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Foreword
Theresa May might think that austerity is over, but Philip
Hammond knows that it is not. ‘’Nearly over’’ could mean
months but is more likely to mean a few years away.
Nevertheless, her boast was undoubtedly the driver for
his budget proposals. Not only did he have to find the
massive extra sum she had pledged to the NHS but he
also had to manage the public expectation that the end
of austerity means more money in everyone’s pocket.
Somehow he seems to have satisfied virtually everybody
– well, not quite everybody; The Guardian thinks that
his budget ''may just too good to be true’’ and explained
that ‘’Throwaway Phil embraces austerity-lite to save his
skin’’. But they would say that, wouldn’t they? The City
likes the fact that he did not cut pensions tax relief, small
business like the retail rates relief, and the voters in the
streets like the increase in personal allowances and tax
thresholds.
Hardly anyone has commented on the tax proposals
though, perhaps because there were no significant
changes. The ICAEW’s budget recommendations to the
Chancellor was to do nothing, to give people space to
get to grips with the myriad tax changes over the last few
years. He sort of took this advice.

sadly made an awful lot of very minor changes that raise
little or no revenue but will add a lot of unnecessary
complexity to the tax system.
It is not quite true that no one commented on tax. The
CEO of the ICAEW welcomed that the IR35 rules will be
extended to the private sector but bemoaned the fact
that we will have to wait until 2020 for this to happen.
This was puzzling in the context that this body had
exhorted HMRC pre-budget not to extend that tax rule,
at least until the mass of problems with the public sector
change have been worked through. The concept that the
engager is in the best position to apply the IR35 tests is
probably right, but in practice the public sector seems to
have largely delegated that responsibility to HMRC (or
rather HMRC’s dysfunctional CEST tool), which is clearly
not what parliament intended. We expect many in the
private sector to do the same. However, there is a big
difference. Subcontractors are reluctant to sue a public
sector body for ignoring the statutory duty that parliament
has imposed on it and letting HMRC, who are ignorant of
the facts, incorrectly categorise them as employees, as
that public sector body is a major user of freelancers and
the worker would like to work again for it in the future.
Workers are likely to be a lot less reluctant to sue private
sector engagers.
So, at least the Chancellor has created controversy even
if he has not achieved much else with his budget in tax
terms.

He did nothing significant, probably because Theresa
May had already mopped up the available funds, but
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Rates and thresholds: tax year 2019 to 2020
From 5th April 2019, a year earlier than planned, the
personal allowance is to be increased to £12,500. At
the same time, the Basic rate limit will be increased
to £37,500, taking the threshold for the Higher rate
to £50,000. The Additional rate threshold of 45% will
continue to be £150,000.
The NIC Upper Earnings/Profit Limit is aligned to the
higher rate threshold, so this will increase at the same
time. These will be fixed at the same rate for 2020/21 and
going forward, increases to the personal allowance and
basic rate limit will be indexed with the CPI.

‘‘

The big winners here are the higher rate tax payers
who save £730 per year – before taking into account
the claw back that the government make via the
increase of the NIC thresholds. Basic rate tax payers
will save up to £130, and additional rate tax payers
benefit from a £600 per annum saving. Up to £300
of the saving will be lost to NIC though.

The above will apply to England, Wales and Northern
Ireland. Income tax rates and thresholds on non-savings,
non-dividend income for Scottish taxpayers will be set
by the Scottish Parliament although changes to the
personal allowance will apply to the whole of the UK.

Starting rate for savings
The 0% band for the starting rate for savings income will remain at its current value of £5,000 for 2019-20 and will
apply to the whole of the UK.

Individual Savings Accounts and Child Trust Funds
The Individual Savings Account subscription limit for adults in 2019-2020 will remain unchanged at £20,000. The
annual subscription limit for Junior ISAs and Child Trust Funds for 2019-2020 will be uprated in line with CPI to
£4,368.

Child Trust Funds
The government will consult in 2019 on draft regulations to ensure that Child Trust Fund accounts retain their taxfree status after maturity.
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Tax treatment of social security income
It has been confirmed that from the date of Royal Assent, the following eight benefits will be exempt from income
tax:
• Young Carer Grant
• Best Start Grant
• Funeral Expense Assistance
• Discretionary Housing Payment (introduced by the Scottish government)
• Discretionary Support Scheme (overseen by the Northern Ireland Executive)
• Council Tax Reduction Scheme
• Discretionary Housing Payment
• Flexible Support Fund (overseen by the UK government)
The Carer’s Allowance Supplement in Scotland is subject to income tax in accordance with the 2016 agreement
between the Scottish government and the UK government.

Social Investment Tax Relief review
In early 2019 the government will publish a call for
evidence on the Social Investment Tax Relief. The review
will consider why take up of the scheme is lower than
anticipated, and the design and targeting of the relief.

‘‘

It may be something to do with the fact that it was
obvious to anyone outside HMRC and the Treasury
on day one that the scheme – officially called Community Investment Tax Relief – was so unattractive
that hardly anyone would want to use it.

Addressing non-compliance with the off-payroll working rules
From 6 April 2020 the government will legislate to reform the off-payroll rules in the private sector. Responsibility
for operating the existing off-payroll working rules, and deducting any tax and NICs due, will move from individuals
to the organisation, agency or other third party paying an individual’s personal service company, as it currently does
in the public sector, where the payer is a large or medium-sized business.

‘‘

The change is causing huge problems in the public sector. It is disappointing that the government has
not been prepared to listen to calls for the change to be bedded in properly in the public sector before
extending it to the private sector.
The concept that the payer is the person who should know whether or not the worker is an employer is
sensible but, in practice, public sector bodies are refusing to make this decision. Instead they are, in effect,
delegating it to HMRC by regarding a person as an employee unless HMRC’s poor CEST tool says that
they are not. Indeed, the BBC has told its staff that even if the CEST tool says that the position is unclear,
the BBC are not prepared to consider the facts but will claim that the employment rules should apply.
If public sector bodies think it is too burdensome for them to co-operate in applying the law, private bodies
could well follow suit. The delay until 2020 is to allow for further consultation. At the moment, HMRC
have not even defined a medium or large company.
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Shared occupancy test for rent-a-room relief
Following consultation on draft legislation, to maintain the
simplicity of the system, the government will not include
legislation for the ‘shared occupancy test’ in Finance Bill
2018-19.

‘‘

This might be good news for certain Airbnb
landlords!

Consultation on the taxation of trusts
As announced at Autumn Budget 2017, the government will publish a consultation on the taxation on trusts, to make
the taxation of trusts simpler, fairer and more transparent.

Gift Aid Small Donations Scheme
From 6 April 2019, the Gift Aid Small Donations Scheme limit will be increased from £20 to £30 for individual
donations. This will bring the limit in line with the contactless payment limit and allow charities to reclaim the top up
payment on those amounts.

Retail Gift Aid reducing the frequency of letters to donors
From April 2019 measures will be introduced to change the Retail Gift Aid scheme relaxing the requirement to issue
letters annually to donors. Charities will be able to choose to issue letters once every three years rather than every
year, where a donor’s total donations in a tax year are worth less than £20.

Gift Aid - simplification of donor benefit rules
From April 2019 the benefit threshold for the first £100 of the donation will remain at 25% of that amount. Charities
can offer an additional benefit of 5% to donors on donations that exceed £100 – i.e. £25 plus 5% of the amount in
excess of £100. The total value of the benefit that a donor can receive remains at £2,500. The aim is to simplify
the rules for charities who claim Gift Aid on donations and replaces the current mix of monetary and percentage
thresholds charities have had to consider.
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Benchmark and overseas scale rates
From April 2019, employers will no longer be required to
check receipts when making payments to employees for
subsistence using the scale rates. This administrative
easing applies to standard meal allowances paid in respect
of qualifying travel and the newly legislated overseas scale
rates.

‘‘

This is a welcome relaxation. As the scale rates are
never generous it always seems pointless to have
to check that the employee had spent at least this
miserly sum.

Employers will only be asked to ensure that employees
are undertaking qualifying travel. Abolition of receipt
checking applies only to the official scale rates. Receipts
are still required for amounts agreed under bespoke scale
rates or industry wide rates.

Tax treatment of expenses for unpaid office-holders
The government will legislate in Finance Bill 2019-20 to exempt from income tax expenses paid or reimbursed to
unpaid office-holders incurred because of their voluntary duties.
This places the existing concessionary treatment on to a statutory basis, providing certainty for those organisations
engaging unpaid office-holders. Corresponding legislation will also be introduced to mirror the income tax exemption
for NIC.
The change will have effect on and after Royal Assent (probably March 2019).

Delay to NIC reforms of termination payments and income from sporting testimonials
The Government has announced further delays to the proposed employer’s NIC charge on termination payments
over £30,000 which aims to align tax and employer’s NIC so that the excess over £30,000 is subject to both income
tax and employer NICs.
Currently, there is a £30,000 income tax exemption and an unlimited employee NIC exemption for payments
associated with the termination of employment.

Tax and administrative treatment of short term business visitors
From April 2020 eligibility for the Short-Term Business Visitors’ Pay As You Earn special arrangements will be
widened and the reporting and payment deadlines will be extended to 31 May for companies. The PAYE special
arrangement limit for UK workdays in the tax year will be extended from 30 days or less to 60 days or less.

Van benefit charge and fuel benefit charges for cars and vans
The van benefit charge and the car and van fuel benefit charges will rise from 6 April 2019 by the increase in the
retail price index. The flat-rate van benefit charge will increase to £3,430; the multiplier for the car fuel benefit
charge will increase to £24,100; and the flat-rate van fuel benefit charge will increase to £655.
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Employer-provided electricity for an electric car
The provision of electrical charging facilities at or near
the workplace for the charging of electric or hybrid cars
owned by employees will be exempt from income tax and
NIC from April 2018.
This exemption does not cover reimbursements for
charging elsewhere paid for by the employee, it also does
not apply to taxable cars and vans (chargeable under the
car or van benefit charge respectively). These are taxable
as benefits in kind, and the provision of charging facilities
and electricity are treated as connected costs already
subject to a separate exemption.

This is intended to “incentivise the take-up of
cleaner, less polluting vehicles”. As it can only apply
where the employer’s premises is suitable to attach
a charging point accessible to cars it seems more
like a gimmick. This is confirmed by the fact that
the cost is expected to be negligible.

Income Tax and NIC treatment of emergency vehicles

‘‘

Currently unmarked emergency vehicles fitted with flashing blue lights, which are made available for private use, are
not chargeable under the car benefit legislation, but instead under the use of assets provisions, which can produce
a significantly higher charge. There is an existing exemption for emergency vehicles if the only private use is for oncall commuting or for private journeys made while on-call. This exemption will be extended to cover all commuting
journeys.
Transitional arrangements will be introduced for the period 6 April 2017 to 5 April 2020 to lessen the impact of the
new use of assets rates. These will allow the cash equivalent of the benefit to be calculated on the proportion of the
ratio of total to non-business miles travelled in the relevant tax year. There will also be a provision to ensure that fuel
provided for the emergency vehicle is not treated as an additional expense.
The changes apply retrospectively from the beginning of the 2017/18 tax year. This corrects last year’s charge. MPs
were apparently so keen to rubber stamp the measure without bothering to consider that it is only when complaints
started to roll in that they realised they were hurting “a small number of employees in the emergency services” which
would obviously have nasty political repercussions.

‘‘

The changes apply retrospectively from the beginning of the 2017/18 tax year. This corrects last year’s
charge. MPs were apparently so keen to rubber stamp the measure without bothering to consider that it
is only when complaints started to roll in that they realised they were hurting “a small number of employees in the emergency services” which would obviously have nasty political repercussions.
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Clarifying effect of the Optional Remuneration Arrangements legislation in respect of taxable
cars and vans
This measure addresses two anomalies where employees are provided with taxable cars and vans through an
optional remuneration arrangement (salary sacrifice) and the employee makes a capital contribution towards a
taxable car and their employers.
The first measure is to ensure that when a taxable car or van is provided through salary sacrifice, the amount
foregone, which is taken into account in working out the amount reportable for tax and NIC purposes, includes costs
connected with the car or van (such as insurance) which are regarded as part of the benefit in kind under normal
rules. The second is to adjust the value of any capital contribution towards a taxable car when the car is made
available for only part of the tax year.

Employer contributions into life assurance and certain overseas pension schemes
Premiums paid by employers into life assurance products and contributions to qualifying recognised overseas
pension schemes (QROPS), are currently, tax-exempt only if the beneficiary is the employee or a member of the
employee’s family or household.
From 6 April 2019 this exemption will be extended to include any individual; or a registered charity.
This brings such payments in line with pension schemes.

Response to the consultation on taxation of self-funded work-related training costs
Following consultation responses indicating that tax relief is unlikely to be effective in addressing the barriers to
learning or incentivising training, the government has dropped the idea.
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Rates
As expected, there are no changes to the planned reduction of the corporation tax rate from 19% to 17% from April
2020.

Digital Services Tax
From April 2020, a new 2% tax on revenue of digital businesses that derive their value from UK users will be
introduced. A £25million per annum allowance is available and the tax will only apply to groups with revenue in
excess of £500m per annum. Businesses affected include:

• search engines
• social media platforms
• online marketplaces

‘‘

By introducing this tax the Chancellor could be accused of jumping the gun. The challenge that this
new tax aims to meet is how to tax global businesses that do not have a physical presence in the UK but
generate revenue from UK users. The OECD, who is the the global body that is tasked with negotiating international tax issues, released a paper in March 2018 that surmises, in no less than 161 pages, that arriving
at a internationally agreed definition for a so called ‘digital permeant establishment’, which would look to
attribute profits to the UK which could then be taxed, is simply too difficult. However, it does put forward
a fudge (which they call an interim solution) that taxes a proportion of the global revenue of the digital
business based on the number of users in a given country. We think that this is an eminently sensible idea
as it probably reflects the nature of such a business. The OECD suggest a rate of 3%. Our Chancellor has
opted for 2%.
April 2020 is a long way away though and so there is no guarantee that this will actually come into force.
For example, for some reason the USA in particular seems slow to agree that the UK should steal from the
US tax revenues that under the UK/US double tax agreement belong to the US, because it is of course at
US companies such as Google, Facebook and Ebay that this measure is aimed. By charging the tax on
sales, rather than profits, the Chancellor is probably not tearing up the double tax agreement though but
that does not mean that he is avoiding a fight.
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Reform of Intangible Fixed Assets regime
1. Goodwill
Tax relief for goodwill acquired post 8 July 2015 is not
available under existing legislation. However, this relief
will be partially reinstated from 1 April 2019 where there is
eligible intellectual property in the acquired business.
2. De-grouping charges

‘‘

Both these changes are good news. Reform of
goodwill relief aligns the tax treatment with commerciality and aligning the de-grouping charges
with the Substantial Shareholding Exemption
ensures there is consistency between the Chargeable Gains regime and the Intangible Assets regime.

Where intangible assets are transferred between group
companies at a tax neutral value, a de-grouping charge
can arise if these assets leave the group within six years
of transfer. Such de-grouping charges will now not
arise where the exit of the asset is through a disposal
of shares, and that disposal qualifies for the Substantial
Shareholding Exemption. This brings the intangible asset
regime into line with the CGT position.

R&D relief for SMEs
For accounting periods beginning on or after 1 April
2020, a cap will be placed on the amount of tax credit
that an SME can claim for R&D losses that it surrenders.
This cap will be three times the company’s total PAYE
and NIC contributions for the period. Any loss that a
company cannot surrender for a payable credit can be
carried forward and used against future profits.

‘‘

This was a surprise, and not a good one. SME’s and
start-ups venturing into R&D usually sub-contract
the R&D work so have little PAYE and NIC contributions; at least in the initial years. This restriction
could deny SMEs the vital cash they need to reinvest in R&D activities. In fact, HMRC used to agree,
as this change effectively reinstates one of the initial
hurdles to obtaining R&D relief, albeit at a more generous level. Perhaps this in response to the fact that
post Brexit the R&D tax credit will be funded by UK
taxpayers directly and not out of a central EU pot to
which we contribute as it is now.

Permanent Establishments
An anti-fragmentation rule will be introduced to tackle an artificial break up of activities so that each component
activity is designed to be that of a preparatory or auxiliary nature and does not itself create a permanent
establishment. The anti-fragmentation change will ensure that all activities are considered collectively to determine
whether there is a permanent establishment here. This change is part of the OECD’s BEPS project.
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Capital Loss Restriction
From April 2020, reforms to the use of carried forward capital losses will be introduced. The main change will be to
restrict the use of brought forward capital losses to 50% of the capital gain(s) being relieved, subject to an overall
£5million de-minimis limit that includes income losses as well as capital losses.

‘‘

We were hoping that the reform would allow capital losses to be used more flexibly, i.e. available for off-set
against other types of income as is the case with the new loss relief rules for income losses. However, it
appears that capital losses will remain locked to capital gains, but with added restrictions. The £5million
limit is not a separate limit for capital losses, so squeezes the room for loss utilisation where a company
has significant income and gains in a particular year. However, this is subject to consultation and so the
final legislation may be more favourable.
Although this is billed as aligning the two types of loss, they are actually very different. For a continuing
trade, future profits are likely to arise to relieve the other 50%. However asset sales are not recurrent so
there is likely to be far less chance of being able to utilise the rest of the loss in the future.

Corporate Interest Restriction
Technical changes will be made to these rules to ensure that they work as intended. The government’s consultation
earlier in the year highlighted issues within the legislation that were causing practical difficulties, e.g. capitalised
interest and the calculation of group EBITDA.
The reform will also cover changes brought about by the new accounting standard on leases, IFRS 16. These changes
will be effective from 1 January 2019.

Non-resident Corporate Landlords
As expected, the existing Income Tax regime for non-resident companies with UK property income will move in to
the Corporation Tax regime from April 2020. Clarification has also been included in the legislation on transitional
rules, impact on carried forward losses and the application of other specific rules such as the derivatives legislation.

‘‘

It is good time now for non-resident companies to plan their transition into the Corporation Tax regime
and to ensure that any tax planning is considered. Issues might arise for those entities that are highly
geared with interest expenses in excess of £2million per annum, or where there are significant carried
forward losses.
We had understood that HMRC had accepted that it is not sensible to extend NRCGT in 2019/20 and then
ask non-residents to cope with a further change for 2020/21. Presumably they were not able to convince
the government that both changes ought to take place in 2019/20.
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Offshore Receipts in respect of Intangible Property (previously Royalties Withholding Tax)
From 6 April 2019 the income from intangible property held in low-tax jurisdictions will become taxable in the UK to
the extent that it relates to UK sales of goods or services.
The measures will include:
• Collecting the tax by directly taxing offshore entities that realise intangible property income in low-tax
jurisdictions.
• Broadening the income in scope of the tax to include embedded royalties and income from the indirect
exploitation of intangible property in the UK market through unrelated parties.
• Collecting the tax from connected parties who will be made jointly and severally liable.
Anti-avoidance rules will apply with immediate effect. This is most likely to affect large multinationals that hold
intangible property in low tax jurisdictions where the income that arises in relation to the intangible property relates
to the sale of goods or services in the UK.
The measure will apply a UK income tax charge to the extent that the amounts relate to sales of goods or services
in the UK, for example, if the entity makes a payment to the holder of intangible property in a low tax jurisdiction, a
charge will arise under this measure. This will generally apply where the jurisdiction does not have a full UK double
tax treaty and the income tax charge will be on the gross income that relates to the UK sale.
The charge will not apply where the tax payable in the entity’s home country in respect of income referable to the
sale of UK goods is at least 50% of the UK income tax charge that would arise under this measure.
In addition, there will be a £10million de minimis UK sales threshold.
The measure will also provide an exemption for income arising in entities that have not acquired their intangible
property from related parties and where all, or substantially all, of the trading activities have always been undertaken
in the low tax jurisdiction.

‘‘

Because this breaches our double tax agreements, it cannot apply (at least initially) to countries with
which we have such an agreement. As most countries have withholding taxes on royalties, intangible
assets are normally held in countries with such agreements in place, so it is unclear how this is going to
raise £475million a year.
It is not clear how the UK can collect tax directly from an offshore entity. Its home country’s courts will not
enforce such a foreign tax debt. HMRC will have to rely on overseas entities to do the right thing or they
will have to collect the tax from any UK connected person they can find.

Corporation Tax Loss Relief rules
The existing legislation applies to losses arising on or after
1 April 2017, but for the way it is drafted, companies could
claim relief for carried forward losses in excess of what
was intended. Amendments will be introduced in Finance
Bill 2018-19 to address this, and in part to address related
issues such as:

‘‘

Yet another example of Mr Hammond’s rushed legislation being so poorly drafted that its deficiencies
are becoming apparent before the ink has hardly
dried.

• Terminal loss relief claims using carried forward losses
• Interaction of the regime with the rules regarding transfer
of losses as part of a ‘succession’
CBW Budget 2018
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Controlled Foreign Companies (the CFC rules)
To comply with EU Directive 2016/1164, two changes will
be introduced to the existing CFC regime with effect from
1 January 2019. The first is in relation to the definition of
control – which will now take account of interest held by
non-resident associates or related parties. The second
relates to the treatment of non-trading finance profits
and will ensure that non-trading finance profits generated
through a significant peoples’ function in the UK are only
considered once for the purposes of CFC rules.

‘‘

The EU has a habit of agreeing things with the
OECD and then rushing to legislate them before
all the OECD countries agree what to do. The UK
anticipates the OECD changes and has to amend its
legislation to comply with the EU version. In a sensible system, everyone would be more patient and
wait for the OECD countries to reach agreement.

Hybrid Mismatch rules
As with the CFC rules above, two changes will also be introduced to the existing hybrid mismatch rules to comply
with EU Directive 2016/1164, effective 1 January 2020. The first is in relation to the treatment of those permanent
establishments that are recognised by the jurisdiction where the company is resident but not treated as a permanent
establishment in the country where the resource is located. Such establishments will now be brought within the scope
of the hybrid mismatch rules. The second relates to the treatment of regulatory capital and clarifies the definition and
scope of exempt regulated capital.

Diverted Profits Tax
Diverted profits will be subject to either Diverted Profits Tax or Corporation Tax, not both. The Diverted Profits Tax
review period, necessary to determine the extent of diverted profits, will be extended from the current 12 months to 15
months. Changes will also be made to allow companies to reduce diverted profits in the first 12 months of the review
period by making an amendment to their corporation tax returns.

Profit fragmentation
From 1 April 2019, targeted legislation will be introduced
to avoid UK businesses avoiding tax by fragmenting their
UK profits to entities resident in territories that have
significantly lower taxes as compared to the UK.

‘‘

These measures apply on top of the multiple layers
of CFC rules, Diverted Profits Tax and Transfer Pricing rules; and so are an added complication to consider when dealing with large international groups.

New Accounting standard on Insurance Contracts
Legislation will be introduced to manage the timing of tax receipts for insurance companies as a result of the
changes brought about by IFRS 17, the new accounting standard on Insurance Contracts. The standard will be
effective from 1 January 2021 and the government will launch a consultation as the practical implications of IFRS 17
are not entirely clear yet.
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Changes
Changestotoexit
exitcharge
charge
The European Anti-Tax Avoidance Directive (ATAD)
requires the UK to provide a mechanism for deferring
payment of an exit charge where companies or assets
move within the EU or EEA. Although the UK does not
need to enact this until 1 January 2020, the Chancellor
has decided to enact it now to take effect from 1 January
2020.

‘‘

This must be the most ridiculous legislation measure
ever, as it is improbable that we will be part of the
EU in January 2020, so it is likely never to apply.

Oil and Gas taxation
A transferable tax history mechanism (TTH) will allow a seller of an interest in a UK Continental Shelf oil licence to
transfer some of its tax history to the buyer of the field. This will enable the buyer to set its decommission costs
against that TTH.

Statutory remedy in relation to ACT
Who remembers ACT? It was abolished in 1999 but cases have been rumbling through the Courts. Companies have
been trying to use EU law or English common law to claim compound interest from HMRC. The Supreme Court has
ruled that EU law does not apply and neither does English common law because the statute gives an appropriate
remedy. As a result, it is apparently unclear whether any interest is payable at all, so the law will be amended to
ensure that such companies are entitled to the simple interest that HMRC thought was owed to them.
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Annual Investment Allowance
The Annual Investment allowance (AIA) is to be
temporarily increased from £200,000 to £1million for
qualifying expenditure on plant and machinery from 1
January 2019.
The AIA is a 100% upfront tax allowance on qualifying
expenditure on plant and machinery up to a specified
annual limit or cap. Where businesses spend more than
the annual limit, any additional qualifying expenditure will
attract writing-down allowances at the main rate (18%) or
special rate (6%) depending on the type of asset.
Where the accounting period spans 1 January 2019 or 1
January 2021, transitional rules will apply such that the
maximum AIA available for the accounting period will be
capped.

‘‘

As we have said before, it is a shame that the government does not seem to understand that a businessman does not wake up one morning and decide
to spend £1million in order to obtain £190,000 of
tax relief. Capital expenditure is normally planned
months, if not years, in advance, so limiting incentives to expenditure in the next two years is unlikely
to induce people to re-equip. At best it will bring
forward expenditure that has already been planned
for 2021 or later, which is hardly what a tax incentive
ought to do.

These changes will have effect from 1 January 2019 to 31
December 2020.

Structures and Buildings Allowance
A new Structures and Buildings Allowance (SBA) has
been introduced to provide tax relief for qualifying capital
expenditure on construction works on non-residential
structures and buildings.
For these purposes, structures and buildings include
offices, retail and wholesale premises, walls, bridges,
tunnels, factories and warehouses. Capital expenditure
on renovations or conversions of existing commercial
structures or buildings will also qualify.
Relief will be available for eligible expenditure incurred
where all the contracts for the physical construction works
are entered into on or after 29 October 2018.

‘‘

Although these assets are already depreciated in
many businesses’ accounts, until now no tax relief
has been given on all the expenditure. The SBA
therefore addresses a gap in the current capital
allowances system with a view to stimulating investment in structures and buildings that are intended
for commercial use.
Whether a tax saving of 19% of 2% is enough to
achieve this seems questionable. Most buildings do
not last for 50 years, and it is not clear what happens when the building is demolished.

The relief will be available at an annual flat rate of 2% on a
straight-line basis therefore full relief on qualifying costs is
available over a 50-year period.
If the building is sold, the purchaser takes over the right
to the allowance.
Tax relief will not be available for the costs of land or
dwellings.

CBW Budget 2018

19

Environmental Enhanced Capital Allowances
The Energy Technology List (ETL) and Water Technology List (WTL) are to be updated for 2019/20 for energyefficient and environmentally-beneficial technologies and products which are eligible for the 100% first-year allowance.
The changes to the technology lists update the qualifying criteria to reflect technological advances and changes in
standards. The updates to the lists will take effect in 2019.
However both of these schemes will end on 31 March 2020 for companies and 5 April 2020 for unincorporated
businesses. The FYTC (First-Year Tax Credit), which is associated with the schemes, will end on 31 March 2020.

Tax Relief for Electric Charge-points
The temporary first-year 100% allowance for expenditure on new and unused electric charge-point equipment is to be
extended to four years to encourage and promote the use of cleaner vehicles with zero or ultra-low emissions.
The allowance will expire on 31 March 2023 for Corporation Tax purposes and 5 April 2023 for Income Tax purposes.

Special Writing Down Allowance rate reduction
The rate of writing down allowances for qualifying plant
and machinery in the ‘special rate pool’ is to be reduced
from 8% per annum to 6% per annum for expenditure
incurred on or after 1 April 2019.
Special rate expenditure includes expenditure on longlife assets (i.e. expected useful economic life of at least
25 years), thermal insulation, certain building fixtures or
integral features of buildings (such as electrical systems,
wiring, lighting, heating and ventilation systems) and cars
with high CO2 emissions.

‘‘

As this relief is calculated on a reducing-balance
basis, it would now take over 100 years to get full
tax relief on this type of expenditure. Where possible
therefore, the Annual Investment Allowance should
be allocated to special rate assets!

Costs of altering land for installing plant
The capital allowances legislation is being amended to clarify which expenditure on altering land may qualify for
capital allowances for the purposes of installing plant or machinery.
From 29 October 2018, capital expenditure on altering land only for the purposes of installing qualifying plant or
machinery will qualify for capital allowances where the plant or machinery being installed also qualifies. The change
confirms that allowances are not available to relieve the cost of altering land to install assets that are ineligible for
capital allowances.
This measure will have effect for claims on or after 29 October 2018.
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Increases to charities’ small trading exemption limits
The small trading tax exemption limits for charities that apply to trading that does not relate to a charity’s primary
purpose are being increased as follows;
Annual charity income

Maximum non-primary purpose trading

Under £20,000

£5,000

£20,001 to £200,000

25% of your charity’s total annual turnover

Over £200,000

£50,000

From April 2019, these limits will be increased to;
Annual charity income

Maximum non-primary purpose trading

Under £32,000

£8,000

£32,000 to £320,000

25% of your charity’s total annual turnover

Over £320,000

£80,000

Accounting Changes for Leasing
Technical amendments are being made to a number of parts of the tax legislation following the introduction of the new
lease accounting standard, IFRS 16, which is relevant to businesses that are either a lessee or lessor of business assets.
In brief, the measure makes technical changes to the following rules:
• Long Funding lease rules
• Corporate Interest Restriction (CIR) rules
• Other rules which make reference to finance leases, including the tax rules for hire purchase contracts, oil activities,
Real Estate Investment Trusts (REITs), and the sale of lessors rules.
The measure also repeals legislation which required businesses to prepare their tax calculations on the basis of the
old accounting treatment. Where this results in a change in the basis of taxation, new rules are introduced to spread
the transitional adjustment.
These amendments have effect for accounting periods beginning on or after 1 January 2019.
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Capital Gains Tax Annual Exemption 2019/20
The Capital Gains Tax (CGT) annual exempt amount increases from £11,700 to £12,000 for individuals and personal
representatives and from £5,850 to £6,000 for trustees of settlements for the tax year 2019/2020.

Entrepreneurs’ Relief
Chancellor Phillip Hammond has rejected calls to scrap Entrepreneurs’ tax relief but has introduced new measures
to tighten the rules in order to ensure that only ‘true’ entrepreneurs are able to benefit from the relief. These
measures are as follows;
• Changes to the definition of a ‘personal company’
From 29 October 2018 onwards, an individual making a claim for Entrepreneurs' Relief on a disposal of shares must
have a 5% interest in both the distributable profits and the net assets of the company. Previously the individual only
had to have 5% of the voting rights and 5% of the ordinary share capital.
These new tests must be met, in addition to the existing tests throughout the specified period in order to qualify for
Entrepreneurs Relief.

‘‘

Companies with different share classes that carry differing rights may need to revisit their planning to
ensure that entrepreneurs' relief will apply. However, it's worth noting that any such changes that either
remove restrictions or confer additional rights to shareholders may trigger unwanted tax consequences
and so advice should be sought before any such changes are made.
It is also worth noting that the definition of a personal company is also used elsewhere in the tax
legislation so the change may not be limited to entrepreneurs’ relief.

• Changes to the minimum qualifying period for Entrepreneurs’ Relief
The minimum qualifying holding period increases from 12 months to 24 months for disposals on or after 6 April
2019.
The change in the minimum qualifying period will not apply to a personal company which ceased to be a trading
company (or the holding company of a trading group), before 29 October 2018.

‘‘

This is probably targeted at property developers who could perhaps be considered fortunate to qualify for
the relief anyway.

• Entrepreneurs' Relief on the sale of EMI shares
Individuals can still qualify for Entrepreneurs' Relief on holding options over shares granted under the Enterprise
Management Incentive (EMI) scheme. The extension of the minimum qualifying period mentioned above from 12
months to 24 months will apply to disposals of shares acquired under an EMI scheme from 6 April 2019 onwards.
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• Entrepreneurs’ Relief: where shareholding ‘diluted’ below the 5% threshold
As announced at Autumn Budget 2017, the government will be legislating to allow individuals whose shareholding
is ‘diluted’ below the 5% qualifying threshold for Entrepreneurs’ Relief as a result of a new share issue to make an
election to treat their shares as having been disposed of and immediately reacquired at market value prior to the
dilution. They could make a further election to defer this gain until the shares are actually disposed of.
The measure will have effect for shares held at the time of fundraising events which take place on or after 6 April
2019.

‘‘

It is sad that the government has ignored the protests that this provision largely destroys the benefit of
the relief. This is because shares are generally diluted at the stage that the business becomes able to
raise venture capital. The subscription by the venture capitalist generates the dilution. However, at that
stage, the shares are normally worth very little as the company will collapse if it does not raise venture
capital. It is the venture capital that creates the growth in value. Accordingly giving the entrepreneurs’ tax
relief on a low value and taxing them at the full 20% rate on the growth in value is unlikely to encourage
the business to raise the money it needs to grow and certainly does nothing to benefit those being diluted.

Taxing gains made by non-residents on UK immovable property
As previously announced, disposals of all forms of UK land made by non-resident persons will be subject to
CGT from 6 April 2019. This will include both direct disposals of UK land, and indirect disposals of entities that
predominantly derive their value from UK land. The indirect disposal rules will apply where a person makes a
disposal of an entity that derives 75% or more of its gross asset value from UK land. There will be an exemption for
investors in such entities who hold a less than 25% interest.
The basic rule is that an asset derives at least 75% of its value from UK land if the asset consists of a right or
an interest in a company, and at the time of the disposal at least 75% of the company’s qualifying assets derive
(directly or indirectly) from interests in UK land. For this purpose, market value can be traced through any number
of companies, partnerships, trusts or other entities or arrangements. In carrying out this exercise, the assets held
by a company must be attributed to the shareholders, partners, beneficiaries or other participants at each stage in
whatever way is appropriate in the circumstances.
A company’s qualifying assets are all of its assets other than one which (to any extent) is matched by a related
party liability. This is an asset which consists of a right which entitles the company to require another person to
meet a liability arising under the transaction giving rise to the right, where the other person is someone whose
assets fall to be taken into account in the tracing exercise to determine whether the 75% test is met (or who has
obligations in relation to the holding of assets in a trust or arrangement that so falls to be taken into account).
However a direct interest in UK land is a qualifying asset even if it is matched by a related party liability.
It should be noted that the qualifying assets test looks at the gross assets. Liabilities, including even a mortgage on
the property, cannot be netted off from the assets to which they relate.
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A person has a substantial interest in UK land if, at any time in the two years ending with the disposal, he has (or
had) a 25% investment in the company. A person has such an investment if:
a) he possesses (or is entitled to acquire) 25% or more of the voting power of the company,
b) if the whole of equity in the company (see below) were to be disposed of, he would receive 25% or more of the
proceeds,
c) if the income in respect of the equity in the company were distributed among the equity holders in the company,
he would receive 25% or more of that income, or
d) if the company were to be wound up (or in any other circumstances), he would receive 25% or more of the
company’s assets which would then be available for distribution among its equity holders in respect of the equity.
In determining whether a person has an investment of 25% or more, a person must be taken to have all of the rights
and interests of any person connected with him. Connected individuals are the individual’s spouse or civil partner,
a lineal ancestor (e.g. parent) or lineal descendant (e.g. child) of the individual or of the individual’s spouse or civil
partner. Certain companies and trusts are also connected persons.
Equity has a special meaning. It includes all shares other than “restricted preference shares”, and also any loans
to the company other than normal commercial loans. Restricted preference shares are shares that meet five
conditions.
1. They are issued for consideration which is or includes new consideration, i.e. they are not issued as a scrip issue,
(but could be issued under a rights issue).
2. They do not carry any rights to conversion into other shares or securities (other than other restricted preference
shares).
3. They do not carry a right to acquire other shares or securities.
4. They either have no dividend rights or have a right to a dividend of a fixed amount (or at a fixed rate) and that
dividend represents no more than a reasonable commercial return on the amount subscribed for the shares.
5. They do not carry a right to repayment in excess of the new consideration paid for the shares (i.e. the amount
subscribed for them).
There will be a rebasing of both land and shares to 5 April 2019. Alternatively, an election can be made to calculate
the gain by reference to cost. However if such an election is made in relation to shares in a land owning company,
the election cannot create an allowable loss.

‘‘

There is not much planning that can be done. There is scope for considering gifts prior to 5 April, but as
shares gifted to connected persons will themselves be within the scope of NRCGT, the scope is limited.
There is an anti-avoidance forestalling provision designed to prevent pre-5 April 2019 manipulation so as
to avoid the 75% test.
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The CGT legislation is being recast. ATED-related CGT will be scrapped and everything will become chargeable to
NRCGT (non-resident capital gains tax).

‘‘

This on first look is a very welcome announcement. However, worryingly, it would seem from the draft
legislation, that following the abolition of ATED CGT, all properties will be rebased to the NRCGT date of
April 2015 and not April 2012 as is currently the case. Many high value properties, mostly found in central
London, have fallen in value since April 2012 and so this will not be seen as good news by those owners.

Payment window for residential property gains
As announced in the 2017 Autumn Budget the government
will legislate in Finance Bill 2018/19 to introduce a
requirement for UK residents to make a payment on
account of capital gains tax following the completion of a
UK residential property disposal.
The general rule will be that a return in respect of the
disposal must be delivered to HMRC within a ‘payment
window’ of 30 days following the completion of the
disposal, and a payment on account made at the same
time. The self-assessed calculation of the amount payable
on account takes into consideration unused losses and
the person’s annual exempt amount. The rate of tax for
individuals is determined after making a reasonable
estimate of the amount of taxable income for the year.

‘‘

A lot of people are likely to be caught out by this
change. It means that tax, on an estimated basis,
has to be paid within 30 days by anyone who sells
an investment property and, it appears, even on
a sale of a private residence if the whole of the
proceeds does not qualify for principal private
residence relief.

The new legislation will also replace and extend the
existing reporting and payment on account rules for nonUK residents from 6 April 2019.
For UK residents the changes will have effect for disposals
on or after 6 April 2020.

Deferral of payment of exit charges
Changes are to be brought into the rules governing when capital gains tax payments must be made to HMRC in
respect of exit charges.
Exit charges can arise on unrealised gains when;
• A trust ceases to be resident in the UK; or
• assets cease to be used in a trade carried on through a branch or agency in the UK.
This measure provides that in certain circumstances payment of these charges can be deferred for certain trusts or
non-UK resident individuals allowing them the option of deferring the payment and paying it over six years in equal
instalments. The amounts deferred will be subject to interest.
This measure will have effect from 6 April 2019.
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Restriction of PPR
HMRC are to consult on restricting the availability of Principal Private Residence (PPR) relief for individuals who
have stopped living in the property they are selling.
Under current legislation, providing PPR relief is available on at least part of the period of ownership, when an
individual sells their home (or former home) they will be entitled to claim PPR to cover the final 18 months of
ownership, even when they no longer live there. In addition, if the property has been let at some point, they may be
able to claim up to claim a £40,000 against the unrelieved gain as lettings relief.
From April 2020, HMRC propose that the final period of ownership that will receive PPR relief will be halved to 9
months, and that letting relief should only be available for properties where the seller is in shared occupancy with
their tenant. This means that anyone who has moved out and let the property will not be entitled to lettings relief.
The final period will continue to be 36 months for those that are disabled and those who are living in care homes or
hospitals

‘‘

It seems odd that in a flat property market where many families are finding it hard to sell their home that
the Chancellor would introduce a measure that can only hurt those looking to, or even having to, move
home. Hopefully the Government will reconsider these measures as a result of the consultation process.
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Registration limit
The registration threshold remains at the current level of
£85,000 for 2019/20, 2020/21 and 2021/22.
The deregistration threshold similarly remains at £83,000
until 31 March 2022 and the threshold for intra EU
acquisitions at £85,000. This latter is caveated by “whilst
the UK is a member of the EU” which is, of course, almost
certainly only until 29 March 2019.

‘‘

The government are still considering the threshold
problem i.e. sales £84,999 no VAT; sales £85,001
VAT of £14,167 leaving the trader £14,165 worse off
by receiving an extra £2.
Happily they seem to have rejected the Office of
Tax Simplification’s suggestion. The OTS seem to
equate complexity with reliefs, so treat simplification as withdrawing reliefs. They have suggested
substantially reducing the threshold so that most
traders have to grapple with VAT.

Reverse charge: building and construction services
Legislation will be published alongside Finance Bill
2018/19 to provide for a VAT reverse change due to come
into effect on 1 October 2019. This follows the conclusion
of the technical consultation in June 2018, which resulted
in improvements to legislation by aligning it to payments
reported through the Construction Industry Scheme.

‘‘

Most people do not understand what is in the scope
of CIS because HMRC interpret it very broadly. For
example if a designer works wholly in his office they
accept CIS would not apply but if he goes to the
building site they consider that CIS applies to his entire contract not merely to the on-site bit. As such
the CIS definition is hardly a suitable one to determine a VAT charge. The two taxes are very dissimilar and many contractors avoid grappling with the
CIS definitions by engaging only workers who hold
CIS exemption certificates.

Reverse charge: anti-avoidance amendment
The government will legislate in Finance Bill 2018-19
to amend the anti-avoidance provisions contained in
primary legislation for a VAT reverse charge measure to
specify that purchases of certain supplies will not count
as turnover for VAT registration purposes.
The reverse charge works by changing who accounts
for the VAT on specified supplies from the supplier to
the customer. The UK version does this by treating
the supplies as being supplies of the customer. If the
customer is below the VAT registration threshold the
reverse charge can force him to register for VAT. That
was not the intention.

‘‘

Without delving into the complexities of the reverse
charge it is likely that such a change will require
HMRC to create a separate registration process for
those businesses that need to operate the reverse
charge but that HMRC now want to protect from
unintended consequences of its operation.
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Split Payment Model
Following the consultation launched at the time of the
Spring Statement 2018, the government will publish a
government response document on 7 November 2018.
The government believes that a split payment model,
developed in close cooperation with stakeholders in the
banking and payments sectors, could radically improve
the way VAT is collected and reduce fraud.
The government has therefore announced an industry
working group to explore next steps, more detail will be
found in the response document.

‘‘

The idea is that when you pay a bill of £120 to a supplier the bank will send the supplier only £100 and
will send the other £20 to HMRC. This of course
requires the bank to know a lot of information such
as is the supply exempt or zero-rated, is it taxable at
20% or 5%, are the goods being imported, etc., etc.
It will be interesting to see if the banks are really so
eager to do all this work as the government seem to
think they are.

Closing a loophole used by insurers
As announced in a Written Ministerial Statement on 19 July 2018, the government will legislate to restrict the
application of the Specified Supplies Order (“SSO”) in certain circumstances to prevent a version of VAT avoidance
(offshore looping) that involves UK insurers gaining a competitive advantage by setting up associates in non-VAT
territories and using these associates to supply their UK customers.
The SSO is currently being exploited by companies that form arrangements with organisations outside of the EU to
re-supply or ‘loop’ those services back to United Kingdom consumers, allowing themselves to reclaim the VAT and
thereby gaining a competitive advantage over purely UK based companies. This Order seeks to prevent a particular
form of this ‘looping’ involving insurance intermediaries by restricting the application of the SSO to cases where the
final consumer is not in the UK, as was intended.
The change will restrict the right of recovery of input VAT for insurance intermediaries to circumstances where the
final consumer of the insurance service they are arranging does not belong in the UK.
This is achieved by amending the description of Specified Supplies in the Value Added Tax (Input Tax) (Specified
Supplies) Order 1999. At present, intermediary services, as described in Schedule 9 Group 2 Item 4 of the Value
Added Tax Act 1994, supplied to a person outside of the EU are specified, allowing recovery of input VAT, whomever
the final consumer of those supplies is.
Intermediary services, made in respect of a principal supply which is made to a customer belonging in the UK will no
longer be specified, and therefore no longer have a right to recover input tax.
The implementation date of this measure will be 1 March 2019.

Higher Education amendments
The government will amend VAT legislation to ensure continuity of VAT treatment for English higher education
providers under the Higher Education and Research Act by enabling bodies registered with the Office for Students
in the Approved (fee cap) category to exempt supplies of education.
HMRC will provide further guidance for providers ahead of the 2019/20 academic year.
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Grouping eligibility criteria
This measure follows a consultation on VAT groups and draft legislation which was published for further
consultation on 6 July 2018. It will have effect after the date of Royal Assent to Finance Bill 2018-19, on a day to be
appointed by Treasury regulations, and will allow a non-corporate entity (e.g. a partnership or individual) to join a
VAT group with its body corporate subsidiaries that it controls.
Secondary legislation in the VAT (Groups: eligibility) Order 2004, will be amended to prevent a misuse of the new
VAT grouping eligibility criteria.

Guidance for VAT groups on bought in services
HMRC will revise existing guidance for VAT groups to clarify which overseas services can be classified as bought-in
services to ensure that such services are subject to UK VAT. HMRC will share the draft guidance with businesses
and provide a lead in time for implementation.
The changes will have effect on and after 1 April 2019. The draft guidance will be made available to business groups
in November.

Unfulfilled supplies
The government will amend the rules from 1 March
2019 to bring consistency to the VAT treatment of
prepayments. This change will bring all prepayments
for goods and services into the scope of VAT where
customers have failed to collect what they have paid for
and have not received a refund.
A Revenue & Customs Brief giving full details of the
change will be published before the end of the year.

‘‘

This looks nasty. If I book a hotel room and cancel
at the last minute the hotel has supplied me with
nothing. If it keeps my money it regards it as (VAT
free) compensation for my having prevented it
supplying the room to someone else. It looks as if
this change is going to have a significant effect on a
lot of people.

Retrospective price adjustments
The government will introduce new rules for the
adjustments to VAT following retrospective reductions in
the price of goods or services.
Businesses will have to adjust their VAT returns within
set time limits and send a credit note to their customers.
This will ensure that such adjustments are only made in
respect of genuine price reductions. The changes will be
made by secondary legislation, and will come into force in
September 2019.

‘‘

It is not wholly clear that this complies with EU law,
so it is a good thing that we will no longer be subject
to EU law in September 2019.
Issuing a credit note does not actually ensure that
adjustments are only made in respect of genuine
price reductions; it does however ensure that HMRC
will be able to check that both parties have made
the VAT adjustment.
It is also worth mentioning that HMRC will almost
certainly want to see that the adjustment is made
so that the records submitted to them under MTD
make sense.
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Vouchers
The government will implement an EU Directive on the VAT treatment of vouchers in time for the required date of 1
January 2019. This will simplify the rules for the tax treatment of vouchers, especially where they can be used either
in the UK or more widely in the EU. This will prevent either non-taxation or double taxation of goods or services
which relate to vouchers.
The measure will not apply to vouchers issued before 1 January 2019, for which existing rules will continue to apply.
Vouchers, in this context, are gift cards and gift tokens, with examples including simple book tokens, gift vouchers,
and electronic vouchers purchased from specialist businesses. The changes do not apply to discount vouchers or
money-off tokens.
For a single purpose voucher liability to VAT will arise on the issue of the voucher. There will then be a supply to
the person supplying the voucher (not to the customer) by the business which redeems it when the voucher is
redeemed. For a multi-purpose voucher (where it cannot be known up-front what it will be redeemed for) the VAT
charge will apply, as at present, when the voucher is redeemed.

‘‘

The changes seem fairly pointless, but they are required by the EU. We can foresee a number of problems
in practice.
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SDLT Relief for first-time buyers and Shared Ownership
The relief for first-time buyers will be extended to purchases of qualifying shared ownership property where the
purchaser chooses not to make a market value election but to pay SDLT in stages. With shared ownership, the
occupier buys a part of the property and rents the rest with a right to buy extra shares at their market value at the
time of that purchase, normally until they own the entire property.
Where the market value of the shared ownership property is £500,000 or less, the SDLT rates for first time buyers
will apply to the first share purchased. Relief will also apply to the capitalised value of rental payments.
Purchasers who elect to pay SDLT on the whole of the initial value rather than on each slice as it is acquired are
already eligible for the first-time buyers relief. The changes will take effect from 29 October 2018 and will apply
retrospectively from 22 November 2017.
A refund of tax can be claimed if the effective date of the purchase was on or after the 22 November 2017, a return
was filed and SDLT paid as if no relief was due, but the purchase would now qualify for first time buyers’ relief.
Refunds for any SDLT paid on the rent can also be claimed by purchasers who have made a market election.
Relief will be applied only to the first share purchased, and only where the market value of the entire property is
£500,000 or less. It will mean that first time buyers will pay no SDLT where they are paying £300,000 or less for the
first share. Those paying between £300,000 and £500,000 for their first share will pay SDLT at 5% on the amount in
excess of £300,000, a reduction of up to £5,000 compared to the amount of SDLT they would have previously paid.
The relief will also apply to any SDLT due on the rental payments. The relief will not apply to the purchase of any
further shares in the property.
The relief must be claimed in an SDLT return, or by amendment where a SDLT return has already been filed.

‘‘

This is a welcome relief. Where a property is worth less than £300,000, it will be sensible to elect to pay
the whole of the SDLT up front. Where it is between £300,000 and £500,000, it will normally be sensible
to elect because purchases of subsequent shares will be “linked transactions” on which the SDLT will be
calculated by aggregating its then (probably enhanced) value with the cost of the original slice, so the
election is likely to reduce the overall tax.
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Higher Rates of SDLT for Additional Dwellings (“HRAD”)
The time limit for claiming a repayment of SDLT will be extended for customers who pay the 3% HRAD on the
purchase of a property which they intend to be used as a main residence, and who subsequently sell their previous
main residence. The current rules normally require a claim for repayment to be made within 3 months of the sale of
the previous residence, which is a very tight deadline.
Where the old main residence is sold on or after 29 October 2018, the claim for repayment must be made:
• within 12 months of the sale of the previous main residence, or
• within 12 months of the filing date of the SDLT return for the new residence, on which HRAD was paid, whichever
comes later.
The definition of “major interest” is also amended for the purposes of HRAD to make clear that it includes an
“undivided share” in land. It has effect for land transactions which take place on or after 29 October 2018.

‘‘

This is a welcome relief. It is likely that many lost out on their refund because of the old tight time-limit.
The undivided share point is one that has been troubling lawyers, so the clarification should bring their
erudite debates to a close.

Consultation on SDLT surcharge for non-residents
The government will publish a consultation in January 2019 on a SDLT surcharge of 1% for non-residents buying
residential property in England and Northern Ireland.

‘‘

We shudder to think of the legislation required to impose this political sop. It will need to decide who
is a non-resident and need some machinery for the solicitor doing the conveyance to be satisfied as to
the purchaser’s residence. Conveyancing solicitors are not normally tax specialists so surely cannot be
expected to cope with the income tax statutory residence test. If the purchaser is a company, even tax
experts can find it hard to determine residence in many cases.
Given that the 3% additional SDLT charge is seen by many as a significant factor in the stagnation of the
property market, specifically in London, it is hard to see how a further 1% SDLT charge will improve the
situation.
SDLT is a devolved tax so does not apply to land in Scotland (which has a Land and Buildings Tax instead)
or in Wales (which has a Land Transactions Tax), which is why the charge applies only in England and
Northern Ireland.
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Higher Rates of SDLT for Additional Dwellings (“HRAD”)
As intimated at Autumn Budget 2017, the time limit to file a Stamp Duty Land Tax (SDLT) return and pay the tax due
will reduce from 30 to 14 days from the effective date of the transaction.
The 14 day time limit will apply to transactions to purchase land in England and Northern Ireland, with an effective
date on or after 1 March 2019.
To help make compliance with the new time limit easier, improvements will be made to the SDLT return.
The government consider that shortening the time limit to file the SDLT return and pay the tax due will improve the
efficiency of the SDLT system. The majority of returns are already filed within 14 days of the transaction.
The changes to the return will be in place for 1 March 2019.
Legislation will be introduced in Finance Bill 2018-19 and the changes to the return will be made by statutory
instrument.

‘‘

Where a property is bought through a solicitor, they will deal with the SDLT return at the same time. For
transactions which do not involve a solicitor, this tight time-limit is likely to risk penalties unless the
transferee is aware that he needs to pay the tax promptly.
Where an investment property is multi-tenanted at the time of purchase, 14 days is not normally long
enough to complete the return as it requires details of all the leases. This information is not needed by
HMRC, but was included in the return because the Valuation Office Agency wanted it for statistical
purposes. Hopefully, the improvements to the return dispense with this information.

Stamp Duty, SDRT and SDLT Exemption for Financial Institutions in Resolution
Legislation will be introduced in Finance Bill 2018-19 to ensure that Stamp Duty, SDRT and SDLT are not chargeable
on exercise of resolution powers under the UK special resolution regime for managing failed financial institutions.
These enable the Bank of England to require the securities issued by, and securities and land held by, a failed
institution in resolution, to be transferred to a temporary holding entity appointed by the Bank of England or to a
temporary public body, and affected creditors.
For Stamp Duty, the measure has effect in relation to instruments which are executed on or after the date of Royal
Assent of Finance Bill 2018-19.
For SDRT, the measure has effect for land transactions the effective date of which is on or after the date of Royal
Assent of Finance Bill 2018-19.
For SDLT, the measure has effect for land transactions the effective date of which is on or after the date of Royal
Assent of Finance Bill 2018-19.

Stamp Taxes on Shares Consideration Rules
The government has introduced a targeted market value rule for Stamp Duty and Stamp Duty Reserve Tax (SDRT)
for listed securities transferred to connected companies. The new rule comes into effect from Budget Day. It
blocks an avoidance device. The government has also announced consultation on the impact of aligning the Stamp
Duty and SDRT consideration rules and introducing a general connected party market value rule. The consultation
will be published on 7 November. Reforming consideration rules will simplify stamp taxes on shares and prevent
contrived arrangements being used to avoid tax.
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Stamp Taxes on Regulatory Capital Securities Regulations and on Hybrid Capital Instruments
Some companies raise funds by issuing hybrid capital instruments (HCI) which sit close to the border between
debt and equity. This means determining the correct tax treatment can be problematic, leading to uncertainty for
companies. To align with regulatory change and ensure tax rules remain effective, the government has taken the
opportunity to revoke the current Taxation of Regulatory Capital Securities Regulations (which applied to regulated
sectors like banks and insurers) and replace them by the Taxation of Hybrid Capital Instruments Regulations (which
can be issued by any sector) from 29 October 2018.
Under the existing rules, there is a blanket carve out from stamp duty on transfers of regulatory capital securities;
this continues under the new legislation, with a blanket exemption from all stamp duties on a transfer of hybrid
capital instruments.

Stamp Duty and SDRT - Share Incentive Plans (SIPs) legislation
Legislation will be introduced in Finance Bill 2018-19,
to make a minor correcting amendment to section 95
of the Finance Act 2001 concerning stamp duty and
stamp duty reserve tax relief for share incentive plans
(SIPs). References to “approved share incentive plans”
or “approved SIPs” in section 95 Finance Act 2001 are
replaced with “Schedule 2 SIPs”.

‘‘

Yet another case of if HMRC cannot be bothered
to follow the law, we should alter the law to reflect
which HMRC do in practice.

This puts the legislation onto the basis already operated
by HM Revenue and Customs (HMRC) and confirms that
the existing and long-standing stamp duty relief for share
incentive plans (SIPs) continues to apply. The basis on
which the relief is available is unchanged.
The amendment will have effect retrospectively from
6 April 2014, when similar changes were introduced to
Income Tax (Earnings and Pensions) Act 2003.

Stamp Duty and SDRT - transfers of listed securities and connected persons
This measure will introduce a new targeted market value rule where listed securities are transferred to a connected
company and group relief from stamp taxes on shares is not available. The measure will apply where money is paid
or there is nil consideration or the consideration is other than money.
In these circumstances, the transfer will be chargeable to stamp taxes on shares based on the higher of the amount
or value of the consideration (if any) for the transfer or the market value of the securities.

Rates of Annual Tax on Enveloped Dwellings (“ATED”)
The rate of ATED increases from 1 April 2019 by 2.4% (in line with the Consumer Prices Index). The rates become:
£500,000 to £1million

£3,650

(£50 increase)

£1million to £2million

£7,400

(£150 increase)

£2million to £5million

£24,800

(£550 increase)

£5million to £10million

£57,900

(£1,350 increase)

£10million to £20million

£116,100 (£2,700 increase)

Over £20million

£232,350

(£5,400 increase)
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Changes to Residence Nil Rate Band
After the phasing in of the Residence Nil Rate band over the last two years, new legislation will be introduced
relating to the downsizing relief provisions and the definitions of “inherited” for these purposes. The changes will be
introduced with immediate effect.
The two minor changes are technical in nature:
The first will correct the calculation of the lost relievable amount where part of a residence goes to an exempt
beneficiary – for example a charity.
The second provides some clarification over the position in respect to the relief as it applies to residences that were
a gift with reservation of benefit. It is now clear that that property will only be treated as qualifying for the relief
where it is ‘immediately’ inherited by a direct beneficiary, i.e. it became part of that direct descendant’s estate when
the original gift happened.
From April 2019 the additional allowance will be £150,000 with tapered withdrawals for net estates that exceed
£2million at a rate of £1 for every £2 in excess of the threshold. Like the normal Nil Rate Band, the RNRB is
transferrable to the surviving spouse.

‘‘

This appears simply to ensure that the legislation is working the way that it was always intended to work.
It’s a shame that Parliament could not be bothered to get it right first time round. Downsizing relief is a
continuing area of confusion for many individuals and practitioners - and even HMRC it would seem.

Trusts Settlement Definition
From the date of Royal Assent, new legislation will be
introduced to reflect HMRC’s legal position regarding the
IHT position of additions to existing trusts.
From that date, additions of assets by UK-domiciled
or deemed domiciled individuals to trusts that were
originally settled while they were non-domiciled (e.g.
Protected trusts) will not be considered to be excluded
property. This will also affect transfers made between
trusts after this date.

‘‘

This is yet another change to make the law coincide
with what HMRC intended it to be.
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National Insurance
The Chancellor has said he does not intend to abolish Class 2 contributions before the end of this Parliament –
which is not until 2022 unless Parliament decides otherwise.

‘‘

This is sad. Virtually everyone who understands National Insurance is in favour of abolition, but his attempt at abolition in 2016 sparked massive protests from MPs.

The rates for Class 1 contributions remain unchanged, but the Earnings Limits all increase in line with inflation.
Class 2 contributions will however increase for 2019/20 from £2.95pw to £3.00pw, subject to an earnings threshold of
£6,365 (up from £6,205). Class 3 (voluntary) contributions increase by 35p to £15.00pw for 2019/20.
Class 4 contributions remain at 9% and 2% above the earnings limit increase so NIC starts to be payable at £8,632
and the 2% rate applies on earnings over £50,000.
The £3,000 employment allowance for employers with an employers’ NIC liability of below £100,000 remains but
from 2020, connected employers will have to share a single allowance.
Introduced in April 2014, the employment allowance is available to all businesses, charities and amateur sports clubs
and allows employers providing them with up to £3,000 off their annual employer’s NIC bill.

Apprenticeship Levy
The rate remains at 0.5% subject to an allowance of
£15,000, which effectively means that the levy applies
only to those with a payroll of over £3million.
It will be made easier to use the levy to train people in a
company’s supply chain.
Small employers who do not pay the levy (and any large
employer who has exceeded his cap) can currently
obtain training for only 10% of the cost with the
government paying the other 90%. From an unspecified
future date, the contribution will reduce to 5%.

‘‘

It is unclear why a company should wish to spend
its money on training suppliers’ staff rather than its
own.
The apprenticeship levy is a misnomer. Historically apprenticeship has been on-the-job training. A
company takes on a youngster and develops the
skills that the business needs. However, the government does not want to encourage such training,
probably because it cannot be tested by exams.
All that the apprenticeship levy can be spent on is
sending people to government approved training
courses so that they can pass an exam rather than
develop a practical skill.

Landfill Tax
As previously announced, the rate of landfill tax increases to £91.35 for 2019/20. It will increase again to £94.15 from
1 April 2020. The lower rate (for inert waste) increases by 10p to £2.90 a tonne for 2019/20 and then by a further
10p to £3.00 from 1 April 2020.
As previously announced, the amount of their landfill tax liability that site operators can contribute to the Landfill
Committee Fund will remain at 5.3% for 2019/20.
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Air Passenger Duty
The £13, £26 and £78 rates for short haul flights (0-2000 miles) remain unchanged. Those for longer flights
increase in line with inflation as follows:
2018/19

2019/20

2020/21

Lowest class of travel

£78

£78

£80

Standard rate

£156

£172

£176

Higher rate

£468

£515

£528

NB: If the lowest class provides more than 40 inches of leg room, the lower rate does not apply. The higher rate applies only to flights aboard aircraft of 20 tonnes or more with fewer
than 19 seats, i.e. it is a jealousy tax on those who use private jets.

‘‘

Currently around 90% of flights are short haul, probably because people take holidays in Europe. It is
unclear why after Brexit the Chancellor wants to encourage those who are prepared to fight their way
through European immigration queues but penalise those who seek new markets for their products
outside Europe.

Vehicle Excise Duty
The rate bands increase in line with inflation. For cars registered after 1 April 2017, this is a £5 increase to £145. The
increase is higher for some older cars.
The rate for vans increases by £10 to £260, with no increase for those that meet Euro 4 and Euro 5 standards (very
few as it is not yet a requirement). The rates for motorcycles increase by £1 up to 400cc, by £2 up to 600cc and by
£3 for larger bikes.

‘‘

HMRC point out that this measure is not expected to have any significant economic impacts – even on
motorists owning a car, van or motorcycle as the increase is in line with RPI “meaning rates will remain
unchanged in real terms”. If only we could live in a world where everything, not just tax, changed in line
with real terms!

From 1 April 2019, taxi drivers and businesses who have purchased a new purpose-built zero-emission capable taxi
after 1 April 2017 will not have to pay the VED supplement for vehicles with a list price of over £40,000.

‘‘

All such vehicles cost over £40,000, so the current law impacts unfairly on black-cab drivers as Uber
drivers can choose to buy a car costing under £40,000 to avoid the surcharge. This charge helps level the
playing field.
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Fuel Duty
There is again no increases in the duty on petrol and diesel which has remained unchanged since 6pm on 23 March
2011 (except for Aqua-methanol which has only been taxed since 1 October 2016).
The Chancellor said last Autumn that he would review whether existing fuel duty rates for alternatives to petrol and
diesel are still appropriate and make a decision in Budget 2018. He has presumably decided that they are.

Alcohol Duty
The duty rates on beer, on spirits and other drinks above
22%abv and on still cider and perry and lower strength
sparkling cider and perry, remain unchanged. That
on wine and homemade-wine at or below 22%abv and
high strength sparkling cider above 5.5%abv will rise by
inflation from 1 February 2019. A new intermediate rate is
being introduced for mid-strength cider.
As previously announced, the government will legislate to
prevent the practice of diluting certain alcohol products
after excise duty has been calculated. However, they will
not do so until next year.

‘‘

It is anticipated that increasing the duty on wine and
sparkling cider is likely to lead to a minor decrease
in overall alcohol consumption in the UK. Of course,
it could lead to a switch to beer and spirits instead.
Curiously the Treasury estimate that no increase
in rates will cost the Treasury £165million next year
and £175million the year after. This is presumably
because the Treasury does not understand the real
world and keeps its accounts in “real terms” money
instead of actual money.

The government will also consult further on simplifying
the administration of alcohol duty and will review how the
small brewery beer relief is structured.

Tobacco Product Duty
This will increase by RPI plus 2% as in previous years.
There will be a new duty rate from Royal Assent
(probably March 2019) for heated tobacco. This is a new
type of product (known as heat-not-burn). Currently
there are few on the market but the Chancellor clearly
sees their development as a potential tax avoidance
device. The rate does not appear to have yet been
decided.

‘‘

Nanny HMRC points out that any reduction in
smoking prevalence will reduce the cost to the NHS
of smoking-related illnesses. It will also reduce losses in productivity from smoking breaks and ill-health
absences, the costs of cleaning up cigarette butts,
the cost of smoking-related house fires and the
loss in economic activity from people who die from
smoking-related diseases. They add that “other
impacts have been considered and none have been
identified”.
The changes are only expected to raise £5m pa, so
perhaps the nanny State is actually working.
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Gaming Duties
These are unchanged.
However as previously announced the remote gaming
duty will increase from 15% to 21% from 1 October 2019.
From 1 October 2019, there will be changes to the way
that gaming duty is calculated and accounted for by
casino operators. This will bring gaming duty into line
with other gambling duties.

‘‘

Remote gaming duty applies to gaming over the
internet, telephone or by other electronic communications. Presumably the intention is to get gamblers
out of their homes and force them into casinos, so
this may be a public health measure to force “couch
potato” gamblers to exercise.

Carbon Emissions Tax
If the UK leaves the EU without a deal and ceases to
participate in the EU Emissions Trading System, the
UK will introduce a new tax, the Carbon Emissions Tax,
on UK permit holders of stationary installations such
as power generators, certain large industrial premises
including food processing plants, and certain public
sector facilities and hospitals, of £16 per tonne of
emissions above an annual emissions allowance.

‘‘

HMRC have issued a consultation document on the
structure of this tax. We hope that we can continue
to avoid having to read it.

Soft Drinks Industry Levy
This levy came into effect from 1 April 2018. The government seems to have overlooked the need for penalties on
those who fail to make their quarterly returns or submit them late. This omission will be rectified but not until 1 April
2019. Penalties will apply to returns due on or after 30 July 2019. The normal £100 penalty for a first late return will
apply with higher penalties for continuing failures. The levy is payable by importers, manufacturers and packagers
of soft drinks. From 1 April 2019, it will not have to be paid on exports to the Isle of Man provided that the rates in
the two countries remain aligned.

Climate Change Levy
The rates will continue to be re-balanced by lowering
the rates on electricity for 2020/21 and 2021/22 and
increasing those on gas and coal until they reach 60% of
the electricity main rates by 2021/22.
There will be an exemption, from the date of Royal
Assent (probably March 2019) for energy used in
mineralogical and metallurgical processes.

‘‘

This maintains an existing EU exemption.
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EU Exit
The government will take power “to make minor
amendments to tax law to keep it working in the same
way as it does now if the UK leaves the EU without a
deal”. The change will also remove references to EU
legislation in considering whether, and to what extent, a
taxpayer is unjustly enriched.

‘‘

Most tax practitioners are likely to be aghast at
the government – which undoubtedly translates as
HMRC – being able to amend tax law without any
parliamentary scrutiny. The reference to “minor
amendments” does not provide a great deal of reassurance as HMRC’s definition of “minor” is unlikely to
reflect that of most other people.
On the other hand, the Finance Bill debates in recent
years indicate that Parliament has very little interest
in imposing taxes and is content to rubber-stamp
whatever HMRC would like to do, so this may simply
be facing up to reality.

Amendment to interest provisions for late payment, repayment and penalties
The rules will be “clarified” to ensure that the existing
provisions apply as intended. The change affects
corporation tax, diverted profit tax, stamp duty, SDLT, IHT
and interest on penalties under PAYE.
The change will have retrospective effect from the date
the relevant interest was first applied. It will apply from
18 August 1989 (yes, 1989) for the affected taxes and
from 6 May 2014 for interest on PAYE penalties.

‘‘

The measure “is not expected to have any Exchequer impact”. It is accordingly unclear why it should
be imposed with such draconian retrospection.
Parliament does not normally like retrospective legislation. Making a change retrospective for 30 years
must be a first!
The answer is probably that HMRC have a habit of
ignoring the law where it does not reflect the way
they currently choose to work and may well have
been incorrectly over-charging interest, and it is
easier to amend the law to reflect HMRC practice
rather than refund wrongly charged money.
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Voluntary Tax Returns
From the date of Royal Assent (probably March 2019) voluntary tax returns will be put on an equal footing with
returns delivered under a formal notice to file. This will be done with retrospective effect, so taxpayers who have
filed voluntarily will “have no doubt” over the validity of their returns.

‘‘

Actually, it is not taxpayers doubting the validity of their returns that worries the government. It is that in
law a voluntary return is not a return at all.
This is another retrospective change with no Exchequer impact which seems to be designed to ensure
that HMRC are right and the law is incorrect where it does not reflect how HMRC choose to work. Obviously it would be wholly unreasonable to expect HMRC to comply with the law like anyone else.
What happens if you are not asked to submit a tax return but send one in just the same? The HMRC computer processes it just like any other tax return.
That is fine. HMRC have the “care and management” of the tax system so have a discretion to act reasonably to fill gaps in the law. But to protect taxpayers, the law lays down a fairly formal procedure for
enquiring into tax returns. The procedure starts with the HMRC request to submit a return. The First-tier
Tribunal has held that if HMRC do not request a return, the enquiry procedure is not triggered. The Tribunal pointed out that if HMRC want to enquire into a voluntary return they can request a statutory return,
which will enable them to do so. But it is obviously easier simply to change the law.

Legislating the directive on tax dispute resolution mechanisms in the EU
The EU Arbitration Convention established a procedure
to resolve disputes where double taxation arises as
a result of a transfer pricing adjustment by one tax
authority.
Although the UK’s double tax agreements should achieve
the same result, they do not necessarily do so in a timely
manner. This legislation will enable the UK to implement
the Arbitration Convention.

‘‘

The Arbitration Convention is good news for business.
The bad news is that once we leave the EU, it will
no longer apply to the UK so legislating for it seems
somewhat pointless.

International Tax Enforcement
HM Treasury are to be given power to make regulations
to require certain information to be notified to HMRC by
individuals and businesses.
The government will consult during 2019 on how this will
work. It is intended to implement a new EU Directive,
and also the new OECD model mandatory disclosure
rules should the government decide to implement them.
The EU Directive requires information about certain
cross border tax planning arrangements to be notified to
EU Member States’ tax administrations. The information
collected will be automatically shared between EU
Member States.

‘‘

This seems an odd provision. The UK will no longer
be part of the EU by the time the consultation is
completed. It would surely be more sensible to wait
until after we have left the EU to decide the shape of
the legislation. Yes, of course. But by then we might
have a new government less compliant with HMRC
demands, so let’s get the power on the statute book
while we can. If no-one knows how it will be exercised, there is nothing for Parliament to challenge so
they will just wave it through.

CBW Budget 2018

47
02

Extension of Security Deposit Legislation
The government is fond of saying that Britain is open for business. Not too open though. HMRC effectively have
the power to decide whether or not a business should be able to be started or, once started, to continue. This is
because they can require the business to deposit funds, or provide a bank guarantee, to provide security for PAYE
and NIC, VAT, IPT and some environment taxes, if they think it necessary for the protection of the revenue.
From 6 April 2019, they will also have power to require security for corporation tax and construction industry scheme
deductions.

‘‘

HMRC use this power only where there is a history of not complying with tax obligations. However it vests
a great deal of discretion in HMRC with fairly limited oversight by the Appeals Tribunals.
It is hard to object to CIS deductions being brought into line with PAYE. But corporation tax is a different
matter. Whatever HMRC may think to the contrary, it is very rare for someone to run a business with the
intention of first making profits and then generating large losses so that the Corporation Tax cannot be
paid. While unpaid PAYE and VAT may be due to bad cash-flow management, businesses do not deliberately get into financial difficulties so as to avoid paying Corporation Tax.
It is also unclear on what basis HMRC believe they can estimate next year’s profits so as to require security to be given in advance for the tax on it.

Extension of Offshore Time Limits
HMRC will be given power to raise assessments to
income tax and CGT for 2013/14 onwards for 12 years
from the end of the year of assessment where the loss of
tax relates to offshore income or gains and the loss was
brought about carelessly.
From 2015/16, they can go back 12 years even if the loss
was not brought about carelessly.
The 12-year time limit will also apply to IHT on
chargeable transfers involving offshore assets after 31
March 2013 where the loss was brought about carelessly
or after 31 March 2015, where it arose from an innocent
error. Offshore in this context means anywhere outside
the UK.
This change will take effect from the date of Royal
Assent (probably March 2019).

‘‘

HMRC say that as they now receive a lot of information from other countries, the existing 4 and 6 years’
time limits do not give them enough time to identify
the lost tax. It is not clear why.
The 4 and 6-year time limits were intended to strike
a balance between giving HMRC a reasonable time
to investigate and giving a taxpayer the comfort that
his tax affairs were finalised. The 6-year time limit
has applied since 1923.
But who cares about innocent taxpayers nowadays.
If you choose to invest overseas or are a beneficiary
of an overseas trust created by your foreign parents
or used to live overseas and have not brought all of
your money into the UK, the current government
seem to believe that the need to scrape together
every last penny of tax that can be found far outweighs the taxpayer’s peace of mind.
And of course, even better, most taxpayers destroy
records after six years so if HMRC wait until after
that, the taxpayer will not even be able to challenge
HMRC’s figures.
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HMRC Priority in Insolvency
From 6 April 2020, Crown Preference will be reintroduced for some taxes, namely PAYE and employee’s
NIC, VAT and CIS deductions. There will be no
preferential treatment for corporation tax or income tax
on business profits or for employer’s NIC.

‘‘

This government is committed to helping small
businesses. So where a customer becomes insolvent we will take all or most of the available funds
before small business trade creditors get anything.
In that way we may well help other small businesses
to become insolvent too, but that’s life. If we have
to choose between letting small businesses fail and
collecting a tiny extra bit of tax, it’s no contest. After
all, it’s HMRC that puts most businesses into liquidation, so why shouldn’t they take the spoils? (That is
not actually what Mr Hammond said; he put it a little
more delicately).

Hidden economy
The government intends to introduce a tax registration
check linked to licence renewal processes for some
public sector licences, probably from 5 April 2020. For
example, a food business must register with its local
authority. The idea is that it will be refused registration
unless it gives the local authority its tax UTR number.
The government are still working out to which licences
this should apply.

‘‘

This of course is based on the theory that a dishonest person who intends to evade tax will not also
dishonestly ignore any applicable licencing requirements. We are sceptical whether that presumption
is correct.
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