will end on 5 April 
2016. The State Second Pension will close to newly retired pensioners in 2016 as instead pensioners will receive a 
single‑tier State Pension which will be significantly greater than the current basic State Pension. It is expected to be 
about £144 per week.
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Who will be affected?
This measure will affect both public sector and private sector employers who operate defined benefit pensions 
schemes and their employees who are members of the schemes. Currently employers receive a rebate of 3.4% and 
employees a rebate of 1.4%.

The majority of the increased National Insurance revenue will come from the public sector. Employer contributions 
are expected to increase by about £3.3 billion from the public sector and around £0.6 billion from private sector. 
Expected corresponding employee contribution increases are £1.4 billion and £0.2 billion respectively.

The Government will legislate for a statutory override to allow all private sector employers to cover the costs of 
additional NIC payments through increasing employee contributions rates or reducing future pension benefits for 
their existing schemes.

In their white paper published in January, the Government set out a transition process to the single‑tier pension. 
Under the process individuals’ pre‑implementation National Insurance records will be translated into a ‘foundation 
amount’ for the new scheme. Individuals who have contracted out will see a deduction applied to reflect that they 
have contracted out.

When?
The measure takes effect in 2016/17, coinciding with the introduction of the single‑tier State Pension.

Our view
‘Contracting out’ ended for defined contribution pension schemes on 6 April 2012. Once the single‑tier pension was announced, 
it was only a matter of time before ‘contracting out’ for defined benefit schemes would come to an end. Employers will need 
to carefully consider how they will cover the additional 3.4% National Insurance Contributions. They will need to balance their 
ability to absorb the costs with the potentially negative effects of asking employees to make up the shortfall through increased 
contributions or reduced pension benefits.

Corporation tax deductions for employee share acquisitions

The measure
The Government has today announced its intention to introduce legislation to preclude a corporation tax deduction 
for accounting charges booked under IFRS2/FRS20 in respect of share options/awards that have lapsed.

The Government has stated that this is not a change in the law but rather a clarification of the existing legislation.

Who will be affected?
This will affect all companies offering employee share option/award plans.

When?
Legislation will be included in Finance Bill 2013 and will have effect from 20 March 2013 in relation to company 
accounting periods ending on or after that date.

Our view
As noted above, the Government has stated that this is not a change in law but rather a clarification of existing legislation. HMRC 
infer that under existing legislation any accounting provision for option costs is only deductible where a monetary expense is 
expected to ensue eventually, which is not the case with lapsed options.

This view is not universally held.

In view of the often considerable amounts of tax at stake, where companies have share awards which may be eligible for a 
historical deduction, they may wish to at least consider making a claim if still in time.

Conversely some companies who have already submitted claims may wish to consider whether they wish to continue with a claim 
in view of HMRC’s apparent determination not to concede the point.
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Employee shareholder status

The measure
The government has further amended its proposals under which employees will be able to receive shares in 
exchange for giving up certain employment rights. In return for giving up these rights, the growth in value of the first 
£50,000 of shares will be exempt from capital gains tax (CGT).

Under the original proposals, the award of shares would have been fully subject to income tax and, where 
appropriate, NIC. However, the government has now announced that it will introduce legislation to exempt the 
first £2,000 of shares awarded from income tax/NIC. This will be achieved by deeming the employee to have paid 
£2,000 for their shares. The exemption from CGT on the disposal of up to £50,000 of shares (measured at the date 
of award) will remain.

Who will be affected?
The measure will be relevant all companies who wish to offer the employee shareholder status and all employees 
who wish to adopt the new status.

When?
The legislation will apply for income tax, NIC and capital gains tax purposes to shares received on or after 
1 September 2013 when the new employee shareholder status comes into effect.

Our view
Deeming the employee to have paid £2,000 for their shares may make the employee shareholder status marginally more attractive 
to employees. However, employers and employees will still need to consider whether or not the proposals are something they 
regard as attractive for their business.

In particular, employees will need to decide whether it is appropriate to give up their employment rights in return for an award of 
shares in their employer.

The measure is likely to be of most interest to small companies with high growth potential.

General anti‑abuse rule (‘GAAR’)

The measure
HMRC published draft legislation in December 2012 for inclusion in Finance Bill 2013.

The draft legislation gives HMRC power to apply the GAAR in order to counteract tax advantages arising from tax 
arrangements that are abusive. A number of small changes are expected in the Finance Bill to be published on 
28 March 2013.

In order for HMRC to make an adjustment under the GAAR, they must first refer the matter to the GAAR Advisory 
Panel‑ an independent panel with business and tax expertise. A sub panel of three members will produce individual 
or combined opinions as to whether they consider the GAAR applies to the arrangements. The opinion(s) are not 
binding on HMRC or the taxpayer and the taxpayer may appeal any counteraction made by HMRC.

In addition, the Advisory Panel has a role in reviewing and approving the guidance published by HMRC. The guidance 
sets out a number of examples and the procedures for referrals to the Advisory Panel. It will have special legislative 
status once approved by the Advisory Panel.

HMRC estimates that the measure will raise 60m in 2014/15.

No further updates have been included in the Budget however the interim Advisory Panel are currently in the process 
of providing their feedback to HMRC and it is hoped that the final guidance will be published, alongside the updated 
Finance Bill 2013, before the Easter recess.

Who will be affected?
Although the GAAR is widely drafted, it is targeted at artificial and abusive tax arrangements. HMRC consider that 
limited numbers of taxpayers will have to consider the legislation in detail when self‑assessing.
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The GAAR applies to the following taxes:

•	income tax;

•	corporation tax (including amounts chargeable as corporation tax);

•	capital gains tax;

•	petroleum revenue tax;

•	inheritance tax;

•	stamp duty land tax; and/or

•	annual residential property tax.

Separate NICs legislation will be introduced after the Royal Assent of Finance Bill 2013 when parliamentary time allows.

When?
The GAAR will apply to tax arrangements entered into on or after the date of Royal Assent of Finance Bill 2013 – 
expected to be mid July.

Arrangements completed before the GAAR comes into force are not affected. Arrangements which span the 
commencement date will not be affected either provided there is no ‘abusive’ element after the start date. This will 
offer particular protection for inheritance tax planning.

Our view
We welcome the role of the Advisory Panel as a key safeguard for taxpayers and hope to see the guidance expanded to include 
further examples of arrangements where HMRC consider the GAAR would and would not apply.

It is important that the GAAR does not result in uncertainty that could be detrimental to the UK economy.

The GAAR aims to target artificial and abusive tax avoidance schemes and is not designed to affect the ‘centre ground of tax 
planning’. The key challenge is that the final guidance gives taxpayers sufficient clarity in respect of where the line is drawn.

The drafting of clear legislation with a defined purpose will be essential to allow taxpayers to ensure that arrangements are 
consistent with the underlying principles and objectives of the relevant provisions, and therefore not subject to the GAAR.

It remains unclear how the GAAR will operate in respect of inheritance tax, where it is difficult to determine what planning would 
be reasonable in this context.

PAYE: Improving ‘Coding Out’

The measure
The government has announced that it will consult on reforming HMRC’s ability to collect debts via a tax debtor’s 
tax code, known as ‘Coding Out’. The current limit of £3,000 per year for all tax debtors will be replaced with a 
graduated scale introducing higher limits for those with higher earnings – or up to £17,000 limit for those earning 
£90,000 or more.

HMRC’s systems will also be upgraded to allow splitting of debts across years for these purposes.

Who will be affected?
All taxpayers who wish to pay amounts of underpaid tax due to HMRC via PAYE.

When?
No date has been announced.

Our view
It remains to be seen whether this provides a useful tool for those who have no other need to file annual returns under self 
assessment, or if this will result in more complex PAYE coding errors.
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Payroll giving

The measure
The Government has highlighted its ongoing consultation on improving charitable giving through payroll, as originally 
issued on 24 January 2013. The consultation sets out a range of options to increase amounts received by charities 
through payroll giving, including opening up the market to non‑charity participants. The consultation closes on 
19 April 2013.

Who will be affected?
Employers who currently operate or who may plan to operate ‘give as you earn’ (GAYE) schemes.

When?
Following the close of the consultation HMRC have indicated that they intend to include any changes in a future 
Finance Bill. Any new measures would not come into force before April 2014.

Our view
Any measures designed to improve both the administration and take up of give as you earn schemes will be welcomed by employers.

Penalties under the RTI regime

The measure
HMRC has confirmed that the following penalties will apply to employers having to operate Real Time Information 
(RTI):

Late filing penalties

•	Will apply from 6 April 2014

•	Maximum of one penalty per month

•	First default in the year will not attract a penalty

•	Charged quarterly

•	Size will depend on whether micro, small, medium or large employer

•	Size of penalties and details are still to be announced

Penalties for late payment of PAYE/NIC remittances

•	Will apply from 6 April 2013

•	Penalty regime will remain similar to current late payment penalties

•	The penalty is a percentage of the amount paid late

•	The percentage increases with the number of late payment defaults in the tax year

•	From 6 April 2013, increases in default % will only apply prospectively rather than retrospectively. For example, 
the 10th default triggers a 4% penalty. The 4% will only apply to the 10th and any further defaults in the tax year, 
rather than to all defaults in the tax year, as is currently the case.

Penalties for incorrect RTI returns

•	Will apply from 6 April 2013

•	Regime will apply as now and (probably) to each return under RTI

•	Interaction between late and incorrect returns remains unclear and further guidance from HMRC is expected on 
this point.

Who will be affected?
All employers will be affected by RTI and the associated penalties.
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When?
Most employers will have to start operating RTI from 6 April 2013. The very largest employers with more than 
5,000 employees will by now have agreed a staging date between April and October 2013.

Penalties for late payment and incorrect filing can be imposed from 6 April 2013, and penalties for late filing will 
come into force by 6 April 2014.

Our view
We welcome the government’s decision to delay the introduction of late filing penalties to April 2014 and HMRC’s recent 
announcement that small employers with less than 50 employees will be allowed to file their RTI returns monthly until October 2013.

However, it is important that HMRC clarify the circumstances in which incorrect filing penalties will be imposed under RTI. 
For example, will a penalty be charged where an employer discovers and corrects a mistake in‑year or after the year end? We also 
await clarification of how the late filing and incorrect filing regimes will interact.

Employers will need to use the last month before RTI go‑live to make sure they are ready for the changeover.

Pensions – annual allowance reduction

The measure
As announced in the Autumn Statement on 5 December 2012, the annual allowance, ie the amount which can 
be saved tax efficiently in pensions each year, will reduce from £50,000 to 40,000 on 6 April 2014. In some cases, 
pension savings made in 2013/14 will be affected by the reduction due to complex ‘pension input period’ rules. 
Unused allowances from 2011/12 to 2013/14 may still be used in 2014/15. These amounts will be based on the 
original £50,000 annual allowance in force in those years.

Who will be affected?
The reduction will affect individuals with aggregate pension savings in excess of £40,000 for 2014/15 or subsequent 
years. Pension savings include contributions to defined contribution schemes, whether by the individual or his or her 
employer, together with accruals of pension benefits under defined benefit schemes.

When?
The reduction will take effect in the tax year 2014/15. Due to ‘pension input period’ rules, some pension savings 
made in 2013/14 will be measured against the 2014/15 annual allowance and will therefore be affected.

Our view
High earners are expected to limit their contributions, but someone earning £150,000 will still be able to contribute 26% of 
earnings and remain within the limit. The reduction will be more disadvantageous for members of salary‑related schemes, 
including public sector schemes, since members will be taxed where the amount of additional pension earned in the year exceeds 
£2,500. This could particularly affect individuals who wish to boost their pensions on retirement – which is understood to be a 
factor why the limit was pitched at £50,000 and not lower in 2011.

Unused relief carried forward to 2014/15 will continue to be calculated at the current limit of 50,000, so that a maximum of three 
years unused contributions (up to £150,000) may be carried forward to 2014/15. This offers a temporary cushion against the 
impact of the reduced limit.

Pensions – lifetime allowance reduction

The measure
As announced in the Autumn Statement on 5 December 2012, the standard lifetime allowance, which is the total 
value of pension savings that can be accumulated without a tax charge, will reduce from £1.5m to £1.25m from 
6 April 2014. Any excess over that limit will be taxed at 25% or 55% (if taken as a lump sum) when the member 
starts to take their pension or benefits.
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The Government has confirmed that two forms of transitional protection will be introduced to cushion the impact 
on members whose pension savings will be above the reduced limit when it takes effect. The first is a form of fixed 
protection (‘fixed protection 2014’), which allows the individual to retain the existing £1.5m allowance after 5 April 
2014, provided no further pension savings are made from that point. This is similar to the existing fixed protection 
election that was available before 6 April 2012. A second transitional protection called ‘individual protection’ 
(previously called ‘personalised protection’) is being considered for those who already have pension savings valued 
at more than £1.25m at 5 April 2014. This would give the individual a personalised lifetime allowance equal to the 
greater of the reduced lifetime allowance and the value of pension savings at 5 April 2014 (subject to an overriding 
maximum pension valuation of £1.5m). Unlike with fixed protection, further pension savings are allowed under 
individual protection. Savings in excess of the personalised lifetime allowance will give rise to 25% or 55% tax 
charges as normal.

The Government has indicated that adjustments will be made to earlier forms of transitional protection (fixed 
protection and primary protection) to address anomalies.

Who will be affected?
The reduction in lifetime allowance will affect individuals who will have aggregate pension savings in excess of 
£1.25m as at 6 April 2014. It will also affect some individuals who are already drawing pension benefits but who 
may have future benefits that need to be tested against the lifetime allowance (eg individuals under age 75 who are 
in drawdown).

When?
The reduction in lifetime allowance will take effect for pension benefits that are taken on or after 6 April 2014. 
Elections for fixed protection 2014 will need to be filed by 5 April 2014. The deadline for individual protection will be 
later, but the precise details have not yet been announced.

Our view
The reduction in the lifetime allowance is expected to affect approximately 360,000 individuals. It will be particularly 
problematic for members of salary‑related schemes who retire in 2014/15 or later. It means that where their pension exceeds 
£62,500 (including any deferred memberships with previous employers) their pension providers will have to account for tax and 
reduce the value of their pension pot by 25% of the excess. The new transitional protections should help to limit the impact of the 
allowance reduction, but individuals will need to check whether they should cease saving in pensions in the next year if lifetime 
allowance charges are to be avoided.

Tax and UK Government contracts

The measure
It has previously been announced that the Government will introduce new rules to allow Government departments to 
exclude companies and individuals which take part in failed tax avoidance schemes from being awarded Government 
contracts.

Suppliers wishing to tender for a public contract are required to complete a pre‑qualification questionnaire and it is 
expected that this will be modified to ask for additional information about tax. Potential suppliers will be required to 
self‑certify whether they have fulfilled their obligations relating to the payment of taxes, and identify any Occasion(s) 
of Non Compliance (OONC).

HMRC’s formal response to the consultation on the new rules sets out that an OONC occurs if any tax return filed 
after 1 October 2012 is found to be incorrect (whether as a result of litigation or by agreement with HMRC) under 
the new General Anti‑Abuse Rule that will be introduced in the Finance Act 2013 or the equivalent case‑law abuse 
principle for VAT.

An OONC also occurs if a scheme notified, or that should have been notified, under the disclosure of tax 
arrangements schemes legislation has failed. There is currently no guidance on whether a scheme will be deemed to 
have failed where it is being litigated and is still under appeal.

In addition, an OONC occurs if the supplier has a criminal conviction for tax‑related offences, or has incurred a 
penalty for civil fraud or evasion.
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The rules will apply to any tax returns submitted on or after 1 October 2012 that are amended after 1 April 2013. 
A de minimis limit is introduced so that the rules will only apply to contracts with a value over £5 million.

Who will be affected?
These rules will apply to individuals or businesses that apply for contracts with Government departments with a 
contract value over £5 million. It is the bidding entity that will be asked to self‑certify its position in relation to tax 
compliance (and all parties involved in a joint venture contract will need to certify).

When?
It is expected that the new rules will apply to tenders advertised from 1 April 2013.

Our view
The broad objective of the policy is to encourage tax compliance from Government suppliers and bear down on abuse. 
We welcome the confirmation that the encouragement of compliance for the future is to be the main focus of the measures.

The definition of non‑compliance has been clarified, providing greater certainty for Government suppliers. In addition, the removal 
of the self‑certification requirement for companies bidding for contracts below £5 million in value will remove the administration 
burden for, in particular, many small and medium‑sized enterprises.

Tax relief for health related interventions

The measure
The Government will establish the Health and Work Assessment and Advisory service to support employees to return 
to work who otherwise may be in danger of long‑term sickness absence.

It will also introduce a targeted tax relief so that amounts paid by employers (up to 500) on health‑related 
interventions recommended by this service are not treated as a taxable benefit in kind.

Who will be affected?
Employers and employees who use the service will benefit from this relief providing the costs incurred by the 
employer do not exceed £500. In this case the employer will have no reporting requirement and the employee will 
not face an income tax charge.

When?
The Government will consult on implementation later in 2013 and legislation will be included in the 2014 Finance Bill.

Our view
This is a welcome tax relief where employers and employees make use of this service to support employees return to work 
following an absence through sickness.

VAT: Road fuel scale charge (RFSC)

The measure
A statutory instrument laid on 20 March 2013 will revise the values on which businesses are required to account for 
VAT when fuel is provided to employees for private use. The new rates take effect from 1 May 2013.

As announced in the 2012 Autumn Statement, the Finance Bill 2013 will include technical changes to the way in 
which future changes to the RFSC will be made. The Finance Bill will also legislate for two extra‑statutory concessions 
affecting the RFSC. The changes will provide HM Treasury with the power to revalorise the RFSC outside the Budget 
and also to amend the definition of road fuel.

Who will be affected?
Employers providing employees with fuel for private use.
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When?
The change in RFSC rates takes effect from 1 May 2013 and the further changes to the way the RFSC scheme 
operates will be introduced in the Finance Bill 2013.

Our view
The change in rates was expected.

The future changes to the way the RFSC operates mean that changes to the rate may in future take place outside the Budget 
process and will give HM Treasury more flexibility in administering the tax. The change to the definition of road fuel is presumably 
an anti‑avoidance measure and will tighten the definition.
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