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Commentary

Twitter word cloud

The most popular phrases tweeted during George Osborne’s 2016 Budget speech.

Word cloud

The most popular phrases during George Osborne’s 2016 Budget speech.
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Bill Dodwell comments on Budget 2016

Deloitte: Individuals and small businesses are winners in first revenue‑neutral 
Budget of the parliament

Bill Dodwell, Head of Tax Policy at Deloitte, comments on Budget 2016:

  Budget 2016 is a complex mixture of tax changes in the first revenue‑neutral Budget of the parliament. 
Winners are individuals, savers, higher rate taxpayers, small businesses and oil companies. Losers are larger 
businesses, property investors and drinkers of sugary pop.

  The Chancellor has decided to move faster in implementing the manifesto promises of higher personal allowances 
and lifting the higher rate threshold to £50,000. The Treasury estimates that increasing the higher rate threshold to 
£45,000 from 2017 will take half a million people out of higher rate tax – the first reduction since 2010.

  Although the Budget confirms that there will be no changes to pensions, the Chancellor has taken the opportunity 
to introduce a Lifetime ISA alongside pensions. Those under 40 will be able to contribute £4,000 per year from 
2017 and receive a government contribution of £1,000 – until age 50. This sounds remarkably like a pensions ISA.

  Capital gains tax rates are being cut to 20% and 10% from April 2016, currently 28% and 18%, except for gains 
from residential property and carried interest.

  Business rates are being reformed – but only to benefit those operating in the smallest properties. From 2017, 
rates will no longer be levied on 600,000 out of 1.8 million commercial properties – up from the current 385,000 
exemption. From 2020 indexation of rates will drop from the old RPI measure to CPI – but larger businesses will be 
concerned by the long wait.

  We also see the first instalment of BEPS measures – changing international corporate taxation – adopted from 
2017. The Treasury estimates that it will raise about £1.3 billion annually from limiting tax deductions for interest 
and financing costs, outlawing the use of hybrids – arrangements where tax deductions are not matched with 
equivalent taxable income in another country – and introducing a withholding tax on some royalty payments. 
Other BEPS measures, such as changes to the intercompany transfer pricing rules, will raise further amounts. 
All businesses will benefit from the cut in corporation tax to 17% in 2020.

  Taxing sales through digital platforms is one of the new challenges for revenue authorities. There will be a new 
£1,000 exemption for those selling unwanted goods, or occasionally renting out the spare room. Platforms are 
being required to provide more information to HMRC and may be required to take on joint liability with sellers for 
VAT payments to the Exchequer.

  Property continues to be seen by the Chancellor as source of revenue. Commercial property moves onto tiered 
rates, as with residential property, but the main rate goes up from 4% to 5%. There are also changes to ensure 
that property developers overseas pay UK tax on development gains.

  Overall, the measures are lengthy and much more study will be needed when the Finance Bill comes out on 
24 March. 
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Ian Stewart comments on the 2016 Budget 
announcement

Budget 2016: Hard slog and luck needed to hit cherished deficit target

Commenting on the forecasts outlined by the Chancellor of the Exchequer in today’s Budget, Ian Stewart, chief 
economist at Deloitte, the business advisory firm, said:

  The economic backdrop to the Budget has turned out to be even tougher than envisioned. As expected, the Office 
of Budget Responsibility cut its forecasts for growth sharply for 2016 and 2017.

  More significantly, the OBR has given up its assumption that UK productivity growth was returning to pre‑crisis 
levels and now thinks that the permanent damage wrought by the financial crisis has sliced 0.2% off the UK’s long 
term growth rate. The official view is that the UK will grow by an average 2.1% a year over the next five years, just 
two thirds the rate seen in the ten years before the financial crisis.

  A tougher global backdrop and weaker UK growth have knocked the deficit reduction programme off course. 
Over the next four years borrowing will be 50% higher than planned in November. Events have driven a coach and 
horses through two of the government’s three fiscal rules, with the welfare spending cap breached and the debt 
to GDP ratio rising this year.

  The OBR now thinks the probability of eliminating the deficit in 2019‑20, and hitting the government’s third and 
most important target, is ’only slightly above 50%’.

  To get there, without squeezing the economy harder now, Mr Osborne has back‑loaded the fiscal pain. 
The burden of spending cuts announced today falls squarely in the last year of this Parliament, with a fiscal 
squeeze of £8 billion in 2019‑20.

  Mr Osborne is hoping that, in the run up to the next General Election, the UK will be better placed to cope with 
the squeeze needed to wipe out the deficit. Hitting the Government’s most important and most cherished fiscal 
target will need hard slog and luck. 
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2016 Budget key themes

Business tax road map

The business tax road map sets out the government’s plans for business taxes to 2020 and beyond. The road map 
covers a number of areas, and has a particular focus on supporting small and medium sized business.

Business rates
Business rates will be cut for all ratepayers and the smallest businesses will pay no rates at all. Key elements include:

• Small business rate relief will be doubled from 50% to 100% from 1 April 2017. Businesses with a property with 
a rateable value of £12,000 and below will receive 100% relief. Businesses with a property with a rateable value 
between £12,000 and £15,000 will receive tapered relief.

• An increase in the threshold for the standard business rate multiplier to a rateable value from £18,000 to £51,000.

• From 2020 the annual indexation of business rates will reflect CPI rather than RPI.

The modernisation of the administration of business rates, including more frequent business rate revaluations at least 
every three years.

Corporation tax
The rate of corporation tax will fall to 17% in 2020 rather than to the planned 18%.

For businesses in the oil and gas industry, the rate of petroleum revenue tax is reduced to 0% and the supplementary 
charge is reduced from 20% to 10% and this is backdated to 1 January 2016.

Capital gains tax for individuals
The higher rate of capital gains tax (CGT) for most assets will be cut from 28% to 20% and the basic rate from 18% 
to 10% from 6 April 2016. There will be a 8% surcharge for gains on residential property and carried interest for fund 
managers.

Entrepreneurs’ relief is to be extended to include longer term external investors in unlisted companies. It will apply 
to newly issued shares on or after 17 March 2016, provided they are held for a minimum of three years from 6 April 
2016. A 10% rate will apply, subject to a separate £10 million lifetime limit on eligible gains.

The self‑employed and new property and trading allowances
Class 2 NICs will be abolished from April 2018. A response to the recent consultation on the benefit entitlement for 
the self‑employed will be published in due course and this will set out details of how the self‑employed will access 
contributory benefits after Class 2 is abolished.

From April 2017 new allowances for the first £1,000 of trading income and the first £1,000 of property income will 
be introduced. Individuals with property income (for example, renting out a room) or trading (for example, from an 
online trading platform) will no longer need to declare or pay tax on that income.

Tackling avoidance
The road map provides a summary of the UK activity in response to the BEPS actions. Particular items of note include:

• the UK will introduce new anti‑hybrid rules from 1 January 2017. These rules are to be extended to eliminate any 
tax advantage arising from the use of mismatches involving permanent establishments;

• no amendments to the UK CFC rules are being considered; and
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• a fixed rate rule limiting corporation tax deductions for interest will be introduced from 1 April 2017. Tax deductible 
interest expense will generally be limited to 30% of UK earnings before interest, tax, depreciation and amortisation. 
Recognising that some groups may have higher external gearing for genuine commercial reasons, the UK will also 
introduce a group ratio rule based on net interest to EBITDA for the worldwide group. There will be a de minimis 
group threshold of £2 million net of UK interest expense, special rules for the private finance of public infrastructure 
and rules to address volatility in earnings and interest. The worldwide debt cap rules will be repealed, but the new 
rules will continue to restrict a group’s net UK interest deductions where they exceed the global net third party 
expense of the group. More work continues to be done at the OECD and it is expected that this will feed into the 
UK’s rules.

Measures will also come into effect from the Report Stage of Finance Bill 2016 to ensure that non‑resident 
developers of UK property will always pay UK tax on the trading profits from that development.

Withholding tax on royalty payments
The rules will be extended:

• withholding tax will be due on payments for the use of intangible assets such as trademarks and brand names, 
subject to any relevant double tax agreement or the EU Interest and Royalties Directive. This change will take effect 
from Royal Assent to Finance Act 2016;

• a domestic law treaty abuse rule where payments are diverted through a conduit for tax motivated and 
uncommercial reasons will be introduced from 17 March 2016; and

• withholding tax will be levied on royalty payments that are connected with the activities of UK permanent 
establishments of overseas companies. Again, this change will take effect from Royal Assent to Finance Act 2016.

Simplifying and modernising the tax regime
There will be a continued focus on the simplification and modernisation of the UK tax regime and the Office of Tax 
Simplification will remain a key part of these efforts.

Business energy tax review
The CRC energy efficiency scheme will be abolished from the end of 2018‑19 compliance year. The main rates of the 
climate change levy will increase from April 2019.

Reform of stamp duty land tax on non‑residential property
The rates will move to a slice, rather than slab system, from 17 March 2016. The new rates will be 0% for the portion 
of the transaction value between £0 and £150,000; 2% between £150,000 and £250,000; and 5% above £250,000. 
There will be a new 2% rate for leasehold rent transactions where the net present value is above £5 million.

These changes will take effect on 17 March 2016 with transitional rules where contracts have been exchanged, but 
not completed.

Loss relief
For losses incurred from 1 April 2017 companies will be able to use carried forward losses against profits from other 
income streams or from other companies within a group. We welcome this change, which brings the UK rules more 
into line with other countries such as France and Germany. However, for profits in excess of £5 million, only 50% of 
profits can be offset by brought forward losses.

For banks only 25% of profits can be offset by pre‑April 2015 carried‑forward losses from 1 April 2016.

Substantial shareholding exemption and double tax treaty passport scheme
There will be a review of both the substantial shareholding exemption (SSE) rules and the double tax treaty passport 
scheme (DTTPS). The SSE review will consider whether it is still delivering on the original policy objective and whether 
changes could be made to increase its simplicity, coherence and international competitiveness.

A consultation document will be released later this year on the DTTPS and will seek to determine whether the scheme 
should be extended to other types of investors, including sovereign wealth funds, pension funds and partnerships.
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Tax administration
The aim is to reduce the cost to business of dealing with HMRC by £400 million over the course of the Parliament.

Measures include:

• from 2018 businesses, self‑employed individuals and landlords who are keeping digital records and providing 
regular digital updates to HMRC will be able to voluntarily adopt pay‑as‑you‑go tax payments;

• exploring the extension of the new streamlined company registration service so that all businesses can register for 
tax through a single digital service;

• announcing plans by the end of 2016 to provide mid‑sized businesses with access to a named adviser at key points 
of transition; and

• piloting the delivery of targeted support to high‑growth business through joint‑working between HMRC and 
Regional Growth hubs.

The new corporation tax payment dates for very large companies with profits in excess of £20 million, reduced where 
a company is a member of a group, are being deferred and will apply to accounting periods starting on or after 
1 April 2019.

Corporation tax

The Budget seeks to back business and enterprise, with an aim to drive up productivity and create job opportunities. 
It seeks to do this by lowering taxes, supporting small businesses and entrepreneurs, and ensuring the tax system is 
modernised to ensure that taxes are fair and paid.

Key measures announced include:

The corporation tax main rate will be cut to 17% by 2020, which will benefit over one million companies. Based on 
legislated plans, the UK will have the lowest corporation tax rate in the G20.

Measures were also introduced to reform the corporation tax loss relief rules, such that after 1 April 2017, 
businesses will be able to use carried forward losses against profits from other income streams than those that 
generated the losses, or from other companies within a group. However, the amount of losses that can be offset 
will be restricted to 50% of the amount of profit that could be offset through the use of losses carried forwards (for 
those groups with profits in excess of £5m).

The government will cap the amount of relief for corporate interest from 1 April 2017 to 30% of taxable 
earnings in the UK, or based on the net interest to earnings ratio for the worldwide group, for those groups that 
have net interest expense in excess of £2m. There will be an exemption for public benefit infrastructure to ensure 
that such projects are not limited. These rules are a significant departure from the historic regime, whereby a group’s 
interest deductibility was based on an ‘arm’s length’ assessment of borrowing capacity (with the ability to include 
EBITDA from overseas subsidiaries).

There will be changes to the rules on withholding tax on royalty payments. Legislation will be introduced to 
extend withholding tax rights to cover more intangible assets, and to stop tax treaties being abused by royalty 
payments being routed through third countries to gain a tax advantage.

The hybrid mismatch rules will be extended to cover mismatches arising from permanent establishments, further 
restricting tax avoidance opportunities for multinationals, effective 1 January 2017.

The government will consult on the extent to which the substantial shareholdings exemption is still delivering 
on its original policy objective during 2016, and whether there could be changes to its detailed design to increase 
simplicity, coherence, and international competitiveness.

New rules were to be introduced for companies with profits in excess of £20m to make corporation tax payments 
on account in the third, sixth, ninth, and twelfth month of accounting periods. These rule have been deferred by 
two years and will apply for periods starting on or after 1 April 2019.
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Individuals

Paula Higgleton, private client tax partner at Deloitte, identifies the Budget headlines for private individuals.

As part of the Chancellor’s stated aim of doing the right thing for the next generation and encouraging enterprise, 
the Budget contained a mixture of some expected announcements and some rather more unexpected giveaways. 
The key measures are:

• Introduction of the new Lifetime ISA designed to encourage the under 40s to save for retirement and/or to 
purchase their first home.

• Increase in the annual ISA limit from £15,240 to £20,000 from 6 April 2017.

• Reduction in the main rate of capital gains tax from 28% to 20% for higher rate tax payers, and from 18% to 10% 
for basic rate taxpayers from 6 April 2016.

• Rebasing of assets to their April 2017 market value for non‑domiciled individuals who will be deemed UK domiciled 
under the changes to the remittance basis of taxation from 6 April 2017.

• An increase in the personal allowance to £11,500 and the higher‑rate threshold to £45,000 for 2017/18 
(from £11,000 and £43,000 respectively in 2016/17).

Property tax

Chancellor’s business rates generosity achieved at a relatively low cost to the 
Exchequer, while stamp duty changes raise revenue.
Business rates
We welcome the news that the government will aim to introduce more frequent business rate revaluations and will 
publish a discussion paper this month on this topic is welcome. More frequent valuations, at least every three years, 
are needed in order to align business rates closer to the current economic landscape.

Current business rates are based on 2008 property values, and a new rating list will not come into force until 2017. 
These valuations are outdated, disproportionately benefitting London‑based properties, which have seen values rise 
rapidly since then. By contrast, the varying fortunes of secondary shops and offices throughout the country have 
caused these occupiers to struggle with business rates set at the height of the boom before the financial crisis.

The government has responded to the loud calls for change from small businesses and major retailers, and 
the Chancellor has accepted the need to link business rates to the consumer price index, but not until 2020. 
Such a change could eventually lead to a significant loss of annual revenue increasing each year, which may in fact 
benefit large businesses over smaller businesses as they pay a larger proportion of tax.

By raising the lower threshold for exemption from business rates from £6,000 rateable value to £15,000 rateable 
value, around 600,000 properties (out of a total of 1.8 million) will no longer be subject to paying business rates, an 
increase from the current exemption that applies to 385,000 properties.

The top 3.4% of properties in England – around 61,000 – currently make up 53% of the total rateable value of 
non‑domestic properties. By contrast, 70% of properties in the rating lists have rateable values below £15,000 and 
these constitute only 11.8% of the total rateable value. It is clear that the Chancellor’s largesse for small businesses 
can be achieved at a relatively low cost to the Exchequer.

Reform of SDLT rates and bands for non‑residential and mixed‑use property.
In line with previous reforms in respect of residential property, Stamp Duty Land Tax (‘SDLT’) on purchases of 
non‑residential property and transactions involving a mixture of residential and non‑residential properties will move 
to a progressive system for transactions completing on or after 17 March 2016. Currently, the whole of the purchase 
price is taxed at the applicable rate and the changes aim to reduce distortions to improve the functioning of the 
commercial property market. Under the new rules, rates and thresholds will be amended and will apply to the portion 
of the purchase price within each band. Properties purchased for up to £150,000 remain exempt from SDLT, and the 
purchase of properties for more than £150,000 but less than £1,050,050 will attract less SDLT. However, property 
continues to be seen by the Chancellor as a source of revenue with the measure predicted to raise £500m through 
increases of up to 25% more SDLT payable on property purchases with consideration of £1,050,050 or more.
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Business measures

Adoption of OECD transfer pricing definition

The measure
The measure will update the definition of transfer pricing guidelines into existing legislation. The new definition 
will incorporate the revision to the OECD guidelines published in October 2015. The OECD guidelines are the 
internationally agreed standard for application of the arm’s length principle for transfer pricing purposes.

Who will be affected?
Persons (individuals and companies) who are subject to transfer pricing rules in respect of transactions with 
connected parties.

When?
The measure will have effect for accounting periods beginning on or after 1 April 2016 for corporation tax purposes 
or the 2016/17 tax year for income tax purposes. Legislation will be introduced in the Finance Bill 2016 later this year.

Our view
The amendment to the existing legislation proposed is in line with our expectations and ensures that the UK adopts the 
internationally agreed standards.

Anti‑avoidance: loans to participators

The measure
HMRC are bolstering the loans to participators provisions which aim to prevent owners of close companies seeking to 
lower their overall tax rates by remunerating themselves in the form of loans, advances, or other similar arrangements 
from their companies that remain unpaid.

The rate of tax that will apply to loans to participators under these measures will be increased from 25% to 32.5%, 
which will align them to the higher rate of dividend tax.

Who will be affected?
Individuals and their businesses.

When?
Loans, advances, and arrangements made on or after 6 April 2016.

Our view
This measure is part of the Chancellor’s wider moves to combat tax avoidance.
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Business rates reform

The measure
The government will change the annual uprating of business rates in England from the Retail Prices Index to the 
Consumer Price Index. They will permanently double small business rate relief (‘SBRR’) in England, and raise the SBRR 
threshold in England to rateable values of up to £12,000 tapering to £15,000.

The threshold at which business rates bills in England are calculated using the standard multiplier will be raised to 
properties with rateable values of £51,000 (previously £18,000) and above.

In addition, a business rates discount of £1,500 for office space occupied by local newspapers in England will be 
introduced, subject to certain restrictions.

The government will work with local authorities in England to standardise business rates bills, and work to bring rates 
accounts online. Also, at least three‑yearly revaluations of properties in England will be introduced for business rates 
purposes, and a discussion paper will be published shortly outlining options to achieve this.

The government will pilot approaches to 100% retention of business rates with Liverpool City Region, Greater 
Manchester and the Greater London Authority. This offer is also available to other city regions that have ratified their 
devolution deals.

Who will be affected?
Companies and individuals with premises subject to business rates.

When?
The change from Retail Price Index to Consumer Price Index will take effect from 1 April 2020.

The doubling of SBRR, the raise in the SBRR threshold and the threshold change for the standard multiplier will take 
effect from 1 April 2017. The discount for local newspapers will take effect for two years from 1 April 2017.

Our view
We welcome the news that the government will aim to introduce more frequent business rate revaluations. More frequent 
valuations, at least every three years, are needed in order to align business rates closer to the current economic landscape.

Current business rates are based on 2008 property values, and a new rating list will not come into force until 2017. 
These valuations are outdated, disproportionately benefitting London‑based properties, which have seen values rise rapidly since 
then. By contrast, the varying fortunes of secondary shops and offices throughout the country have caused these occupiers to 
struggle with business rates set at the height of the boom before the financial crisis.

Securitisation companies: withholding tax

The measure
The Chancellor today announced that certain payments by ‘securitisation companies’ will not be treated as ‘annual 
payments’ so can be paid without withholding UK tax.

The government intends to introduce powers to amend the securitisation regulations by statutory instrument and 
thereafter amend the current securitisation regulations themselves.

Who will be affected?
Banks and other companies who undertake securitisation transactions, as well as the investors in such situations.
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When?
The government intends to introduce powers to amend the securitisation regulations in Finance Bill 2016.

The changes to the securitisation regulations will be reflected following a public consultation.

Our view
This addresses some recent feedback provided by businesses that highlighted concerns that there was uncertainty on whether 
there was an obligation to withhold UK tax on such payments. These payments may not always obviously be within one of the 
existing exemptions for interest and similar payments to investors, so businesses have tended to seek advance clearance from 
HMRC on this point.

This change should remove uncertainty that was unhelpful to businesses, investors and HMRC.

Oil and gas: decommissioning tax relief

The measure
Government has today confirmed that companies will be able to access tax relief on expenditure in respect of 
decommissioning liabilities which are retained even after the asset is sold.

Who will be affected?
Businesses investing in oil and gas exploration and production activities on the UK continental shelf (UKCS) which are 
subject to the UK ring fence tax regime, particularly those who are looking to buy or sell assets free of all or part of 
the associated decommissioning liability.

When?
This announcement clarifies existing legislation and so is already effective.

Our view
It is crucial that the companies who are best placed to operate assets in the most efficient way possible are given the opportunity 
to obtain these assets as the UKCS enters its next phase of life.

Up until now, companies have been reluctant to sell their oil and gas assets unencumbered with their decommissioning liabilities 
as there has been a lack of clarity over the availability of decommissioning tax relief on their spend. Consequently, companies such 
as new entrants to the UKCS with the potential to innovate alternative approaches have not been able to acquire appropriate 
assets.

This welcome clarification should facilitate transactions where the decommissioning liability and the associated tax relief has been 
a blocker, encouraging new entrants for late‑life assets and the development of alternative late‑life business models.

Double taxation treaty passport scheme: consultation

The measure
The government has announced it will review the double taxation treaty passport scheme to ensure it still meets the 
need of UK borrowers and foreign investors. It will also consult on whether the scheme should be extended to other 
types of foreign investor including sovereign wealth funds, pension funds and partnerships.

Who will be affected?
Changes to these rules could introduce further simplifications and ease administrative burdens for UK corporate 
borrowers.
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When?
A consultation document will be released later in 2016.

Our view
The government wants to increase foreign investment funds and investment management activity in the UK and we would expect 
an extension of these rules to support this.

Substantial shareholding exemption (‘SSE’): 
consultation

The measure
SSE provides relief from UK corporation tax for capital gains on share disposals by corporates where certain 
conditions are satisfied. It was introduced in 2002 and was designed to ensure that tax does not act as a disincentive 
to commercially desirable business sales or group restructuring.

The government will consult on the extent to which SSE is still delivering on its original policy objective and 
whether there could be changes to its detailed design in order to increase its simplicity, coherence and international 
competitiveness.

Who will be affected?
Changes to this exemption could affect all UK corporates with substantial shareholdings in underlying investments or 
subsidiaries.

When?
The consultation is expected to take place during 2016.

Our view
This exemption is highly valued by UK companies and international groups equally and any proposals for change are expected to 
be widely scrutinised.

Anti‑hybrid rules

The measure
The government today confirmed that new legislation will be introduced in Finance Bill 2016 to implement 
anti‑hybrid rules. This represents the UK’s implementation of the recommendations arising from Action 2 of the 
OECD’s Base Erosion and Profit Shifting (BEPS) project.

The intention to introduce such rules was announced in 2014, and draft UK legislation was published in December 
2015. The government today indicated that the final legislation will be extended to cover certain hybrid mismatches 
arising in relation to permanent establishments; full details have not yet been announced but will be evident when 
updated Finance Bill clauses are published.

Who will be affected?
The rules are complex, but broadly they may impact the UK operations of those multinational groups whose tax 
affairs include hybrid mismatch arrangements that involve:

• payments that are tax deductible, with the corresponding income being not fully taxed; or

• duplicate tax deductions in relation to the same payment.
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UK operations may be impacted where the operations are directly party to a payment under a hybrid mismatch 
arrangement, or where they are party to a payment that is connected with a hybrid mismatch arrangement 
elsewhere in the wider group. It is not expected that there will be any carve‑out for arrangements not motivated by 
UK tax considerations (and this is a contrast with the UK’s current anti‑arbitrage rules).

Hybrid mismatch issues often relate to intra‑group funding arrangements, but the rules are not limited to these and 
in principle apply equally to other types of payments (e.g. royalty payments in relation to intellectual property).

When?
The new UK legislation will be effective in relation to payments made on or after 1 January 2017.

Our view
Whilst the introduction of anti‑hybrid rules effective 1 January 2017 had already been well signposted, there will still be 
a significant exercise for the UK operations of multinational groups to determine whether their funding arrangements, and other 
intra‑group transactions, are potentially impacted. In particular, such determination will require detailed knowledge of the tax 
treatment of transactions in other territories outside the UK. This could become particularly difficult, and conclusions could need 
to be revisited, if and when other territories seek to introduce similar rules.

It would be helpful to taxpayers if HMRC is able to provide additional guidance and examples on the practical application of the 
rules, especially in areas where the legislation differs significantly from the December 2015 draft.

Corporation tax loss relief

The measure
Under the current rules, corporation tax losses carried forward can only be used by the company that incurred the 
loss, and some losses carried forward can only be set against profits from certain types of income. Increased flexibility 
is being introduced, meaning that businesses will be able to use carried forward losses against profits from other 
income streams, or from other companies within a group.

In addition, companies can currently offset eligible taxable profits against corporation tax losses carried forward from 
earlier periods. It was announced that the amount of profit that can be offset against losses carried forward will be 
restricted to 50% of the amount of profits in excess of £5 million. Where the company is in a group, the £5 million 
allowance will apply to the group.

The government will also reduce the amount of profit that banks can offset with pre‑2015 losses from 50% to 25%.

Who will be affected?
The restriction on the use of brought forward losses will affect companies that were previously loss making that 
become profit making, and have profits over £5m. It should be noted that the £5m is a group wide threshold, with 
the group having discretion as to how the allowance is applied. These changes will not apply to the North sea 
ring‑fenced corporation tax regime.

Banks with pre‑2015 corporation tax losses will be affected by the specific provisions applying to them. 
This restriction will remain subject to a £25 million allowance for building societies and an exemption for losses 
incurred by new‑entrant banks.

This measure may have tax accounting implications if there is an associated change in the value of deferred tax assets 
arising on corporation tax losses deemed recoverable.

When?
The increased flexibility in the use of carried forward losses will apply to losses incurred from 1 April 2017.

The 50% restriction on the offset of carried forward losses will also apply from 1 April 2017, and there will be 
consultation on the measure in 2016.

The restrictions applying to banks will come into force from 1 April 2016.
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Any impact of deferred tax re‑measurement (for example, a reduction in the amount of deferred tax asset to be 
recognised) should be recorded when the legislation is substantively enacted for IFRS and UK GAAP purposes, and 
enacted for US GAAP purposes. Disclosure of the associated impact may be required in financial statements published 
before then.

Our view
The increase in flexibility of the use of corporation tax losses is a welcome change to the tax system, which should reduce the 
amount of losses that become ‘trapped’ in companies that are unable to offset them. This increase in flexibility is more than 
funded by the slowdown in offset of brought forward losses for larger groups, which could represent a real acceleration in tax 
cost for companies.

Corporation tax main rates

The measure
Legislation will be introduced in the Finance Bill 2016 to reduce the main rate of corporation tax to 17% from 1 April 
2020 (superseding the 18% rate effective from that date introduced in Finance (No.2) Act 2015.

Who will be affected?
UK companies and overseas companies operating in the UK through a permanent establishment.

When?
The 17% rate will be effective from 1 April 2020.

Our view
This further rate reduction should increase the attractiveness of the UK as a place for business.

It will also have an effect on the accounting for deferred tax assets and liabilities: groups will need to schedule when underlying 
temporary differences are expected to unwind, and measure deferred tax balances at the appropriate blended rate. Any impact of 
deferred tax re‑measurement should be recorded when the legislation is substantively enacted for IFRS and UK GAAP purposes, 
and enacted for US GAAP purposes. Disclosure of the associated impact may be required in financial statements published 
before then.

Capital allowances: company cars

The measure
The Chancellor made three announcements in respect of capital allowances for capital expenditure on company 
cars. The first announcement extended the availability of 100% first year allowances for businesses purchasing low 
emission cars for a further 3 years until April 2021. Secondly, the CO2 emissions threshold for cars eligible for first year 
allowances will fall from 75g/km to 50g/km in April 2018. Lastly, the CO2 emissions threshold for the main rate of 
capital allowances for company cars will reduce from 130g/km to 110g/km in April 2018.

Who will be affected?
The changes will impact businesses that purchase cars. Where employers purchase company cars after April 2018, 
this will result in delayed corporation tax relief where CO2 emissions exceed the new thresholds announced.

When?
The extension of first year allowances from April 2016.

The change in the CO2 emissions thresholds from April 2018.
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Our view
The reduction in the first year allowances threshold to 50g/km will effectively mean that businesses will only benefit from 
accelerated relief on the purchase of alternatively fuelled vehicles, such as certain plug‑in hybrids and electric vehicles.

When the impact of these changes are combined with rising company car tax rates that will take effect in the next few years, 
there is now a more compelling financial incentive for both employers and employees to move to company cars with lower CO2 
emissions.

Tax payment dates for large corporates: changes 
deferred

The measure
The introduction of the new rules for companies to make corporation tax payments in the third, sixth, ninth and 
twelfth month of the accounting periods has been deferred by two years.

Who will be affected?
The measure affects UK companies with profits in excess of £20m (or in the case of corporate groups this profit 
threshold is divided by the number of companies in the group).

When?
The new payment schedule will now apply to accounting periods starting on or after 1 April 2019.

Our view
This measure gives companies further time to prepare for the changes and will be welcomed by taxpayers.

Bank tax reliefs

The measure
The Chancellor today announced that ‘banking companies’ will be further restricted on the tax relief available for 
their ‘historic losses’. This forms part of the wider proposals for the modernisation of loss relief, by which restrictions 
similar to the current 50% bank loss‑restrictions will apply to all companies from 1 April 2017.

The current bank loss‑restrictions apply to losses incurred prior to 1 April 2015 which are:

• trading losses;

• non‑trading loan relationship deficits; or

• management expenses.

The restrictions introduced last year permit 50% of profits to be sheltered by claiming relief for those historic losses. 
The profits that banks can shelter with these historic losses will reduce to 25% from 1 April 2016.

Since many ‘banking companies’ will have a 31 December year‑end date, this means that losses/profits arising in 
the year ended 31 December 2016 will need to be apportioned across this date. The profits/losses will need to be 
apportioned on a time basis or, alternatively, on a ‘just and reasonable’ basis.

The Chancellor also announced a minor change to the definition of a ‘banking company’. This is intended to exclude 
some entities which might have been inappropriately caught within the existing definition. This definition is used for 
loss‑restrictions, compensation cost‑restrictions, banking surcharge and the Banking Code of Practice.
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Finally, he announced that there will be restrictions on the tax relief available for interest expenses. Interest is of 
course a cost of doing business in the banking sector. It was announced that the government will work with the 
OECD on the application of these rules to the banking sector, but no specific details of any bank‑specific exemptions 
were published.

Who will be affected?
Banks, building societies and other companies regulated by the Prudential Regulation Authority who fall into the 
definition of a ‘banking company’.

When?
The loss‑relief restrictions only apply to losses incurred prior to 1 April 2015 and utilised against profits arising after 
that date. The new reduction in relief from 50% to 25% will apply to losses used against profits arising from 1 April 
2016 onwards. The change to the definition of ‘banking companies’ will be backdated (depending on the date of the 
four specific tax measures). The restrictions to tax relief for interest expenses will apply from 1 April 2017 onwards.

Our view
The existing measures were intended to ensure that banks paid some corporation tax when making profit, regardless of their 
history. The decision to apply a 50% restriction to other industries has resulted in the government choosing to further restrict bank 
losses associated with the financial crisis.

The banking sector continues to be one of the Chancellor’s favourite sources of new tax revenues. The change is intended to 
increase the tax take from the banking sector by approximately £2 billion over the next five years.

Some banks will now need to reassess the value of their deferred tax assets for accounting and regulatory capital purposes, 
although regulatory changes mean that the capital impact should be less severe than in the past.

The announcement of restrictions to tax relief for interest expenses will be of considerable interest to the banking sector. 
The Chancellor expects to collect circa £1 billion per annum from this change, but it is not yet clear how much of this will be paid 
by the banking sector.

The concept of EBITDA does not easily apply to banks. The OECD publications on BEPS have referred to regulated banks, but 
a banking group may contain other non‑bank companies as well. Banking groups will be very interested in how these proposals 
will impact them.

Oil and gas: expansion of the investment allowance

The measure
The government has today confirmed that the investment and cluster area allowances will be extended to include 
tariff income, making the measures more effective for infrastructure primarily maintained for the benefit of third 
parties.

Who will be affected?
Businesses investing in oil and gas exploration and production activities on the UK continental shelf (UKCS) which are 
subject to the UK ring fence tax regime.

When?
Legislation will be included in Finance Bill 2016 to allow the government to extend the relevant definitions though 
secondary legislation, which will be introduced once government has taken the opportunity to receive industry 
representation on the best way to allocate the allowance between infrastructure users and owners.
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Our view
The expansion of the investment allowance to include tariff income will greatly increase its effectiveness for infrastructure owners 
who hold their assets primarily for the purpose of transporting or processing other companies’ production. Allowing the changes 
to be effected through secondary legislation will allow government to take a more flexible approach for implementing this change, 
both in terms of timing of introduction and future amendment. This feature of the investment allowance has been an ambition of 
government ever since its introduction at Budget 2015. The key discussion point remains the transparency of infrastructure access 
agreements and the allocation of the benefit of the allowance between infrastructure users and owners. This area will need to be 
worked through prior to the introduction of the secondary legislation.

Income tax: royalty withholding tax

The measure
The introduction of an additional obligation to deduct income tax at source from certain royalties paid to 
non‑resident persons.

Who will be affected?
The category of relevant royalty will be expanded to include those in respect of trademarks and brand names.

The rules will also be changed to include royalties paid under obligations which are connected with a UK permanent 
establishment.

It will also have an impact on some individuals who make payments of royalties to persons outside the UK.

Finally, there will be anti‑avoidance measures to counter artificial or contrived arrangements.

When?
It will apply to royalty payments made under tax avoidance arrangements from 17 March 2016.

The change to the source rules in respect of royalty payments connected with a permanent establishment in the UK 
and the change in definition of royalties will have effect for payments made on or after the date Royal Assent to the 
Finance Bill 2016.

Our view
This legislation will be introduced at a later stage of the Finance Bill 2016. It is expected that these proposed changes will apply 
mainly to companies. Groups will need to undertake a review of their royalty arrangements to determine the impact of this 
measure.

The amended definition of intellectual property rights will ensure it is consistent with the definition of rights in respect of which 
income is chargeable to tax in the Income Tax Acts. This measure should provide some simplification to the consideration of 
whether there is a withholding tax obligation.

While this measure brings in a minor change with respect to taxation of intellectual property, the proposed review of the 
intangible assets regime referred to in the Autumn Statement does not form part of the 2016 Business Tax Roadmap.

Interest deductibility

The measure
Consistent with the recommendations of the OECD’s BEPS Action 4, it was announced today that new rules will be 
introduced to limit the corporate tax deductibility of interest expenditure.
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The key elements of these rules will be:

• A fixed ratio rule, limiting corporate tax deductions for net interest expense to 30% of a group’s UK EBITDA;

• A group ratio rule, based on the external net interest to EBITDA ratio for the worldwide group (which will replace 
the current worldwide debt cap regime with a more limited net interest cap);

• A de minimis group threshold of £2 million net UK interest expense;

• Some rules to ensure that the restriction does not impede the provision of private finance for certain public 
infrastructure projects in the UK; and

• Rules addressing volatility in earnings and interest in the rules.

Who will be affected?
All UK companies/groups with net interest expense above the £2 million de minimis threshold will need to consider 
these new rules and may be impacted.

The introduction of these rules represent a significant shift in the way in which the amount of deductible interest is 
calculated in the UK, and in particular:

• Historically, the amount of debt finance that a UK entity could claim interest deductions on for corporation tax 
purposes was based on the arm’s length standard, which relied on an assessment of the fundamentals of each 
businesses. This could lead to deductions for significantly more than 30% of EBITDA; and

• In making this assessment, UK entities were able to count EBITDA of overseas subsidiaries, which will no longer be 
permitted.

When?
The rules will apply from 1 April 2017, and a detailed consultation will be undertaken in the summer of 2016.

Our view
As a result of the introduction of the fixed ratio limitation, groups will have a strong incentive to ensure that debt is allocated 
amongst group members in line with where EBITDA is generated. However, the practicalities of doing this will need to be 
considered.

Life insurance matters

The measure
Finance Bill 2016 will include a power to make regulations covering the tax treatment of insurance linked securities 
(‘ILSs’). This will enable the outcome of the ongoing consultation on ILSs to be legislated. Its aim is to enable the UK 
to become a centre for insurance special purpose vehicles (‘ISPVs’), focussing on the tax treatment of the vehicles and 
the securities they issue.

Under a typical ILS structure, an insurer or reinsurer transfers risk to an ISPV. The ISPV raises capital by issuing ILSs to 
investors, with that capital covering the insurance risk which the ISPV has taken on. The return to investors depends 
upon the claims which the ISPV pays to the ceding insurer or reinsurer. The consultation suggested that both equity 
and debt backed ISPVs should be tax exempt, provided certain criteria to ensure a genuine risk transfer and to 
prevent tax avoidance are met. UK investors would be taxed on their returns (the dividend exemption would be 
disapplied).

The consultation invites comments on whether withholding tax should be charged on distributions and interest 
payments (as is the case for other exempt vehicles such as REITs) and the extent to which withholding could 
undermine the competitive value of the ISPV’s exemption from tax.

In addition, and as expected, the government will consult on alternatives to the current rules on part‑surrenders 
and part‑assignments of life insurance policies, which need amending following the Upper‑tier Tribunal’s decision in 
Joost Lobler v HMRC.
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Who will be affected?
The consultation on ILSs is of relevance to ISPVs or insurers considering utilising ISPVs.

Individuals and life insurance companies will be affected by the changes to the rules on the part‑surrenders and 
part‑assignments.

When?
The consultation on ILSs closes on 29 April. Finance Bill 2016 will include a power to make regulations covering the 
tax treatment of ILSs, with the regulations to be finalised by the end of 2016. It is not clear when the regulations will 
take effect.

The new rules on part‑surrenders and part‑assignments of life insurance policies will be in Finance Bill 2017.

Our view
Industry has been lobbying government for the creation of an ILS regime. The inclusion of regulation‑making powers is welcome, 
as it will enable the government to implement a tax regime which will allow the UK to compete with other established ILS centres. 
Interested insurers will want to participate in the consultation to ensure that the resulting tax regime is competitive and provides 
certainty.

Many were expecting the consultation on part‑surrenders and part‑assignments of life insurance policies to come out with the 
Budget papers. The late timing of the consultation will mean that life insurance companies may have limited time to adapt systems 
and policyholder documentation to deal with the charge.

Museum and galleries tax relief

The measure
After announcing its intention in the Autumn Statement, the government will introduce a new tax relief from 1 April 
2017 to encourage museums and galleries to develop creative new exhibitions and display their collections across 
the country. The relief will apply to the costs of developing temporary or touring exhibitions and the government will 
consult on the design over the summer.

The government will also broaden the eligibility criteria for the VAT refund scheme for museums and galleries, with 
new guidance to allow a wider range of free museums to access the support.

Who will be affected?
Museums and galleries, and organisations which create exhibitions for museums and galleries.

When?
The tax relief will apply from 1 April 2017 and changes to the VAT refund scheme will apply from 16 March 2016.

Our view
Research by the Arts Council shows that the sector employs over 38,000 people across over 2,700 sites in England and generates 
£3 of income (including earned income, income from investments, grants from charities and foundations, and donations etc.) for 
every £1 of public sector grant.

The government has been increasing its support for the UK’s creative and cultural sectors in recent years with the introduction 
of tax relief for high end TV drama, animation, children’s television, video games, theatres and, from April 2016, orchestras. 
Museums and galleries will welcome the prospect of similar support and we would encourage the sector to engage with 
government to ensure that the relief is delivered effectively.
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Offshore property developers

The measure
The government has concerns that certain property developers use offshore structures to avoid UK tax on their 
trading profits from developing property in the UK. Legislation will be introduced to Finance Bill 2016 at report stage 
to extend the corporation tax charge to any non‑resident who trades in or develops UK land with a view to sale. 
The charge will apply to existing developments in the course of construction and will, it seems, tax the whole of the 
profit derived from the UK development activity to UK corporation tax.

Alongside the new legislation, HMRC will create a new taskforce to ensure tax on these profits is effectively collected 
by identifying and investigating offshore businesses which try to avoid paying tax.

Who will be affected?
Property traders and developers making use of offshore property holding structures.

When?
The new charge will apply to disposals that occur on or after the date that the legislation is introduced at report 
stage, expected to be June 2016. Targeted anti‑avoidance rules will come into effect from today to prevent 
arrangements to avoid the charge.

Our view
The government has acted decisively to bring offshore property developers within the UK tax charge.

They have protected the extended corporate tax charge by immediately amending the tax agreements with Jersey, Guernsey and 
the Isle of Man to ensure that companies based in those jurisdictions can no longer claim protection from UK tax under those 
agreements. In addition, if developers take steps to mitigate the charge between today and the introduction of the legislation, for 
example by seeking to rebase the assets by transferring them to a related company, then the rules will counteract such actions and 
ensure the tax charge is on the whole of the economic gain from the development activity. The charge could also be applied to 
a sale of shares in the property company owning the development in certain circumstances.

The new charge will apply to the profits of both commercial and residential development. For affected residential developers, in 
addition to a softening market due to external factors and significant increases in the SDLT rates payable by their customers, they 
will now have to factor in corporation tax on their projected profits.

Oil and gas: 10% reduction in the rate of the 
supplementary charge

The measure
The Chancellor has confirmed a 10% cut in the supplementary charge applied to UK and UK continental shelf 
(‘UKCS’) upstream oil and gas activities, reducing it from 20% to 10%, following the 10% reduction in 2015. 
Headline rates for upstream activities will now be 40% which compares to the range of 62% – 81% which applied in 
2014 immediately prior to the precipitous decline in the oil price.

Who will be affected?
Businesses that carry out oil and gas exploration and production activities in the UK and on the UKCS which are 
subject to the UK ring fence tax regime.

When?
The reduction in the rate of the supplementary charge will have retroactive effect from 1 January 2016. 
Companies with accounting periods which straddle this date will benefit on a pro‑rated basis.
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Our view
The further reduction in the supplementary charge announced today is a very positive move by the Chancellor and a big step 
toward preserving activity and jobs across the UKCS. This bold reduction will be welcomed by industry and brings the combined 
rate of tax levied on the oil and gas companies closer to that applied to other industries across our economy.

The fact that the supplementary charge has been reduced, rather than reducing ring fence corporation tax, means that the impact 
of the investment and cluster area allowances relative to companies’ overall tax bills has been diluted, but the hope is that a more 
attractive headline rate will encourage additional capital investment from global oil and gas players at a time when the UK is 
having to compete harder than ever for its share.

Personal service companies and the public sector

The measure
The personal service company rules (IR35) broadly apply where an individual offers services through a company to 
a third party, but in substance (based on a number of tests) they are more akin to an employee of that third party.

The government intends to reform these rules for public sector engagements, such that the individual themselves will 
no longer be responsible for determining whether they apply. The intention is that this responsibility will move from 
the personal service company to the public sector employer, agency, or third party.

If the IR35 rules do apply, then under these new rules the employer, agency or third party will have to account for 
income tax and national insurance contributions (‘NICs’) through real time information (‘RTI’). The contracting party 
closest to the IR35 company will be required to do this.

It is the intention that HMRC, in partnership with the relevant stakeholders, will introduce clear objective tests to 
determine whether these new rules will apply to a particular engagement. Where the position is not clear, HMRC will 
develop a digital tool to provide engagers with a real‑time HMRC view on whether the new rules will apply.

Who will be affected?
Organisations that are public authorities for the purposes of the Freedom of Information Act 2000 will have to 
operate the new rules. Those organisations, e.g. employment agencies, which provide workers to the public sector, 
may also be affected if these services are provided through personal service companies.

When?
This will take effect from April 2017 and draft clauses to bring about these changes will be published in Finance Bill 
2017. More detail on this proposal will be set out in a consultation document to be published before the summer 
which will invite views from stakeholders.

Our view
There is general acceptance that the IR35 rules are not very effective. These changes will try to ensure that those who are 
providing their services through a personal service company to public sector organisations will have the correct treatment applied 
to them.

The proposed changes will bring additional administration for the public sector and agencies supplying staff to this sector. 
Introducing clear, objective tests for employers and engagers to determine whether the rules apply is likely to be challenging.

In the summer of 2015, the government had published a discussion document on the effectiveness of the IR35 legislation across 
all sectors, both public and private with a view to changing the rules for all employers and engagers. It is possible that once these 
arrangements are implemented for the public sector, they will be extended to a wider population.
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Reform of SDLT rates and bands for non‑residential and 
mixed‑use property

The measure
The Chancellor of the Exchequer has today announced a reform to the way in which stamp duty land tax (‘SDLT’) 
is to be calculated on purchases of non‑residential property and transactions involving a mixture of residential and 
non‑residential properties. Under the new rules, SDLT on these transactions will be calculated using a progressive 
‘slice’ system. The rates and thresholds will be amended and will apply to the portion of the purchase price within 
each band. This is different to the current ‘slab’ system, where the whole of the purchase price is taxed at the 
applicable rate.

Relevant premium consideration Current rates – slab system New rates

Not exceeding £150,000 0% 0%

More than £150,000 to £250,000 1% 2%

More than £250,000 to £500,000 3% 5% 

More than £500,000 4% 5%

In addition, the rate of SDLT lease duty which applies on the grant of non‑residential leases will increase from 1% to 
2% to the extent the net present value of the rental payments exceeds £5,000,000.

Who will be affected?
Anybody purchasing non‑residential property or a mixture of residential and non‑residential properties for more 
than £150,000 but less than £1,050,050 will pay less SDLT. However up to 25% more SDLT could be payable by 
purchasers paying consideration of more than £1,050,050. Approaching double the SDLT lease duty will be payable 
by tenants moving to new premises or renewing existing leases.

When?
This will apply to transactions completing on or after 17 March 2016. A purchaser will generally be able to elect to 
apply the old rules on transactions that complete contracts entered into before that date.

Our view
These reforms follow the introduction of a progressive system for purchases of residential property, introduced in December 
2014. Similarly, a progressive system was also introduced for commercial property taxed under the Scottish Land and Buildings 
Transaction Tax, introduced in April 2015.

Like those prior reforms, these changes aim to reduce distortions and improve the functioning of the commercial property market 
by removing the ‘cliff‑edge’ increases in SDLT at the current thresholds. However, unlike those reforms, their overall effect will 
be to increase the tax take. Revenue from commercial property is predicted to increase by circa £500m per annum, which is 
significant in the context of the circa £3.2 billion raised from the sector in 2015.

State aid modernisation

The measure
In response to the European Commission’s state aid modernisation initiative, legislation will be included in Finance Bill 
2016 to provide HMRC with additional powers to collect and publish information. The new powers will allow HMRC 
to require information to be provided by beneficiaries of state aid as a condition of entitlement for the tax relief and 
to make information public.
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Who will be affected?
Beneficiaries of state aid above EUR 500,000. The tax reliefs affected are:

• Enterprise Investment Scheme

• Venture Capital Trusts

• Film tax relief

• Orchestras relief

• High end TV relief

• Animation relief

• Children’s television relief

• Theatre relief

• R&D credit for SMEs

• Vaccine research relief

• Climate change agreements

• Capital allowances – business premises renovation allowance

• Enhanced capital allowances – zero emission goods vehicles

• Enhanced capital allowances in enterprise zones

When?
From 1 July 2016.

Our view
One of the key aims of the European Commission’s state aid modernisation initiative is to streamline the process of implementing 
new state aids for member states by reducing the number of aids that will require detailed examination before implementation. 
The cost of this change is a requirement for more monitoring and transparency of recipients of the relief after implementation. 
Businesses are likely to be concerned about the publication of commercially sensitive information.

Transfer pricing administration

The measure
The government will consult on whether to introduce secondary adjustment rules into the UK’s transfer pricing 
legislation. The rules would address the underlying cash benefit from incorrect transfer pricing and encourage 
broader compliance with transfer pricing legislation.

Who will be affected?
Persons (individuals and companies) who are subject to transfer pricing rules in respect of transactions with 
connected parties.

When?
To be announced in due course.

Our view
We welcome a possible move to improve and encourage transfer pricing compliance.
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Oil and gas: zero rating of petroleum revenue tax

The measure
The Chancellor announced that the rate of petroleum revenue tax (‘PRT’) will be reduced from its current rate of 35% 
to nil. Coupled with the 10% reduction in the supplementary charge, this will result in a marginal tax rate of 40% for 
both PRT and non‑PRT paying oil and gas fields.

Who will be affected?
PRT is only payable by companies that have an interest in a UK oil and gas field which received development consent 
prior to 16 March 1993.

When?
The reduction in the rate of PRT will have effect for all chargeable periods ending after 31 December 2015, 
the timing of this change mirrors the reduction in the supplementary charge which applies retroactively from 
1 January 2016.

Our view
There are approximately 100 oil and gas fields which are potentially subject to PRT but 60 of these have never been profitable 
enough to pay the tax. Nonetheless this announcement will improve the economics of a number of older fields, helping to defer 
the onset of decommissioning.

This change levels the playing field between new discoveries and old fields, some of which function as critical hubs. 
Combined with the announcements on the expansion of the investment allowance to better support infrastructure and 
encouragement for the UK guarantees scheme, this demonstrates the government’s commitment to the future of critical North sea 
infrastructure.
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Indirect tax measures

Aggregates Levy

The measure
Aggregates Levy is a tax on the commercial exploitation of rock, sand or gravel. The rate has been set at £2 per 
tonne since 1 April 2009. The government announced today that the rate will remain frozen for aggregate exploited 
during 2016‑17.

Who will be affected?
The announcement stated that the (continued) rate freeze is in support of the construction sector.

When?
The rate will remain frozen for 2016‑17.

Our view
If the current rates of Aggregates Levy achieve the environmental aims of the tax then there is little sense changing it, thereby 
avoiding the need for registered aggregate exploiters to amend systems.

Aggregates Levy has effectively incentivised this sector to use tax free recycled aggregate where possible, but where virgin 
aggregate is used in construction projects, or in any products used in construction such as concrete, the levy will serve to increase 
project costs. Freezing the rate will keep levy costs constant and relatively predictable for developers.

Aggregates Levy utilities exemption

The measure
The government will consult on a new exemption from Aggregates Levy for the utility sector.

Exemption is available currently for material resulting from works undertaken under the New Roads and Street Works 
Act 1991. As works defined by this act are more limited than the works normally undertaken by utilities (which may, 
for instance, take place in agricultural land as well as under roads) there is scope for extending it to better reflect 
utility operations.

Who will be affected?
Businesses that undertake utility works that lead to the incidental extraction of aggregate material. This includes the 
water and sewerage sector, gas and electricity network operators and the telecoms sector.

When?
The consultation will take place in time to consider legislative changes in the Finance Bill 2017.
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Our view
Aggregates Levy legislation as presently drafted fails to recognise the practical infrastructure operations of utility companies. 
Potentially taxable aggregate material is usually removed only as a consequence of infrastructure works and with no intention to 
commercially exploit it. Also, regulations governing utility works usually prevent regulated companies from commercially exploiting 
such material.

Extending the exemption is a common‑sense measure.

Air Passenger Duty rates

The measure
The Air Passenger Duty (‘APD’) rates will increase in line with the retail price index.

The rates for tax year 2016/2017 were announced at Budget 2015. The rates for tax year 2017/2018 are being 
announced at Budget 2016 to give the industry advance notice.

Who will be affected?
The travel and aviation industry and travellers.

When?
The APD rates will be as follows.

From 1 April 2016

Bands 
(distance in miles from London)

Reduced rate 
(lowest class of travel)

Standard rate (1) 
(other than the lowest class of travel) Higher rate (2)

Band A (0 – 2000 miles) £13 £26 £78

Band B (over 2000 miles) £73 £146 £438

From 1 April 2017

Bands 
(distance in miles from London)

Reduced rate 
(lowest class of travel)

Standard rate (1) 
(other than the lowest class of travel) Higher rate (2)

Band A (0 – 2000 miles) £13 £26 £78

Band B (over 2000 miles) £75 £150 £450

(1)  If any class of travel provides a seat pitch in excess of 1.016 metres (40 inches) the standard rate is the minimum 
rate that applies.

(2)  The higher rate applies to flights aboard aircraft of 20 tonnes and above with fewer than 19 seats.

Our view
As expected, the rates of APD have largely increased with inflation, whilst further detail on possible devolution of APD (in Scotland 
and Wales and, possibly, some regional airports in England) remains outstanding.
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Alcohol Duty

The measure
The duty rates on beer, spirits and most ciders will be frozen this year. The duty rates on most wines and higher 
strength sparkling cider will increase in line with the retail price index from 21 March 2016.

The freeze on spirits means a bottle of spirits will be 87 pence lower than under previous government plans.

General increases will add approximately 4 pence to the price of a bottle of wine and sparkling cider.

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

When?
The new alcohol duty rates will have effect from 21 March 2016.

Our view
The rate freeze will come as welcome news to the spirits industry, the pubs sector and, of course, to individual responsible 
drinkers.

Alcohol taxes – tackling fraud

The measure
The government is publishing a new alcohol strategy, setting out its ambition to modernise the alcohol taxes to tackle 
fraud and reduce burdens on alcohol businesses. Consultations on reform of procedures for the collection of alcohol 
duty, and on the feasibility and impacts of specific anti‑fraud measures will follow in 2016.

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

When?
To be announced.

Our view
The modernisation of alcohol taxes, reducing the burden on legitimate business, and tackling the illicit trade in alcohol is 
a welcome move. In particular, any measures to reduce the burden on legitimate businesses will be appreciated within the sector, 
especially as the initiative implemented by the 2015 Budget – the Alcohol Wholesalers Registrations Scheme – increased the 
compliance burdens within the wholesale and retail sectors.

VAT: consultation on penalty for VAT fraud

The measure
The government will consult on a new penalty for participating in VAT fraud.

Who will be affected?
These measures will affect all those that HMRC believe may be participating in VAT fraud.
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When?
The consultation will take place in spring 2016, and subject to the consultation, the intention is to legislate for this in 
Finance Bill 2017.

Our view
This measure is a continuation of the government’s tough stance on VAT fraud.

Fuel Duty

The measure
The main rate of Fuel Duty for petrol and diesel will remain frozen at 57.95 pence per litre in 2016‑2017.

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

When?
No change.

Our view
The continued freeze in fuel duty prices will to allow households and businesses to maintain vehicle running costs at lower levels.

Fuel Duty incentives for aqua‑methanol

The measure
As announced at Budget 2014, the government will legislate for a reduced duty rate of 7.90 pence per litre for 
aqua‑methanol from 1 October 2016.

The impact of this incentive will be kept under review alongside other Fuel Duty differentials for alternatives to petrol 
and diesel.

Who will be affected?
Businesses producing and importing, and consumers of, aqua‑methanol.

When?
1 October 2016.

Our view
This measure should encourage increased use of aqua‑methanol as an alternative fuel.

Gambling duties and horserace betting levy

The measure
Gaming duty bands will be increased in line with the retail price index.
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The tax treatment of discounted and free gambling (‘freeplays’) within remote gaming duty will be amended to bring 
it into line with general betting duty, with effect from 1 August 2017.

The government has set out a timetable for replacing the current horserace betting levy (which is not paid by 
offshore bookmakers) by April 2017.

Who will be affected?
The betting and gaming industry.

When?
The gaming duty bands will increase in line with the retail price index for accounting periods starting on or after 
1 April 2016.

The amendment to remote gaming duty will come into effect from 1 August 2017.

The amendment regarding replacing the horserace betting levy by April 2017 follows on from the announcement in 
Budget 2015 that the Levy would be replaced by a horserace betting right.

Our view
The gaming duty increases were expected although we await with interest details of the proposed changes to the tax treatment of 
discounted and free gambling.

Heated tobacco products

The measure
The government will consult on the tax treatment of heated tobacco later this year. Heated tobacco does not include 
e‑cigarettes, which do not contain tobacco.

Who will be affected?
Manufacturers, importers, and distributors and users of heated tobacco products.

When?
Later in 2016.

Our view
This consultation is in line with the government’s overall review of tobacco product treatment.

Soft drinks industry levy

The measure
The government will introduce a new soft drinks industry levy to be paid by producers and importers of soft drinks 
that contain added sugar. The levy will be charged on volumes according to total sugar content, with a standard 
rate charged for drinks above five grams of sugar per 100 millilitres and a higher rate for drinks with more than eight 
grams of sugar per 100 millilitres.

Who will be affected?
This measure will affect all business in the soft drinks industry from manufacturers through to distributors and 
retailers. There will be an exclusion for small operators.
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The £520 million levied will be used to fund extra sports and after school activity programmes for both primary and 
secondary schools, further tackling the issue of child obesity.

When?
The government will consult on the details over the summer, for legislation in Finance Bill 2017 and implementation 
from April 2018 onwards.

Our view
The Chancellor’s soft drink industry levy announcement marks a new direction for so‑called ‘sin taxes’ – taxes specifically directed 
at certain goods and services deemed potentially harmful to society. Whilst other sin taxes such as those levied on tobacco 
and alcohol have been with us for many years, this arguably marks the first step towards the government tackling potentially 
unhealthy foods through tax measures while generating £520 million in the first year.

From the business perspective, this may trigger product review activity with a focus on the sugar content per millilitre (g/per 100ml). 
The other big question is whether the industry will pass on the cost to the end consumer or suffer a reduction in margin.

Furthermore, following today’s announcement, it is possible that in future we will see an extension of this sugar sin tax to other 
foods that also potentially encourage unhealthy eating such as confectionery and ready meals.

Insurance premium tax

The measure
From 1 October 2016, the standard rate of insurance premium tax (‘IPT’) will be increased from 9.5% to 10%. 
The increase will fund an increase in more than £700 million in flood defence and resilience funding.

Who will be affected?
The standard rate of IPT applies to insurance premiums paid by individuals who have, for example, motor, home and 
contents insurance (IPT does not apply to life insurance). It is also paid by most businesses, whether small or large, on 
their corporate insurance premiums. The increase in IPT is likely to fall on the policyholders, rather than the insurance 
companies.

When?
The new rate of IPT will be due on insurance premiums treated by the legislation as received on or after 1 October 
2016, except where insurers operate a special accounting scheme. From 1 February 2017, the new rate applies to all 
premiums, regardless of when the contract was entered into.

Our view
This relatively small increase follows the IPT increase from 3.5% to 9.5% that took effect from 1 November 2015, which was the 
first really significant increase in the standard rate of IPT since it was introduced in 1996.

Landfill tax

The measure
Landfill tax applies to the deposit of material as waste to a landfill site. Landfill site operators and controllers are liable 
to charge and account for the tax at one of two rates: the standard rate is currently £82.60 per tonne and the lower 
rate for certain less polluting material of £2.60 per tonne.
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These rates will increase in line with RPI, rounded to the nearest 5 pence in line with previous announcements. 
Future rates will be:

It was also confirmed that a transitional period for the introduction of a loss on ignition (‘LOI’) test (which was 
introduced on 1 April 2015 to determine the tax rate to apply to waste ‘fines’ going to landfill) will end on 
31 March 2016.

From 1 April 2016 From 1 April 2017 From 1 April 2018

Standard rate per tonne £84.40 £86.10 £88.95

Lower rate per tonne £2.65 £2.70 £2.80

Who will be affected?
Landfill tax registered site operators will need to update their systems accordingly to apply the increasing rates. 
They will also need to be satisfied with the accuracy of the LOI testing regime they have implemented.

Waste producers will see a corresponding increase in landfill charges and may therefore seek more sustainable 
alternatives to sending material to landfill.

When?
The rate changes will come into effect from 1 April 2016 and increase on a yearly basis.

Our view
Landfill tax has been effective in encouraging behaviour change and deterring landfilling of waste material. Since its introduction 
the rate of tax has increased steadily and substantially (at £8 per tonne each year up to 2014). These announced rate increases are 
relatively small but, in the context of improved recycling technologies and more alternative uses of waste material, a retail price 
index increase is more appropriate than the large increases of previous years.

Landfill tax scope

The measure
The Government will consult later this year on the definition of a ‘taxable disposal’ for landfill tax purposes.

Landfill tax is devolved in Scotland and in the process of being devolved to Wales, but the general definition of 
a taxable disposal throughout the UK is the disposal of material:

• as waste;

• by way of landfill; and

• at a ‘landfill site’.

Interpretation of this definition has been, and continues to be, the subject of litigation. This consultation will seek to 
clarify some of the issues that have arisen.

Who will be affected?
Landfill operators who have responsibility to apply the tax and to establish when the tax is chargeable.

However, the tax is usually passed on by operators to their customers, so they too will be interested to respond.

When?
The consultation will take place in time to consider legislative changes in the Finance Bill 2017.
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Our view
Changes in interpretation of the regulations and the introduction of new legislation in an attempt to provide clarity have led 
to complications for operators and HMRC alike. If clarity and simplification can be achieved through a consultation process the 
exercise will be very worthwhile.

Minimum excise tax

The measure
Following the earlier consultation in 2014, the government will introduce a minimum excise tax on cigarettes.

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

When?
Finance Bill 2017.

Our view
These measures are in line with HMRC strategy to stabilise duty revenue.

Museum and galleries tax relief

The measure
After announcing its intention in the Autumn Statement, the government will introduce a new tax relief from 1 April 
2017 to encourage museums and galleries to develop creative new exhibitions and display their collections across 
the country. The relief will apply to the costs of developing temporary or touring exhibitions and the government will 
consult on the design over the summer.

The government will also broaden the eligibility criteria for the VAT refund scheme for museums and galleries, with 
new guidance to allow a wider range of free museums to access the support.

Who will be affected?
Museums and galleries, and organisations which create exhibitions for museums and galleries.

When?
The tax relief will apply from 1 April 2017 and changes to the VAT refund scheme will apply from 16 March 2016.

Our view
Research by the Arts Council shows that the sector employs over 38,000 people across over 2,700 sites in England and generates 
£3 of income (including earned income, income from investments, grants from charities and foundations, and donations etc.) for 
every £1 of public sector grant.

The government has been increasing its support for the UK’s creative and cultural sectors in recent years with the introduction 
of tax relief for high end TV drama, animation, children’s television, video games, theatres and, from April 2016, orchestras. 
Museums and galleries will welcome the prospect of similar support and we would encourage the sector to engage with 
government to ensure that the relief is delivered effectively.
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Reform of business energy taxes

The measure
Following consultation on simplification of the business energy efficiency tax landscape, the government will make 
various changes.

The main rates of Climate Change Levy (‘CCL’) will increase over the next four years to 2020 to recover revenue losses 
arising from the ending of the Carbon Reduction Commitment (‘CRC’) energy efficiency scheme. This rate increase 
will be accompanied by a corresponding uplift in the level of CCL relief available to energy‑intensive industries that 
have Climate Change Agreements (‘CCA’s) with the government.

CCL applies to certain supplies of energy products (including electricity and gas supplied by utilities) to non‑domestic 
consumers. In order to mitigate the burden of an increase in the rate of CCL on sectors that have a CCA, the level of 
CCL discount available to CCA members will increase from 90% to 93% for electricity, and from 65% to 78% for gas.

Also, the government will rebalance the main rates of CCL for different fuel types and consult later in 2016 on 
a simplified energy and carbon reporting framework for introduction by April 2019.

Who will be affected?
Businesses currently within the (compulsory) CRC scheme will see the removal of the scheme’s administrative burden 
– they will no longer be required to undertake the measurement and reporting of energy usage required by the 
scheme, nor will they need to purchase CRC credits to reflect their energy use.

A general increase in the main rates of CCL will result in an increase in energy costs for all consumers of taxable 
energy commodities.

When?
The CRC scheme will be abolished with effect from the end of the 2018‑19 compliance year.

The increase in the main rates of CCL will take place for supplies in the following year, ie for supplies made on or 
after 1 April 2019.

Our view
Ending the complicated CRC scheme is generally welcomed as it failed to meet its intended environmental objectives, and it is 
a further simplification of the environmental tax regime and removes part of the business community from an onerous burden.

Increasing the main rates of CCL, although fiscally‑neutral, will increase energy costs for all non‑domestic consumers of taxed 
energy products and not just former CRC members. Given that the design of the CRC scheme included an intention to recycle 
revenues to the most energy efficient participants, the transfer of revenues from CRC to CCL could be seen as another example of 
the evolution of environmental taxes into pure revenue raising measures.

Tobacco controls

The measure
Following the publication of the refreshed anti‑illicit tobacco strategy last year HMRC will consult on strengthening 
sanctions to tackle tobacco fraud. As announced at March Budget 2015, legislation will be introduced in Finance 
Bill 2016 to introduce an approval scheme for users and dealers in raw tobacco. This will require those carrying out 
a ‘controlled activity’ (for example importation) in relation to raw tobacco to be approved by HMRC.

The government will invest £31 million from 2016‑17 to 2019‑20 in a new group of border force officers and 
intelligence officials who will specialise in seizures of illicit tobacco being smuggled into the UK and prevent over 
£100 million of tobacco tax evasion.

Who will be affected?
Manufacturers, importers, and distributors of tobacco product (in that the illicit trade in tobacco should be decreased 
by these measures).
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When?
Legislation is to be introduced in Finance Bill 2016.

Our view
We expect this to have a positive effect on UK traders in tobacco products currently having to compete with illicit trade in 
this area.

VAT: International engagement with the EU and OECD

The measure
The government will continue to engage with international bodies in order to explore international solutions to VAT 
fraud (particularly MTIC fraud), including looking at alternative mechanisms for the collection of VAT.

Who will be affected?
The ultimate solutions/measures would potentially affect all taxpayers, but specifically those with cross‑border 
operations. However, the measures would ultimately target businesses involved in VAT fraud which typically charge 
VAT to their customers without paying that VAT over to the relevant tax authority.

When?
This is part of an ongoing engagement.

Our view
Another welcome measure to counter the problems posed by international VAT fraud. This may be impacted by the increased 
use of the OECD’s SAF‑T (Single Audit File for Tax) platform for data transmission throughout Europe. The eventual aim of such 
a mechanism would be real time access for tax authorities to the VAT invoices being issued by businesses which would reduce the 
likelihood of fraud.

VAT: Fulfilment house due diligence scheme

The measure
The government has published a consultation on the ‘fit and proper’ standards that fulfilment houses will need to 
meet in order to operate.

Fulfilment houses, which receive a delivery of goods into the UK and then make an onward delivery on behalf of the 
supplier, will have an obligation to register and maintain accurate records. They will also have to provide evidence of 
the due diligence they have undertaken to ensure overseas clients are following VAT rules.

Who will be affected?
These measures will affect fulfilment houses operating in the UK.

When?
Fulfilment houses will have to register and maintain accurate records once online registration opens in 2018.
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Our view
These changes represent a focus by the government to create a level playing field for UK businesses. Some overseas businesses 
have been undercutting UK retailers by not always paying the correct amount of VAT and duty to HMRC through the use of 
fulfilment houses.

This measure is in parallel to the measures announced on tacking online fraud in respect of the ability of HMRC to direct 
a non‑compliant overseas business to appoint a UK VAT representative and, in certain circumstances, making online marketplaces 
jointly and severally liable for any unpaid VAT.

The extent of non‑compliance that the consultation is seeking to address remains to be seen, as the expectation would be that any 
VAT on import or acquisition of the goods would be accounted for at the time the goods are brought into the UK.

VAT: Isle of Man charities

The measure
The government will legislate to ensure charities subject to the jurisdiction of the High Court of the Isle of Man are 
capable of qualifying for UK VAT charity reliefs.

Who will be affected?
Charities that are subject to the jurisdiction of the High Court of the Isle of Man and make and receive supplies in the UK.

When?
The legislation will be introduced in Finance Bill 2016.

Our view
Since the introduction of VAT in 1973, the Isle of Man has been treated as part of the UK for VAT purposes. Through introduction 
of this provision, the government wishes to avoid any doubt that charities subject to the jurisdiction of the High Court of the Isle 
of Man are capable of qualifying for UK VAT reliefs for charities when they make or receive supplies in the UK.

VAT: Overseas businesses and joint and several liability 
for online marketplaces

The measure
The government has announced a package of measures aimed at tackling online VAT evasion.

HMRC is strengthening existing legislation for directing non‑compliant businesses to register for VAT in the UK, to 
appoint a UK VAT representative, and will have greater flexibility in relation to when it can require security from 
a business.

In addition, a new provision will enable HMRC to make online marketplaces jointly and severally liable for the unpaid 
VAT of an overseas businesses who continue to be non‑compliant under UK VAT rules.

Who will be affected?
These measures will affect:

• Overseas businesses who are not established in the UK and do not have a fixed establishment in the EU who sell 
goods to UK consumers via online marketplaces;

• UK VAT representatives who may be asked by such overseas businesses to represent them in the UK; and

• Businesses that control and support the sale of such goods through their online marketplaces.
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When?
The measures are included in the Finance Bill 2016 and will take affect from the date of Royal Assent.

Our view
These changes represent a focus by the government to create a level playing field for UK businesses. It appears that some overseas 
businesses have been undercutting UK retailers by not always paying the correct amount of VAT and duty to HMRC.

HMRC’s traditional compliance powers have been difficult to apply against businesses based overseas, and it will be interesting to 
see if these quite sweeping new measures enable HMRC to tackle and address the evasion thereby helping legitimate businesses 
who pay the VAT due.

VAT: Registration and deregistration thresholds

The measure
The taxable turnover registration threshold for VAT will increase from £82,000 to £83,000.

The taxable turnover deregistration threshold for VAT will increase from £80,000 to £81,000.

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

When?
The new thresholds will have effect from 1 April 2016.

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

Vehicle Excise Duty classic vehicle exemption

The measure
The government will legislate to place the classic Vehicle Excise Duty (‘VED’) exemption on a permanent basis from 
1 April 2017, so that from 1 April each year vehicles constructed more than 40 years before 1 January of that Year 
will automatically be exempt from paying VED.

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

When?
1 April 2017.

Our view
A welcomed assurance to owners and operators of classic vehicles.
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Vehicle Excise Duty rates

The measure
From 1 April 2016, Vehicle Excise Duty rates for cars, vans, motorcycles and motorcycle trade licences will increase in 
line with the retail price index.

From 1 April 2016, heavy goods vehicles and road user levy rates, including all other rates linked to the basic goods 
rate, will be frozen.

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

When?
1 April 2016.

Our view
The general increase is in line with expectations and sees heavy goods vehicle rates frozen for another year.
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Individuals measures

National Insurance contributions: abolition of Class 2

The measure
The government announced its intention to reform self‑employed National Insurance contributions (NICs) in the 
March 2015 and July 2015 Budgets. In the March 2016 Budget, the government announced it will abolish Class 
2 NICs from April 2018 and will reform Class 4 NICs to introduce a new contributory benefit test. The government 
will publish its response to the recent consultation on benefit entitlement for the self‑employed in due course. 
This will set out details of how the self‑employed will access contributory benefits after Class 2 NICs are abolished.

Who will be affected?
This measure will affect self‑employed individuals who currently pay both Class 2 and 4 NICs, and also individuals 
working abroad who currently pay Class 2 NICs as a voluntary contribution and employers who pay voluntary Class 
2 NICs on their employees’ behalf.

When?
This measure will be introduced from April 2018.

Our view
This measure is generally to be welcomed as it should simplify the administrative arrangements for payment of NICs by 
self‑employed individuals. Individual taxpayers should in future be able to access and review their income tax, NIC and state 
pension position online via their secure digital tax accounts. It might appear to be duplication to pay separate Class 2 and 4 
contributions via the same digital account.

However, we await with interest announcements on the government’s plans on the detail of these reforms, especially the 
proposed reform of Class 4 NICs to introduce a new contributory benefit test.

Individuals working abroad who currently pay Class 2 NICs as a voluntary contribution will be interested to know the potential 
cost impact and potential impact on their social security benefits coverage, if they will only have the option to pay Class 3 
voluntary contributions going forward.

Class 2 NIC contributions are currently £2.80 per week, whereas Class 3 NIC contributions are currently £14.10 per week (2015/16 
rates). Class 3 NICs do not accrue entitlement to contribution‑based employment and support allowance, whereas Class 2 NICs do 
accrue entitlement to these state benefits.

Anti‑avoidance: loans to participators

The measure
HMRC are bolstering the loans to participators provisions which aim to prevent owners of close companies seeking to 
lower their overall tax rates by remunerating themselves in the form of loans, advances, or other similar arrangements 
from their companies that remain unpaid.

The rate of tax that will apply to loans to participators under these measures will be increased from 25% to 32.5%, 
which will align them to the higher rate of dividend tax.

Who will be affected?
Individuals and their businesses.

42Deloitte’s coverage of Budget 2016 Listen. Analyse. Apply. BACK TO CONTENTS



When?
Loans, advances, and arrangements made on or after 6 April 2016.

Our view
This measure is part of the Chancellor’s wider moves to combat tax avoidance.

Entrepreneurs’ relief on associated disposals

The measure
Where Entrepreneurs’ Relief (‘ER’) is available on the disposal of a business or interest in a business, taxpayers may 
pay a reduced rate of capital gains tax at 10% on qualifying gains up to a lifetime limit of £10m of gains. The relief 
can also be claimed where someone disposing of a business sells other assets used by the business at the same time 
(‘associated disposals’). Changes to combat abuse of the ER rules in 2015 inadvertently resulted in relief not being 
due on ‘associated disposals’ when a business was sold to members of the taxpayer’s family under normal succession 
arrangements.

The new rules will permit relief to be claimed on ‘associated disposals’ to a family member that are linked to disposals 
of interests in partnerships provided the person making the disposal is disposing of at least 5% of the business and 
the transactions are part of a genuine succession arrangement. Similar changes will apply where the business is held 
by a limited company.

Who will be affected?
The change will affect individuals who are members of partnerships or unlisted companies that carry on trades and 
also hold other assets used in businesses where they are handing on the business to the next generation.

When?
The changes will effectively be backdated to cover disposals on or after 18 March 2015.

Our view
The government had already announced that it would be looking at this area in light of the impact of the 2015 changes and this is 
a welcome revision to the rules.

Capital gains tax rate reductions

The measure
The rate at which individuals, trustees and personal representatives pay capital gains tax will reduce. At the moment, 
all of these pay capital gains tax at 28%, except individuals who are basic rate income tax payers, who pay capital 
gains tax at 18%. The new rate will be 20%, or 10% for basic rate tax payers. The existing rates will continue to 
apply to gains from disposals of residential property and from carried interest investments.

Who will be affected?
The change will affect all individuals, trustees and personal representatives who are subject to UK capital gains tax.

When?
The new rates will apply to gains accruing on or after 6 April 2016.
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Our view
This change was unexpected but is likely to be a welcome announcement in support of enterprise and investment.

Disguised remuneration

The measure
The ‘disguised remuneration’ legislation was introduced in 2011 to combat perceived avoidance. In particular, 
HMRC were concerned with the provision of loans from a third party (such as an employee benefit trust (‘EBT’)) to 
employees as a form of remuneration.

However, loans which existed prior to the introduction of the legislation were not directly affected.

Budget 2016 has introduced a number of measures in respect of these rules. Two key measures are as follows:

• Some promoters have implemented certain arrangements post 2011 that they suggested were not caught by the 
disguised remuneration legislation. The government will introduce legislation to make it clear that the disguised 
remuneration legislation does apply to such schemes (as an example, a member of an unapproved pension scheme 
might engage in ‘pension liberation’ by selling his annuity rights for a lump sum and claiming that he had given fair 
value so should not be taxed on it – a targeted anti‑avoidance rule will counter this);

• Where a loan was made to an employee by a third party before the disguised remuneration legislation came into 
effect, a disguised remuneration charge (through PAYE and NIC) will arise at 5 April 2019 if the loan is not repaid 
on or before that date and no settlement has been agreed with HMRC.

Who will be affected?
The measures will potentially impact any employers who use a third party (such as an EBT) in the delivery of 
remuneration or other benefits to employees.

In particular, there may be a number of companies who have employees who have received loans from an EBT (or 
similar structure) prior to 2011 and who will therefore need to consider repaying such loans before April 2019 (or 
otherwise reaching a settlement with HMRC in respect of the arrangement) in order to avoid disguised remuneration 
charges.

Settlements with HMRC currently benefit from a transitional rule where investment growth from EBT funds is not 
subject to PAYE and NIC, however this relief is being withdrawn from 30 November 2016.

When?
The legislation in respect of new arrangements will be introduced in the Finance Bill 2017 but can be backdated to 
25 November 2015 (the date when HMRC announced their intention to introduce further legislation in this area).

As noted above, the legislation in respect of historic loans will apply where loans made prior to the introduction of 
the disguised remuneration legislation have not been repaid (in full) by 5 April 2019.

Our view
The measures in respect of ‘new arrangements’ are no surprise given the government’s focus on this form of avoidance, and 
should help to ensure that the legislation works as originally intended.

Employee Shareholder Status: lifetime limit

The measure
A new lifetime limit has been introduced, meaning that any individual will only receive capital gains tax relief on the 
first £100,000 of gains from employee shareholder status (‘ESS’) shares.
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Gains above this level will be subject to capital gains tax at the usual rates (reduced from 6 April 2016 to 10% for 
lower rate taxpayers, and 20% for higher and additional rate taxpayers).

Who will be affected?
Individuals acquiring new ESS shares.

Note that current employee shareholders will not be affected (and gains made on existing ESS shares will not count 
towards the relevant limits).

When?
The measure applies to all ESS shares acquired under an employee shareholder agreement entered into on or after 
17 March 2016.

Our view
This limit will affect any individual or company looking to enter into an employee shareholder arrangement in the future, and may 
significantly reduce the attractiveness of the employee shareholder regime for participants.

The employee shareholder regime has been embraced by (predominantly) private business looking to offer employees an 
opportunity to share in the growth in value of the businesses in which they work. Significant tax free gains may accrue under 
existing schemes. The new lifetime limit may reduce the attractiveness of this incentive going forward.

Entrepreneurs’ relief: trading status

The measure
Where entrepreneurs’ relief (‘ER’) is available on the disposal of shares in a qualifying company, taxpayers may pay 
a reduced rate of capital gains tax at 10% on qualifying gains up to a lifetime limit of £10m of gains. These rules 
require the shareholder to hold at least a 5% interest in the company.

Prior to changes made in 2015, a company that was a member of a joint venture or a partnership could be treated 
as carrying of a part of the joint venture’s or partnership’s business in order to determine whether it was carrying on 
a trade for ER purposes. Structures based on partnerships or joint ventures were sometimes used to make ER available 
to people who could not otherwise satisfy the 5% test. The 2015 changes prevented this, but also took away relief 
from many situations where joint ventures or partnerships were used for purely commercial reasons.

Under the new measures, it will again be possible to treat a company as carrying on part of a business actually 
carried on by the joint venture or partnership of which it is a member, in order to determine the trading status of 
the company. If it is regarded as trading, then this may make it possible for an individual who holds shares in the 
company (or in its parent company) to claim ER on a disposal of those shares. Under these new rules, it will be 
necessary for the individual to hold at least a 5% interest (directly or indirectly) in the joint venture or partnership.

Who will be affected?
The change will affect individuals and certain trustees who hold shares in companies that are involved in joint 
ventures or partnerships, provided that they have an interest amounting to at least 5% in the joint venture or 
partnership.

When?
The changes will be backdated to apply to disposals made on or after 18 March 2015.

Our view
Some change in this area was expected. What has been done should protect the position of those inadvertently affected by the 
2015 changes without permitting those with interests of less than 5% in the underlying businesses to qualify for relief.
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Taxation of non‑UK domiciled individuals

The measure
In the 2015 Summer Budget, the Chancellor announced changes to the taxation of non‑UK domiciled individuals 
that will take effect from April 2017. As part of these changes, non‑UK domiciled individuals will become ‘deemed 
UK domiciled’ where they have been resident in the UK in more than 15 of the previous 20 tax years. Individuals will 
cease to be able to access the remittance basis of taxation when they become deemed UK domiciled.

These changes are currently undergoing a period of consultation and limited further details were released today.

The Chancellor has announced that where individuals become deemed UK domiciled from April 2017, their non‑UK 
assets will be rebased to their market value on 6 April 2017. The announcement does not contain details on whether 
this will apply automatically or whether individuals will need to make an election.

The government has also re‑iterated their previously‑stated intention that where an individual has created a non‑UK 
resident trust before they become deemed UK domiciled, they will not be subject to tax on non‑UK income and gains 
retained within the trust.

Who will be affected?
Non‑UK domiciled individuals who, at 6 April 2017, will have been resident in the UK in more than 15 of the previous 
20 tax years.

When?
The proposed changes will take effect from 6 April 2017.

Our view
The rebasing announcement will generally be welcomed by non‑domiciled individuals who hold foreign assets standing at gains 
at 6 April 2017. However, this measure could also result in gains arising where assets were otherwise in loss positions, so careful 
consideration of the overall position will be necessary.

Higher rates of SDLT on additional residential properties

The measure
As previously announced in the Autumn Statement 2015, higher rates of Stamp Duty Land Tax (‘SDLT’) will apply to 
acquisitions of additional residential properties in England, Wales and Northern Ireland.

The higher rates will levy an additional 3% on top of the current SDLT rates which are applied to the purchase price 
of a property. As shown below, the nil rate band will increase to 3% and the top slice of SDLT will increase to 15%.

Relevant consideration (where above £40,000) Current SDLT rates Additional property rates

Up to £125,000 0% 3%

More than £125,000 to £250,000 2% 5%

More than £250,000 to £925,000 5% 8%

More than £925,000 to £1,500,000 10% 13%

More than £1,500,000 12% 15%

Who will be affected?
Although the higher rates are predominantly intended to apply to purchases of buy‑to‑let properties and second 
homes, the scope of the higher rates is broad. Individuals who are entitled to two or more residential properties on 
the same day may be affected, as could all corporate vehicles acquiring any amount of residential property.
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The rates will not affect transactions up to £40,000 where an SDLT land transaction return is not required.

When?
The higher rates will apply to transactions which substantially perform or complete on or after 1 April 2016, unless 
exchange occurred before 26 November 2015 and certain conditions have been met.

Our view
Following consultation, the government has announced changes to the design of the rules as originally proposed. In particular, 
purchasers will not incur the additional charge if they replace a main residence which has previously been sold within 36 months 
(rather than the originally proposed 18 months). Likewise, it is welcome that a purchaser who has paid the additional charge 
because they have not been able to sell their previous main residence will be able to claim a refund if they then sell their previous 
main residence within 36 months.

Surprisingly, there will be no specific exemption for companies and funds which make significant investment in residential property 
as had originally been proposed in the consultation. The only relief of sorts will be the continued ability to apply the commercial 
rates (albeit as revised from 17 March 2016) where six or more dwellings are purchased in a single transaction.

ISA limit increased to £20,000

The measure
The Chancellor has announced that the annual limit on investments into all ISAs is to increase from £15,240 
(2016/17) to £20,000 from 6 April 2017. As well as cash ISAs, stock and shares ISAs and Help to Buy ISAs, the limit 
will also cover savings in the new Innovative Finance ISAs (available from April 2016), and Lifetime ISAs (available 
from April 2017).

Who will be affected?
UK resident individuals who make, or intend to make, savings and investments through ISAs.

When?
The limit will increase with effect from April 2017.

Our view
This is a welcome move to encourage savings.

Life insurance matters

The measure
Finance Bill 2016 will include a power to make regulations covering the tax treatment of insurance linked securities 
(‘ILSs’). This will enable the outcome of the ongoing consultation on ILSs to be legislated. Its aim is to enable the UK 
to become a centre for insurance special purpose vehicles (‘ISPVs’), focussing on the tax treatment of the vehicles and 
the securities they issue.

Under a typical ILS structure, an insurer or reinsurer transfers risk to an ISPV. The ISPV raises capital by issuing ILSs to 
investors, with that capital covering the insurance risk which the ISPV has taken on. The return to investors depends 
upon the claims which the ISPV pays to the ceding insurer or reinsurer. The consultation suggested that both equity 
and debt backed ISPVs should be tax exempt, provided certain criteria to ensure a genuine risk transfer and to 
prevent tax avoidance are met. UK investors would be taxed on their returns (the dividend exemption would be 
disapplied).
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The consultation invites comments on whether withholding tax should be charged on distributions and interest 
payments (as is the case for other exempt vehicles such as REITs) and the extent to which withholding could 
undermine the competitive value of the ISPV’s exemption from tax.

In addition, and as expected, the government will consult on alternatives to the current rules on part‑surrenders 
and part‑assignments of life insurance policies, which need amending following the Upper‑tier Tribunal’s decision in 
Joost Lobler v HMRC.

Who will be affected?
The consultation on ILSs is of relevance to ISPVs or insurers considering utilising ISPVs.

Individuals and life insurance companies will be affected by the changes to the rules on the part‑surrenders and 
part‑assignments.

When?
The consultation on ILSs closes on 29 April. Finance Bill 2016 will include a power to make regulations covering the 
tax treatment of ILSs, with the regulations to be finalised by the end of 2016. It is not clear when the regulations will 
take effect.

The new rules on part‑surrenders and part‑assignments of life insurance policies will be in Finance Bill 2017.

Our view
Industry has been lobbying government for the creation of an ILS regime. The inclusion of regulation‑making powers is welcome, 
as it will enable the government to implement a tax regime which will allow the UK to compete with other established ILS centres. 
Interested insurers will want to participate in the consultation to ensure that the resulting tax regime is competitive and provides 
certainty.

Many were expecting the consultation on part‑surrenders and part‑assignments of life insurance policies to come out with the 
Budget papers. The late timing of the consultation will mean that life insurance companies may have limited time to adapt systems 
and policyholder documentation to deal with the charge.

Allowances aimed at ‘micro‑entrepreneurs’

The measure
The government has announced the introduction of a £1,000 trading income allowance and a £1,000 property 
income allowance. These are aimed at ‘micro‑entrepreneurs’, such as those letting out property or trading via 
‘sharing economy’ websites.

Where individuals are in receipt of income below the new allowances, the income will not be subject to tax and will 
no longer need to be reported to HMRC.

Where gross income receipts are in excess of these amounts, the recipient can simply take the £1,000 allowance as 
a deduction against their gross income to arrive at their taxable income figure, rather than having to calculate and 
deduct the actual expenses they have incurred to arrive at their taxable profit.

Who will be affected?
‘Micro‑entrepreneurs’ in receipt of small levels of trading or property income.

When?
The proposed changes will take effect from 6 April 2017.

Our view
This is a welcome step that will greatly simplify the administrative and reporting requirements for ‘micro‑entrepreneurs’ and others 
with small levels of trading or property income.
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Personal service companies and the public sector

The measure
The personal service company rules (IR35) broadly apply where an individual offers services through a company to 
a third party, but in substance (based on a number of tests) they are more akin to an employee of that third party.

The government intends to reform these rules for public sector engagements, such that the individual themselves will 
no longer be responsible for determining whether they apply. The intention is that this responsibility will move from 
the personal service company to the public sector employer, agency, or third party.

If the IR35 rules do apply, then under these new rules the employer, agency or third party will have to account for 
income tax and national insurance contributions (‘NICs’) through real time information (‘RTI’). The contracting party 
closest to the IR35 company will be required to do this.

It is the intention that HMRC, in partnership with the relevant stakeholders, will introduce clear objective tests to 
determine whether these new rules will apply to a particular engagement. Where the position is not clear, HMRC will 
develop a digital tool to provide engagers with a real‑time HMRC view on whether the new rules will apply.

Who will be affected?
Organisations that are public authorities for the purposes of the Freedom of Information Act 2000 will have to 
operate the new rules. Those organisations, e.g. employment agencies, which provide workers to the public sector, 
may also be affected if these services are provided through personal service companies.

When?
This will take effect from April 2017 and draft clauses to bring about these changes will be published in Finance Bill 
2017. More detail on this proposal will be set out in a consultation document to be published before the summer 
which will invite views from stakeholders.

Our view
There is general acceptance that the IR35 rules are not very effective. These changes will try to ensure that those who are 
providing their services through a personal service company to public sector organisations will have the correct treatment applied 
to them.

The proposed changes will bring additional administration for the public sector and agencies supplying staff to this sector. 
Introducing clear, objective tests for employers and engagers to determine whether the rules apply is likely to be challenging.

In the summer of 2015, the government had published a discussion document on the effectiveness of the IR35 legislation across 
all sectors, both public and private with a view to changing the rules for all employers and engagers. It is possible that once these 
arrangements are implemented for the public sector, they will be extended to a wider population.

Rates and allowances

The measure
The income tax personal allowance and basic rate band for 2016/17 were already confirmed before the Budget. 
The personal allowance will be £11,000 (increased from £10,600 in 2015/16) and the basic rate band will be 
£32,000 (increased from £31,785 in 2015/16), producing a higher rate threshold of £43,000.

The Chancellor announced that the personal allowance and basic rate band for 2017/18 will be increased to £11,500 
and £33,500 respectively, increasing the higher rate threshold to £45,000.

The upper national insurance threshold is linked to the higher rate threshold. The lower threshold is £8,060 for 
2015/16 and 2016/17. Increases in the lower threshold are calculated by reference to the consumer prices index 
(‘CPI’).
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Higher rate taxpayers benefit more than basic rate taxpayers from the increases in personal allowance and basic rate 
limit, but some of the benefits will be clawed back in the form of extra National Insurance Contributions (‘NICs’) 
because of the increase in the upper earnings limit. Basic rate taxpayers will see a saving of £80 in 2016/17 compared 
to 2015/16, and higher rate taxpayers an overall saving of £141. The equivalent savings in 2017/18 compared to 
2016/17 are £100 for basic rate taxpayers and £300 for higher rate taxpayers. Those with income of over £100,000 
whose personal allowance is tapered away will see extra cost of up to £19 in 2016/17 compared to 2015/16, but 
should have a saving of £100 in 2017/18.

The Chancellor announced that the capital gains tax rates will be reduced for gains arising on disposals from 6 April 
2016. Gains will be taxed at 10% to the extent that the basic rate band is available, or 20% for amounts in excess of 
this. However, residential property that is not subject to principal private residence relief and gains on carried interest 
will continue to be taxed at 28%. The entrepreneurs’ relief rate will remain at 10%. The capital gains tax annual 
exemption for 2016/17 has not been confirmed, but it is expected that this should be frozen at £11,100. In the 
absence of a specific announcement, it is adjusted by reference to CPI. The CPI adjustment for the relevant period 
was negative, so the exemption should not change.

As announced previously, from 2016/17 both the personal savings allowance and the dividend allowance will be 
available. The personal savings allowance will provide an exemption (a 0% tax rate) of £1,000 of interest received on 
an individual’s savings for basic rate taxpayers, and £500 for higher rate taxpayers, giving an equal saving for both 
of £200 per annum. Additional rate taxpayers will not receive the allowance. The dividend allowance of £5,000 
(again a 0% tax rate) will be available for all UK resident individual taxpayers. Dividends that are not covered by the 
allowance will be taxed at 7.5%, 32.5% and 38.1% for basic, higher and additional rate taxpayers, respectively.

It has been confirmed that Class 2 National Insurance will be abolished from April 2018. The government will publish 
its response to the recent consultation on benefit entitlement for the self‑employed in due course. This will set out 
details of how the self‑employed will access contributory benefits after Class 2 is abolished.

Who will be affected?
Individuals who are subject to UK income tax, NIC or capital gains tax. Trustees and personal representatives will also 
be affected by the changes in capital gains tax rates.

When?
The reduction in the rates of capital gains tax will take effect for disposals on or after 6 April 2016. The changes in 
the personal allowance and higher rate threshold that were announced today will take effect from 6 April 2017.

Our view
The increases in personal allowance and higher rate threshold in 2017/18 will be welcome news to taxpayers at all levels of 
income. Although national insurance costs will increase for many taxpayers, the income tax savings should more than offset this. 
The reduction in capital gains tax rates will also be good news for individuals and trustees with gains on relevant assets.

Tax administration and the digital agenda

The measure
Easier access to HMRC, digital tax accounts, and pay‑as‑you‑go taxes.

Who will be affected?
Mainly self‑employed individuals and landlords.

When?
A consultation on HMRC’s ‘Making Tax Digital’ programme will come out later this year. Self‑employed individuals 
and landlords who are keeping their records digitally will, if they wish, be able to adopt ‘pay as you go’ tax payments 
from 2018.

HMRC will also consult to simplify the tax rules for businesses, landlords, and the self‑employed to enable efficient 
digital filing.
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By 2017, HMRC intends to provide a seven day a week service online and with customer support phonelines.

Our view
This measure signals HMRC’s determination to move away from annual, paper‑based returns to a digital and more pay‑as‑you‑go 
tax system, designed to make the tax compliance process more streamlined. How straightforward this will be to implement in 
practice remains to be seen.

The new Lifetime ISA

The measure
The Chancellor announced a new Lifetime ISA so individuals can save up to £4,000 each tax year into an account 
which will be topped up at the end of the tax year with a 25% bonus from the government.

The money saved, including the bonus, can be used to buy a first home worth up to £450,000 or can be withdrawn 
from the age of 60. The money can be withdrawn for other reasons before that time, but the government bonus will 
need to be repaid and a 5% charge applied. The government will also consider allowing access to the funds without 
needing to pay the additional charge and/or repay the government bonus for specific life events. A consultation is 
expected to be held in due course.

There will be the possibility for individuals with a Help to Buy ISA to transfer this to a Lifetime ISA.

Payments made to a Lifetime ISA will use part of the increased £20,000 annual ISA limit.

Who will be affected?
Individuals between the ages of 18 and 40 are able to open a Lifetime ISA and can continue to contribute into it until 
they are 50.

When?
Lifetime ISAs will be available from April 2017.

Our view
This measure is a key component in the Chancellor’s stated aim to support the next generation in buying their first home and 
saving for retirement. ISAs are seen as more user‑friendly than traditional pensions, the aim being that the younger generation will 
embrace them as a means for savings.
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Employers measures

Apprenticeship Levy

The measure
The government is committed to increasing the quality and quantity of apprenticeships. As announced at Autumn 
Statement and Spending Review 2015, the government will introduce the apprenticeship levy in April 2017. It will be 
set at a rate of 0.5% of an employer’s paybill and will be paid through PAYE. Each employer will receive an allowance 
of £15,000 to offset against their levy payment. This means the levy will only be paid on any paybill in excess of 
£3 million.

In England, employers will receive a 10% top‑up to their monthly levy contributions from April 2017 and this will be 
available for them to spend on apprenticeship training through their digital account. The government will set out 
further details on the operating model in April 2016 and draft funding rates will be published in June 2016.

Who will be affected?
This measure will affect employers.

When?
This measure will be introduced from April 2017.

Our view
This measure is one part of a range of government measures intended to support education and skills and supply side reform of 
the economy.

The apprenticeship levy will increase employment costs for large employers with a paybill in excess of £3 million. The 10% top 
up the government proposes to apply in England to employers’ monthly levy contributions from April 2017 will be welcomed by 
employers in England.

Alignment of income tax and National Insurance 
Contributions

The measure
Following its report on the closer alignment of income tax and National Insurance Contributions earlier this month, 
the Office of Tax Simplification (‘OTS’) will be commissioned to review the impact of moving employees’ NIC to an 
annual, cumulative and aggregated (‘ACA’) basis and moving employer’s NICs to a payroll basis. The OTS concluded 
that weekly and monthly earnings periods used for calculating NIC are no longer suitable given modern flexible work 
patterns and that NIC should be calculated on a similar basis to tax. They also recommended that the employers’ NIC 
charge should be recast as a payroll tax based on the total payroll cost, with the abolition of the secondary threshold 
(the level of employee earnings above which the employer is required to pay NIC, currently £8,060).
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Who will be affected?
This is the commissioning of an impact assessment rather than a decision to implement change. If the government 
decides to take forward the recommendations of the OTS all employers will be affected in one way or another. 
If an employer allowance were to be introduced, smaller employers might not have any employer’s NIC charge. 
With regards to ACA, individuals with multiple employments or uneven work patterns would see a change in their 
NIC liabilities. In their initial report the OTS estimate that a move to an ACA basis would impact in the region of 
13 million individuals, some paying more, others less.

When?
The terms of reference for the review will be published shortly.

Our view
The outcome of the next stage of the OTS’s review will be of interest to employers in the short and medium term. The OTS have 
been clear that their initial report is a platform for a debate. Employers should start to consider the implications of these OTS 
recommendations being adopted.

Disguised remuneration

The measure
The ‘disguised remuneration’ legislation was introduced in 2011 to combat perceived avoidance. In particular, 
HMRC were concerned with the provision of loans from a third party (such as an employee benefit trust (‘EBT’)) to 
employees as a form of remuneration.

However, loans which existed prior to the introduction of the legislation were not directly affected.

Budget 2016 has introduced a number of measures in respect of these rules. Two key measures are as follows:

• Some promoters have implemented certain arrangements post 2011 that they suggested were not caught by the 
disguised remuneration legislation. The government will introduce legislation to make it clear that the disguised 
remuneration legislation does apply to such schemes (as an example, a member of an unapproved pension scheme 
might engage in ‘pension liberation’ by selling his annuity rights for a lump sum and claiming that he had given fair 
value so should not be taxed on it – a targeted anti‑avoidance rule will counter this);

• Where a loan was made to an employee by a third party before the disguised remuneration legislation came into 
effect, a disguised remuneration charge (through PAYE and NIC) will arise at 5 April 2019 if the loan is not repaid 
on or before that date and no settlement has been agreed with HMRC.

Who will be affected?
The measures will potentially impact any employers who use a third party (such as an EBT) in the delivery of 
remuneration or other benefits to employees.

In particular, there may be a number of companies who have employees who have received loans from an EBT 
(or similar structure) prior to 2011 and who will therefore need to consider repaying such loans before April 2019 
(or otherwise reaching a settlement with HMRC in respect of the arrangement) in order to avoid disguised 
remuneration charges.

Settlements with HMRC currently benefit from a transitional rule where investment growth from EBT funds is not 
subject to PAYE and NIC, however this relief is being withdrawn from 30 November 2016.

When?
The legislation in respect of new arrangements will be introduced in the Finance Bill 2017 but can be backdated to 
25 November 2015 (the date when HMRC announced their intention to introduce further legislation in this area).

As noted above, the legislation in respect of historic loans will apply where loans made prior to the introduction of 
the disguised remuneration legislation have not been repaid (in full) by 5 April 2019.
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Our view
The measures in respect of ‘new arrangements’ are no surprise given the government’s focus on this form of avoidance, and 
should help to ensure that the legislation works as originally intended.

Employee Shareholder Status: lifetime limit

The measure
A new lifetime limit has been introduced, meaning that any individual will only receive capital gains tax relief on the 
first £100,000 of gains from employee shareholder status (‘ESS’) shares.

Gains above this level will be subject to capital gains tax at the usual rates (reduced from 6 April 2016 to 10% for 
lower rate taxpayers, and 20% for higher and additional rate taxpayers).

Who will be affected?
Individuals acquiring new ESS shares.

Note that current employee shareholders will not be affected (and gains made on existing ESS shares will not count 
towards the relevant limits).

When?
The measure applies to all ESS shares acquired under an employee shareholder agreement entered into on or after 
17 March 2016.

Our view
This limit will affect any individual or company looking to enter into an employee shareholder arrangement in the future, and may 
significantly reduce the attractiveness of the employee shareholder regime for participants.

The employee shareholder regime has been embraced by (predominantly) private business looking to offer employees an 
opportunity to share in the growth in value of the businesses in which they work. Significant tax free gains may accrue under 
existing schemes. The new lifetime limit may reduce the attractiveness of this incentive going forward.

Employee travel and subsistence expense rules

The measure
Following a review by the Office of Tax Simplification, the government announced in the Budget 2014 that it 
intended to review the underlying rules for which provide tax relief for employee travel and subsistence expenses.

The government published a discussion document on 23 September 2015 which set out the case for changing the 
current rules. Interested parties were invited to respond to the proposals in the document by 16 December 2015. 
The government has analysed the responses and has concluded that, although complex in parts, the current rules 
work well enough for the majority of employees and are well understood. As a result, no changes will now be made 
to the rules.

Who will be affected?
Those employers and employees who are affected by the complexity of the current rules, e.g. employees who have 
more than one permanent workplace.

When?
The current rules continue unchanged.
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Our view
Amending the rules would have meant additional administration for employers in order to ensure that expenses policies and 
processes reflected the updated rules and that employees understood the changes. However, there are some difficulties and 
challenges in applying the current travel and subsistence expenses to certain scenarios, which the government recognises, but the 
opportunity to simplify and improve these has now been passed over.

Employer provided pensions advice

The measure
The government will increase the tax and NIC relief available for employer‑arranged pensions advice from £150 to 
£500.

It will also consult on introducing a pensions advice allowance which would allow individuals to withdraw up to 
£500 tax free from their defined contribution pension scheme in order to pay for the cost of financial advice.

Who will be affected?
Those affected will be:

• Employers who have decided to make pensions advice available and the employees who benefit from that advice; 
and

• Individuals who want to take advice in relation to their pensions who would otherwise have to pay for this from 
taxed income.

When?
This will take effect from 6 April 2017.

Our view
We welcome these measures as:

• the increase from £150 to £500 is more likely to cover the cost of meaningful pensions advice for employees; and

• individuals can access pensions advice which they may not otherwise have wanted to pay for from net income.

Voluntary payrolling: non‑cash vouchers and credit 
tokens

The measure
HMRC will amend the PAYE regulations this summer so that employers can payroll non‑cash vouchers and credit 
tokens from 6 April 2017. Following recommendations by the Office of Tax Simplification, from 6 April 2016 
employers are able to voluntarily payroll a range of benefits, including the provision of company cars and medical 
insurance. Instead of reporting benefits on form P11D for inclusion in employees’ PAYE codes, tax is collected during 
the tax year through the employer’s payroll. From 6 April 2017 the range of benefits that can be payrolled will be 
extended.

Who will be affected?
This measure will be of interest to all employers who provide their employees with non‑cash vouchers and credit 
tokens.
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When?
This measure will take effect on 6 April 2017, but employers will need to notify HMRC of their intention to payroll 
before that date.

Our view
Non‑cash vouchers and credit tokens are generally subject to Class 1 NIC and payrolled for NIC purposes anyway. This change will 
allow an alignment of processes for tax and NIC. Extending the range of benefits that can be payrolled will reduce the number of 
P11Ds that employers need to complete and HMRC will need to process. Employers will still be required to report on the forms 
accommodation benefits and beneficial loans.

Fair bargain

The measure
Legislation will be amended to clarify that the concept of ‘fair bargain’ should not apply to certain benefits in kind. 
‘Fair bargain’ applies where an employee has received goods or services from their employer at exactly the same cost, 
terms and conditions as a member of the public on arms‑length terms. Where this applies there is no taxable benefit.

The government maintains that the concept cannot apply to living accommodation, company cars and vans and 
beneficial loans and is legislating to put this beyond doubt. These are benefits that have their own specific rules for 
calculating the taxable amount, compared to other benefits which are taxed based on the cost to the employer. 
Here there is only a ‘fair bargain’ where the employee bears at least the cost to the employer.

Who will be affected?
The measure affects employers who provide benefits to their employees who then pay for the benefit, where the 
taxable value is determined by specific charging rules other than cost of providing the benefit.

There will be a carve‑out for employers that trade in the provision of hire cars to the public. In the circumstances 
where the employee hires a car from the employer at the same cost and under the same terms and conditions as any 
member of the public, there will not be a benefit in kind charge.

When?
The amendments to the legislation are considered a clarification rather than a change in the substantive tax 
treatment.

Our view
Employers who rely on fair bargain to reduce the taxable benefit reportable for their employees will have to review the scale of the 
taxable benefits that they are reporting.

Personal service companies and the public sector

The measure
The personal service company rules (IR35) broadly apply where an individual offers services through a company to 
a third party, but in substance (based on a number of tests) they are more akin to an employee of that third party.

The government intends to reform these rules for public sector engagements, such that the individual themselves will 
no longer be responsible for determining whether they apply. The intention is that this responsibility will move from 
the personal service company to the public sector employer, agency, or third party.

If the IR35 rules do apply, then under these new rules the employer, agency or third party will have to account for 
income tax and national insurance contributions (‘NICs’) through real time information (‘RTI’). The contracting party 
closest to the IR35 company will be required to do this.
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It is the intention that HMRC, in partnership with the relevant stakeholders, will introduce clear objective tests to 
determine whether these new rules will apply to a particular engagement. Where the position is not clear, HMRC will 
develop a digital tool to provide engagers with a real‑time HMRC view on whether the new rules will apply.

Who will be affected?
Organisations that are public authorities for the purposes of the Freedom of Information Act 2000 will have to 
operate the new rules. Those organisations, e.g. employment agencies, which provide workers to the public sector, 
may also be affected if these services are provided through personal service companies.

When?
This will take effect from April 2017 and draft clauses to bring about these changes will be published in Finance Bill 
2017. More detail on this proposal will be set out in a consultation document to be published before the summer 
which will invite views from stakeholders.

Our view
There is general acceptance that the IR35 rules are not very effective. These changes will try to ensure that those who are 
providing their services through a personal service company to public sector organisations will have the correct treatment applied 
to them.

The proposed changes will bring additional administration for the public sector and agencies supplying staff to this sector. 
Introducing clear, objective tests for employers and engagers to determine whether the rules apply is likely to be challenging.

In the summer of 2015, the government had published a discussion document on the effectiveness of the IR35 legislation across 
all sectors, both public and private with a view to changing the rules for all employers and engagers. It is possible that once these 
arrangements are implemented for the public sector, they will be extended to a wider population.

National Insurance Contribution treatment of 
termination payments

The measure
Certain forms of termination payment are currently exempt from employee and employer National Insurance 
contributions (NICs) and the first £30,000 is income tax free. The government announced that, from April 2018, 
it will tighten the scope of the £30,000 exemption and align the income tax and NICs rules so employer NICs are 
due on those payments above £30,000 that are already subject to income tax. The full amount of any termination 
payments will remain outside the scope of employee NICs.

Who will be affected?
This measure will affect employers.

When?
This measure will be introduced from April 2018.

Our view
This measure broadly aligns the income tax and NICs treatment of termination payments, but it will lead to an increase in 
employer costs with regard to the provision of termination payments.

It may lead to increased complexity for payroll operators as termination payment amounts in excess of £30,000 would be subject 
to employer NICs but not employee NICs. There will also be an additional layer of complexity in respect of internationally mobile 
employees. Following the Budget, HMRC has clarified that the government proposes to remove foreign service relief from April 
2018, which was not referred to in the Budget announcement. This means that internationally mobile employees who are 
made redundant on return to the UK after a working career abroad will be taxed in the UK on their severance unless and to the 
extent that treaty relief is available, but the NIC position will normally depend on where the employee was insured at the time 
of termination.
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Rates and allowances

The measure
The income tax personal allowance and basic rate band for 2016/17 were already confirmed before the Budget. 
The personal allowance will be £11,000 (increased from £10,600 in 2015/16) and the basic rate band will be 
£32,000 (increased from £31,785 in 2015/16), producing a higher rate threshold of £43,000.

The Chancellor announced that the personal allowance and basic rate band for 2017/18 will be increased to £11,500 
and £33,500 respectively, increasing the higher rate threshold to £45,000.

The upper national insurance threshold is linked to the higher rate threshold. The lower threshold is £8,060 for 
2015/16 and 2016/17. Increases in the lower threshold are calculated by reference to the consumer prices index 
(‘CPI’).

Higher rate taxpayers benefit more than basic rate taxpayers from the increases in personal allowance and basic rate 
limit, but some of the benefits will be clawed back in the form of extra National Insurance Contributions (‘NICs’) 
because of the increase in the upper earnings limit. Basic rate taxpayers will see a saving of £80 in 2016/17 compared 
to 2015/16, and higher rate taxpayers an overall saving of £141. The equivalent savings in 2017/18 compared to 
2016/17 are £100 for basic rate taxpayers and £300 for higher rate taxpayers. Those with income of over £100,000 
whose personal allowance is tapered away will see extra cost of up to £19 in 2016/17 compared to 2015/16, but 
should have a saving of £100 in 2017/18.

The Chancellor announced that the capital gains tax rates will be reduced for gains arising on disposals from 6 April 
2016. Gains will be taxed at 10% to the extent that the basic rate band is available, or 20% for amounts in excess of 
this. However, residential property that is not subject to principal private residence relief and gains on carried interest 
will continue to be taxed at 28%. The entrepreneurs’ relief rate will remain at 10%. The capital gains tax annual 
exemption for 2016/17 has not been confirmed, but it is expected that this should be frozen at £11,100. In the 
absence of a specific announcement, it is adjusted by reference to CPI. The CPI adjustment for the relevant period 
was negative, so the exemption should not change.

As announced previously, from 2016/17 both the personal savings allowance and the dividend allowance will be 
available. The personal savings allowance will provide an exemption (a 0% tax rate) of £1,000 of interest received on 
an individual’s savings for basic rate taxpayers, and £500 for higher rate taxpayers, giving an equal saving for both 
of £200 per annum. Additional rate taxpayers will not receive the allowance. The dividend allowance of £5,000 
(again a 0% tax rate) will be available for all UK resident individual taxpayers. Dividends that are not covered by the 
allowance will be taxed at 7.5%, 32.5% and 38.1% for basic, higher and additional rate taxpayers, respectively.

It has been confirmed that Class 2 National Insurance will be abolished from April 2018. The government will publish 
its response to the recent consultation on benefit entitlement for the self‑employed in due course. This will set out 
details of how the self‑employed will access contributory benefits after Class 2 is abolished.

Who will be affected?
Individuals who are subject to UK income tax, NIC or capital gains tax. Trustees and personal representatives will also 
be affected by the changes in capital gains tax rates.

When?
The reduction in the rates of capital gains tax will take effect for disposals on or after 6 April 2016. The changes in 
the personal allowance and higher rate threshold that were announced today will take effect from 6 April 2017.

Our view
The increases in personal allowance and higher rate threshold in 2017/18 will be welcome news to taxpayers at all levels of 
income. Although national insurance costs will increase for many taxpayers, the income tax savings should more than offset this. 
The reduction in capital gains tax rates will also be good news for individuals and trustees with gains on relevant assets.
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Salary sacrifice

The measure
The government is considering limiting the range of benefits that attract reduced income tax and (especially) 
NICs when provided as part of a salary sacrifice schemes. There is no intention for pension saving, childcare and 
health‑related benefits such as Cycle to Work to cease to benefit from income tax and NIC relief when provided 
through salary sacrifice arrangements.

Who will be affected?
Employers and employees that have entered salary sacrifice arrangements through which employers provide benefits 
beyond those listed above could be affected. Examples of benefits that government might be targeting include 
cars, IT equipment and wines. Some employees choose to have additional holidays through salary sacrifice, but it is 
difficult to see how the government could impose a tax and NIC charge in that scenario on the salary sacrificed.

When?
No time line has been set for the government to consider or consult on salary sacrifice. HMRC has already held 
informal meetings with employers this year to better understand the reasons why employers implement salary 
sacrifice arrangements and how they are used.

Our view
An announcement on salary sacrifice was expected at this Budget. It is clear that the government is concerned about a loss of 
revenues through salary sacrifice. Employers and employees alike will be relieved key benefits such as pension contributions are 
not being targeted.
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