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Business tax 
 
Income shifting 
HMRC issued a consultation 
document and draft legislation in 
December 2007. The focus of the 
proposed legislation is to prevent 
business income from being 
shifted from one individual to 
another who is subject to a lower 
rate of tax. A further period of 
consultation was announced on 
12 March 2008, with the intention 
that legislation will be introduced 
in Finance Bill 2009. 
 
Capital allowances 
Major changes to the capital 
allowances regime had already 
been announced prior to the 
Budget. These changes are to 
take effect from 1 April 2008 for 
companies and 6 April 2008 for 
unincorporated businesses – a 
summary can be found at 
http://digbig.com/4whnq  . 
 
Initial and annual enterprise zone 
allowances will be withdrawn 
from April 2011, although they 

will continue to be available in full 
on qualifying buildings up to that 
date and will not be phased out 
gradually. Where a qualifying 
building is disposed of within 
seven years of first use, a 
balancing charge arises. This will 
continue to apply even where the 
disposal takes place after 
2010/2011. 
 
An anti-avoidance rule will apply 
to sales and transfers of 
industrial buildings between 
connected parties taking place on 
or after 12 March 2008. The 
purpose of this rule is to prevent 
the two parties from claiming 
multiple writing down allowances 
which may arise as a result of the 
withdrawal of balancing 
allowances.  
 
Where expenditure is incurred on 
the replacement of integral 
features, in certain circumstances 
such expenditure will only be 
eligible for capital allowances at 

March 2008 

 

Budget 2008 commentary 

Alistair Darling’s first Budget contained a number of 
concessions and deferred several important changes.  However, 
many proposals take effect for 2008/09 and individu als and 
businesses have key decisions to make before 6 Apri l.  
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the 10% ‘special rate’, preventing 
a revenue deduction in those 
cases where this might otherwise 
have been claimed. 
 
From April 2008, all companies 
and other businesses will be 
entitled to claim up to the full 
amount of any unrelieved 
expenditure in either their general 
plant & machinery or special rate 
pools where the unrelieved 
amount is £1,000 or less. This 
will save those businesses from 
having to calculate writing down 
allowances on very small 
balances over a large number of 
years. 
 
First year allowances of 100% 
will continue to be available until 
at least 31 March 2013 for 
expenditure on cars with low CO2 
emissions. With effect from  
1 April 2008, however, a car will 
only be classed as low CO2 
emitting if emissions are not 
more than 110g/km (the limit is 
currently 120g/km). 
 
Corporation tax rates 
The main rate of corporation tax 
will remain at 28% for the 
financial year commencing  
1 April 2009. The rate applicable 
to small companies for the year 
commencing 1 April 2008 will be 
21%. It was announced in the 
2007 Budget that this rate will 
increase to 22% from 1 April 
2009. 
 
Simplification of associated 
companies’ rules 
Changes will be introduced to 
rules used to determine whether 
or not a company is eligible for 
the small companies’ rate of 
corporation tax. 
 
Eligibility for this rate depends on 
the number of companies 

associated with the company in 
question. Two companies are 
associated with each other if one 
controls the other or they are 
under common control. When 
considering which companies are 
controlled by an individual, it is 
necessary to consider interests in 
companies held by the 
individual’s associates, which 
include his or her business 
partners. 
 
With effect from 1 April 2008, it 
will only be necessary to take into 
account the interests of an 
individual’s business partners 
when ‘relevant tax planning 
arrangements’ have been 
entered into. These will be 
defined as arrangements which 
involve both the individual and 
his or her business partner and 
secure a tax advantage by virtue 
of the company’s eligibility for the 
small companies’ rate. 
 
Taxation of foreign profits 
A consultation document was 
issued in summer 2007 regarding 
the taxation of UK companies on 
their overseas profits. It was 
announced in the Budget that a 
further consultation document will 
be issued before summer 2008.  
 
Enterprise management 
incentives 
The individual limit per employee 
for enterprise management 
incentive (EMI) share options is 
to increase to £120,000 from 
£100,000 for options granted on 
or after 6 April 2008. This will 
help many companies who wish 
to incentivise key executives. 
 
From Finance Bill 2008 two other 
measures will take effect. 
Companies with 250 or more 
employees will cease to qualify 
for EMI. Also, the list of non-

qualifying activities will be 
extended to include shipbuilding, 
coal and steel production. The 
first of these measures will 
exclude a number of companies 
that would otherwise have 
benefited.  
 
Changes to R&D 
Legislation will be introduced in 
Finance Bill 2008 to increase 
R&D relief available to all 
companies. Relief under the 
large company scheme will 
increase from 125% to 130% of 
qualifying expenditure. Similarly, 
relief under the small and 
medium-sized enterprises (SME) 
scheme will increase from 150% 
to 175%, subject to EU State aid 
approval. 
 
It is not yet clear how the value of 
‘cash-back’ tax credits available 
to loss-making companies will be 
calculated under the SME 
scheme once the rate of relief 
has been increased. At present, 
credits are granted equal to 24% 
of qualifying expenditure. Under 
EU State aid rules, such credits 
may not be increased to more 
than 25% of eligible expenditure. 
 
In order to achieve EU approval, 
further amendments are being 
made to the SME and vaccine 
research relief (VRR) schemes. 
Firstly, companies whose most 
recent accounts are not produced 
on a going concern basis will not 
be eligible for relief under either 
scheme. Secondly, the amount of 
relief available under these 
schemes will be restricted to 
€7.5m per project. 
 
Large companies claiming relief 
under the VRR scheme will need 
to make a declaration concerning 
the incentive effect of their 
claims. The rate of relief available 
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under the VRR scheme will also 
be reduced for all companies 
from 50% to 40%. 
 
HMRC ‘customer’ service 
HMRC has expressed its 
commitment to improving the 
service it provides to SMEs in a 
document entitled ‘Delivering a 
new relationship with business’. 
 
As well as summarising previous 
improvements and initiatives 
already announced the document 
sets out a number of proposed 
changes to HMRC working 
practices. These include: 

�  an improvement in HMRC’s 
online infrastructure and 
customer support 

�  a move to a risk-based 
approach to compliance 
checks 

�  use (on a trial basis) of 
‘general tax’ officers who will 
be able to carry out single co-
ordinated enquiries into all 
the tax affairs of a business 

�  an extension of the tax 
payment options available, 
including a budget payment 
plan to be operated through 
the direct debit system. 

 
Increased VAT cost on hire of 
temporary staff 
The Government will withdraw 
the staff hire concession with 
effect from 1 April 2009. This 
concession allows employment 
bureaux supplying temporary 
staff to only charge VAT to clients 
on the margin made, allowing the 
wages element of the fee to be 
free of VAT (as long as the client 
was responsible for paying the 
temporary staff direct). 
 
This concession is of significant 
value to businesses which are 
unable to fully recover VAT on 

their costs and who use 
temporary staff. Affected 
businesses include banks, 
insurers, nursing homes, private 
hospitals, private schools and 
colleges, universities and 
charities. The loss of the 
concession next year will be a 
significant cost to these 
businesses. Indeed, HMRC 
estimates that the concession 
currently saves businesses some 
£255m per year in total. 
 
VAT exemption for fund 
management 
The Budget includes an 
extension of the VAT exemption 
to certain fund management fees. 
Draft legislation will be published 
next month and the new 
exemption implemented on  
1 October 2008. The current 
exemption is limited to 
management of authorised unit 
trusts, trust based schemes and 
the management of the property 
of an open-ended investment 
company. The exemption will be 
extended to fund management of 
all UK listed investment entities, 
including investment trusts and 
venture capital trusts, and to 
recognised overseas funds.  
 
The changes are being made to 
comply with the European Court 
of Justice decision last year in 
the case of JP Morgan Fleming 
Claverhouse Investment Trust plc 
which ruled that the existing UK 
exemption was too narrow. It is 
possible that, even with these 
changes, the UK exemption 
remains too narrow and 
exemption should be extended to 
include fund management fees 
for other unlisted collective 
investments including enterprise 
investment schemes, pension 
funds and investment clubs. 
 

Claims for overpaid VAT 
As expected, the Government 
has announced that it will 
introduce legislation to provide a 
cut-off point for claims to recover 
VAT overpaid before the 
introduction of the three year cap. 
This is no doubt intended to bring 
to an end the litigation running 
over the past 10 years which 
successfully challenged the 
Government’s introduction in 
1996 of a three year cap on 
claims for overpayments without 
any transitional period in which 
taxpayers with accrued claims 
could lodge them. Legislation 
introducing a cap on under-
claims of VAT was introduced in 
1997 and similarly found to be 
defective. 
 
Claims for overpayments 
between 1973 and 1996 (or 
under-claims between 1973 and 
1997) must be lodged with 
HMRC before 31 March 2009. It 
does not matter when the 
overpayment was discovered and 
claims can normally be made 
even where there are few or no 
records (as long as the claim can 
be estimated). In HMRC’s view, 
the three year cap is otherwise 
effective. Any claims for 
overpayments or under-claims 
after 1996/97 must be made 
within three years of the date of 
the overpayment or under-claim. 
 
Land & buildings – changes to 
option to tax rules 
Supplies of land and buildings 
are in many cases exempt from 
VAT but, for many years, 
taxpayers have had the right to 
opt to tax land, i.e. elect for a 
transaction involving land to be 
subject to VAT. The benefit of 
opting is the ability to recover 
VAT on associated costs. 
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Over the years the rules on 
opting to tax have become 
extensive and complicated and 
the Government has announced 
that the legislation will be 
rewritten with effect from 1 June 
2008. Although the new 
legislation is not yet available, 
HMRC has announced that it will 
include a number of minor 
changes which should improve 
the administration of the option to 
tax. For example, the new 
legislation will include the right in 
certain cases to exclude new 
buildings from the option. 
Another change is that an option 
to tax will now lapse 
automatically six years after the 
taxpayer ceased to have an 
interest in the opted land. 
 
Increased limit for errors on 
indirect tax returns 
The Government has announced 
increases to the limits below 
which errors in earlier returns do 
not have to be separately 
disclosed to HMRC but merely 
accounted for on the current 
return. The existing limit for VAT, 
insurance premium tax, air 
passenger duty, landfill tax, 
climate change levy and 
aggregates tax is a net total of 
£2,000 of errors discovered in 
any one return period. 
 
The limit will be increased to the 
greater of £10,000 or 1% of 
turnover for the return period 
(subject to a maximum of 
£50,000). The new limits will 
come into force for accounting 
periods commencing on or after  
1 July 2008. 
 
Reduced VAT rate on smoking 
cessation products extended 
Last year the Government 
introduced a one-year 5% rate on 
sales of non-prescribed smoking 

cessation products; including 
patches, gums, and inhalators. It 
was due to expire by 1 July 2008 
but the Government has 
announced that it is to be 
extended. The sale of prescribed 
smoking cessation products will 
remain zero-rated. 
 
Green measures  
Air passenger duty will be 
replaced by aviation duty 
(charged per plane) on  
1 November 2009.  
 
The climate change levy is due to 
increase on 1 April 2008 in line 
with inflation. Further increases in 
line with inflation will take effect 
on 1 April 2009. Electricity 
generated from coal mine 
methane will no longer qualify for 
exemption from the levy with 
effect from 1 November 2008. 
The invoicing requirements for 
supplies subject to the levy will 
be simplified with effect from 
Royal Assent to Finance Bill 
2008. 
 
With effect from 13 March 2008, 
there are increases in vehicle 
excise duty (VED), although the 
lower rates have been frozen. 
The Government is also 
introducing new VED rates and 
bands with effect from 2009. This 
should lead to a reduction in VED 
on cars with CO2 emissions of 
150g/km or less, but an increase 
to £425 for the most polluting 
cars. In addition, new first year 
VEDs will be introduced in 
2010/11 to encourage buyers of 
new cars to opt for cleaner cars. 
Owners of cars with CO2 
emissions of 130g/km or less will 
pay no VED in the first year but 
the owners of the most polluting 
cars will pay £950 in their first 
year. 
 

Single use carrier bags will be 
subject to legislation from April 
2009 if retailers do not take 
voluntary action. 
 
Contaminated land relief 
The Government has confirmed 
its commitment to reform tax 
incentives for the development of 
brownfield land. The landfill tax 
exemption for waste from 
contaminated land will be phased 
out by 1 April 2012. The 
Government will recycle the 
additional revenue to extend land 
remediation relief to expenditure 
on derelict land and to the 
removal of Japanese knotweed 
by treatment from 1 April 2009. 
The Government will consult on 
draft rules during summer 2008. 
 
Insurance premium tax 
Overseas insurance companies 
with no presence in the UK but 
insuring UK risks are required to 
appoint a tax representative who 
is jointly and severally liable for 
the insurance premium tax (IPT). 
Not surprisingly, insurance 
companies have found it difficult 
to appoint representatives. In 
such situations, if the overseas 
insurer did not pay the IPT, 
HMRC could alternatively recover 
the tax from the insured. 
 
From the date of Finance Act 
2008, the requirement to appoint 
a tax representative will be 
abolished as will HMRC’s right to 
recover from the insured in most 
circumstances. This will be the 
case unless the insurance 
company is based in a state with 
which the UK has no mutual 
assistance procedure. Insurance 
purchased from insurers based in 
the EU and other major trading 
partners such as the USA will be 
protected. 
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Personal tax 
 
Income tax  
As announced in the 2007 
Budget, the basic rate of income 
tax reduces to 20% from 6 April 
2008. The 10% band is 
removed and in its place there 
will be a new 10% starting rate 
for savings income only. If an 
individual’s taxable non-savings 
income is above £2,320 for 
2008/09, the 10% savings rate 
will not be applicable.  
 
UK resident individuals and non-
resident Commonwealth and 
EEA nationals who receive 
dividends from UK companies 
are currently entitled to a non-
payable tax credit. From 6 April 
2008, the availability of the non-
payable tax credit will be 
extended to those in receipt of 
dividends from non-UK 
companies, where they own 
less than a 10% shareholding. 
With effect from 6 April 2009, 
the availability of this non-
payable tax credit will also be 
extended to include those with 
larger shareholdings in non-
resident companies.  
 
Residence and domicile 
The Government has provided 
some major relaxations to some 
of the proposed measures 
affecting non-UK residents and 
non-UK domiciliaries. There is 
an increase in the de minimis 
limit from £1,000 to £2,000. It 
has also been announced that 
the £30,000 charge will be able 
to be treated as a payment of 
UK tax relating to a real 
remittance and, therefore, 
potentially creditable against 
foreign tax and that children will 
not have to pay the annual 
charge.  

In addition, the rules governing 
the counting of days in the UK for 
the purpose of determining tax 
residence here have been 
amended. The proposal to count 
days of arrival and departure as 
days in the UK has been 
dropped and, from 6 April 2008, 
a midnight spent in the UK will 
count as a day here, unless the 
individual is in transit and does 
not have another purpose in 
being here. 
 
The area where the largest 
change has occurred is to the 
proposals for the taxation of non-
UK domiciliaries in connection 
with their interests in offshore 
trusts. Income and gains in 
offshore trusts will now only be 
taxed when they are remitted to 
the UK, even if these arise from 
UK assets such as property. This 
means non-UK domiciliaries 
should be able to continue to 
invest in UK assets through their 
offshore trusts. Also, where 
works of art owned by offshore 
trusts are sold in the UK, tax will 
only be due when the trust remits 
the gain to the UK.  
 
It has now been confirmed that 
the rules attributing trust gains to 
UK resident domiciliaries, which 
are due to be extended to non-
domiciled individuals, will allow 
for the rebasing of trust assets to 
6 April 2008. This means that 
non-UK domiciliaries will not be 
taxed on gains accruing before 6 
April. There are a number of 
other complex amendments to 
the way in which offshore trusts 
are taxed, which are in general 
beneficial.  
 

Unfortunately, the same cannot be 
said for offshore companies owned 
by non-UK domiciliaries. The 
proposed changes are to be 
applied on 6 April 2008 without 
amendment, except where the 
company is owned by offshore 
trustees, when attributed gains 
from the company will be accorded 
the same treatment as other trust 
gains.  
 
A further briefing on these issues 
is available on our website. 
 
Entrepreneurs’ relief  
A new ‘entrepreneurs’ relief’ will 
apply to capital gains arising after 
5 April 2008. It will provide an 
effective 10% tax rate on the 
disposal of: 

�  an interest in a business 

�  assets used in a ceased 
business 

�  certain company shares and 
securities. 

 
A life-time limit of £1m will apply 
giving a total maximum relief of 
£80,000. The qualifying conditions 
are similar to the former retirement 
relief except there is no minimum 
age requirement. For sales of 
businesses, the taxpayer must 
have owned the business for the 
12 month period up to the date of 
disposal. For sales of shares or 
securities, conditions apply for the 
same period in relation to the 
ownership and employee status of 
the taxpayer and the trading status 
of the company concerned. 
 
The relief will, in principle, be 
available on the incorporation of a 
business, repurchase by a 
company of its own shares and  
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winding-up of a company, 
provided certain conditions are 
met. The relief will also be 
available to certain trusts where 
a ‘qualifying beneficiary’ meets 
certain requirements.  
Gains held-over before 6 April 
2008 into qualifying corporate 
bonds will qualify if the 
necessary conditions would 
have been met at the point that 
the gain was held-over, had the 
relief existed. Gains on ‘old 
shares’ rolled over into ‘new 
shares’ before 6 April 2008 will 
also qualify if the various 
conditions are met with 
reference to the company that 
issued the new shares. 
 
Extension of sideways loss 
relief restrictions to sole 
traders 
Measures will be introduced in 
Finance Bill 2008 to restrict the 
amount of relief available to 
individuals for losses arising in a 
trade carried on other than in 
partnership. Two main 
measures will be introduced. 
 
Firstly, where tax avoidance 
arrangements are entered into 
on or after 12 March 2008, no 
trading losses arising from those 
arrangements will be available 
for utilisation against an 
individual’s other income where 
the individual carries on the 
trade in a ‘non-active’ capacity. 
A non-active capacity is defined 
as spending an average of less 
than 10 hours per week, in the 
relevant period, personally 

engaged in activities of the trade. 
 
Secondly, where there is no tax 
avoidance arrangement but the 
individual nevertheless carries on 
the trade in a non-active 
capacity, there will be an annual 
limit of £25,000 of losses eligible 
for relief. For individuals with 
basis periods spanning 12 March 
2008, the £25,000 limit will be 
pro-rated accordingly. These 
restrictions will not apply to 
losses derived from qualifying 
film expenditure, or to losses of a 
Lloyd’s underwriting business. 
 
Venture capital schemes 
Individuals can claim income tax 
relief in respect of their 
investments in the enterprise 
investment scheme (EIS) and the 
venture capital trust (VCT) 
scheme. The amount of relief 
that may be claimed by an 
individual in any one year under 
the EIS scheme will be increased 
from £400,000 to £500,000. This 
measure is subject to EU State 
aid approval but will take effect 
from 6 April 2008 irrespective of 
the date that approval is 
obtained. 
 
No relief is given under EIS, VCT 
or the corporate venturing 
scheme (CVS) where the trading 
company in which the funds are 
invested carries on ‘excluded 
activities’. The list of excluded 
activities will be expanded for 
shares issued on or after 6 April 
2008 under the EIS and CVS 
schemes and for money raised 

on or after that date under the VCT 
scheme. The excluded activities 
will then include shipbuilding, coal 
production and steel production. 
 
Changes for trusts 
There was an anomaly in the way 
that certain interests in trusts, pre-
dating 22 March 2006 but 
amended between that date and 6 
April 2008, were taxed. Draft 
legislation ensures that where a 
‘transitional serial interest’ was 
granted to the existing beneficiary, 
during the transitional period, no 
inheritance tax (IHT) charge 
should arise. In addition, the 
transitional period during which 
existing interest in possession 
trusts can be rearranged has been 
extended to 5 October 2008. 
 
Overseas tax on profits of trade 
of individual 
Where an individual carries on a 
trade or profession partly in the UK 
and partly overseas, he or she is 
entitled to a credit against his or 
her UK tax on the income for any 
overseas tax paid on the same 
profits. In 2005, the rules for 
companies were changed to 
restrict the double tax relief credit 
to an amount equal to the UK 
corporation tax payable on that 
part of its profits that were subject 
to overseas tax. Previously, the 
limit was the total UK corporation 
tax on the total profits of the trade. 
Similar legislation is to be 
introduced for individuals and 
income tax with effect from 6 April 
2008. 
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Anti-avoidance 
 
The Government is committed to 
ensuring that all taxpayers pay 
the tax that Parliament intended. 
This goal has resulted in a 
reconsideration of the approach 
to anti-avoidance legislation. 
HMRC is now consulting on both 
more targeted and principles-
based legislation that denies the 
tax savings sought in ways that 
are not envisaged by the tax 
legislation. In the meantime, this 
year’s Budget introduces a 
number of specific pieces of anti-
avoidance legislation aimed at 
specific arrangements entered 
into by financial institutions and 
other large companies. Some of 
these have effects for smaller 
businesses, as follows: 

�  When the long-funding lease 
legislation was introduced, 
there were certain restrictions 
on the tax relief available to 
traders who had sold or 
leased and leased-back plant 
and machinery where the 
financial lessor was not liable 
to tax on part of the receipt, 
for example, where it was 
received as a premium. As a 
result of putting beyond 
doubt the tax liability of the 
lessor, from 12 March 2008, 
in most circumstances, the 

trader will obtain tax relief on 
total future lease payments. 

�  The controlled foreign 
companies (CFCs) legislation 
taxes UK companies on 
income arising to overseas 
subsidiaries in low tax 
jurisdictions subject to certain 
exemptions. Some 
companies sought to avoid 
CFC status by owning such 
subsidiaries via a trust or 
partnership. Whether or not 
such structures were 
effective, HMRC has now 
proposed, with effect from 12 
March 2008, legislation that 
will put beyond doubt the 
CFC status of such 
subsidiaries. 

�  When tax relief for the 
amortisation of intangible 
assets was introduced, it was 
limited to assets acquired 
after 31 March 2002. The 
original legislation prevented 
groups of companies 
applying it to earlier 
acquisitions by transferring 
intangibles between related 
parties. To stop avoidance of 
this measure by structuring 
the transaction using 
companies in some form of 
insolvency procedure, where 
ownership of the asset lies 

with a receiver, liquidator or 
administrator, legislation will 
be introduced in Finance Bill 
2008 to ignore these 
proceedings in applying the 
restrictions in the 2002 
legislation. 

�  Where a company ceases to 
carry on a trade and its plant 
and machinery has a market 
value below its tax written 
down value, a balancing 
allowance is available in 
respect of the difference. If 
the company ceasing to trade 
is loss-making, the balancing 
allowance may be of little 
value. However, if the 
company is first sold to an 
unconnected profitable group 
that on-sells the trade to the 
originally intended purchaser, 
the intermediate purchaser 
can use the balancing 
allowance. Legislation will be 
introduced to deny such 
allowances with effect for 
sales on or after 12 March 
2008. 

 
At the same time, the 
Government has taken the 
opportunity to tidy-up and repeal 
anti-avoidance legislation no 
longer required. 

 
Other measures 
 
Stamp duty 
As announced in the Pre-Budget 
Report, share transfers attracting 
the minimum £5 stamp duty 
charge will be exempt from  

stamp duty from 13 March 2008 
onwards, so that the documents 
do not have to be presented to 
the Stamp Office before they are 
sent to the company registrar.  

This new exemption will cover 
share transactions valued under 
£1,000 of; gifts of shares, the re-
registration of shares passing as 
a legacy or exchanges and 
partitions of shares. 
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SDLT zero carbon flats 
Finance Act 2007 introduced a 
new exemption from stamp duty 
land tax for zero carbon homes 
(broadly, for those which have a 
net nil output of CO2 from heating 
over the course of a year). The 
legislation overlooked zero 
carbon flats, and is being 
retrospectively altered so that 
these are covered by the 
exemption. Government 
departments that certify 
properties as ‘zero carbon’ will be 
allowed to charge a ‘reasonable’ 
(but unspecified) fee for granting 
that certificate.  
 
SDLT change of notification 
threshold 
Currently taxpayers do not have 
to make an SDLT notification if 
the transaction consideration is 
less than £1,000, even though 
SDLT does not become payable 
until the consideration exceeds 
£125,000 (or £150,000 for non-
residential property). Notification 
will not now be required unless 
the consideration exceeds 
£40,000 or there is annual rent of 
more than £1,000. 
 
SDLT is currently charged on 
leases at the 1% rate where the 
annual rent exceeds £600. This 
limit is raised to £1,000 for non-
residential property from Budget 
day. For most residential property 
SDLT will start at the 1% rate 
where all consideration, including 
premiums paid and the net 
present value of the rent, 
exceeds £125,000. 
 
SDLT anti-avoidance  
A rule introduced in Finance Act 
2007 to charge SDLT on 
changes in the internal profit 
sharing ratios of property 
investment partnerships has 
been reversed retrospectively.  

HMRC is aware of schemes that 
exploit the SDLT rules which 
allow properties to be moved 
around groups of companies free 
of SDLT. But for the anti-
avoidance rules, group relief 
would allow a property to be sold 
free of SDLT to a group 
company, which was itself sold 
with the property to an unrelated 
party. The new rules will deem 
transactions to have taken place 
in a particular order, to ensure 
that the anti-avoidance rules are 
effective. Schemes which attempt 
to use the special SDLT 
exemptions for Alternative 
(Islamic) Finance Arrangements 
are being blocked from Budget 
day. 
 
Gift aid – transitional relief 
The effect of the reduction in the 
basic rate of income tax from 
22% to 20% meant that charities 
faced a reduction in their eligible 
tax repayment from 28p in the 
pound to 25p in the pound. 
Transitional measures have now 
been announced allowing 
charities to receive a 2% 
transitional relief supplement for 
the years 2008/09 – 2010/11 
based on their qualifying 
donations received during this 
period. This effectively restores 
charities to the position that 
existed before the 2% reduction 
in the basic rate of income tax. 
The transitional relief will be 
available in respect of gift aid 
repayment claims submitted to 
HMRC up to two years after the 
end of the tax year for charitable 
trusts and up to two years from 
the end of the accounting period 
for charitable companies. 
 
Gift aid audits 
There has been widespread 
criticism of HMRC’s gift aid audit 
process and in particular the 

method of extrapolating the error 
rate across a charity’s repayment 
claims. From 12 March 2008, 
charities will be able to repair 
errors found during the audit visit 
before the error rate is 
extrapolated across the gift aid 
claims. 
 
HMRC will operate a de minimis 
error rate of 4% and for charities 
making gift aid repayment claims 
of less than £2,500 each year will 
not seek repayment of any 
incorrectly claimed tax. A new 
warning system is to be 
introduced where small errors 
have been identified during a gift 
aid audit but where recovery of 
tax is not sought immediately. 
The new system is designed to 
allow charities a period of time in 
which to improve their internal 
procedures before HMRC will 
seek to recover tax incorrectly 
reclaimed. 
 
HMRC powers 
New powers 
A raft of new powers to 
investigate taxpayers has been 
announced in the Budget. This is 
not entirely surprising as the 
proposals have been on the 
cards for some time. What is 
surprising and disappointing is 
the timescale. 
 
The proposals were the subject 
of several lengthy consultation 
documents, with the consultation 
period closing just six days ago 
on 6 March 2008. The measures 
now proposed will be included in 
Finance Bill 2008, apparently 
without any significant changes.  
 
The broad aims are to align 
HMRC’s powers and time limits 
across different taxes and to 
enable inspectors to investigate 
several taxes at once. There are 

8 



 

three main aspects of 
investigations that will change 
dramatically. 
 
Compliance checks 
What we know as enquiries or 
investigations are now being 
labelled as ‘compliance checks’. 
These include everything HMRC 
does to ensure all taxpayers 
declare the right amount of tax 
and include all current types of 
enquiry such as self assessment 
enquiries and PAYE. All the main 
taxes – income tax, capital gains 
tax, corporation tax, PAYE and 
VAT are included. The main 
issues that will be affected are as 
follows: 
 
Record keeping 
The general idea is to 
consolidate the rules with a 
single, generic record keeping 
requirement in primary 
legislation, very much the same 
as we currently have. That will be 
backed up by secondary or 
tertiary legislation if necessary, 
for example, to combat carousel 
fraud.  
 
Information powers 
The proposals will make HMRC’s 
powers much stronger than 
under the current enquiry regime. 
They include powers to: 

�  visit business premises to 
inspect assets, the premises 
and records 

�  inspect records generally to 
ensure they are adequate, 
perhaps even for those who 
do not need to submit a tax 
return 

�  demand ‘supplementary 
information’, being data 
beyond the statutory record 

keeping requirements such 
as explanations, annotated 
schedules, Board minutes 
and other correspondence 

�  require third parties to 
provide information about 
another’s tax return.  

 
The first two points above are 
totally new for most enquiry work 
and contain no right of appeal 
whatsoever.  
 
Time limits 
Time limits for changing the 
amount of tax due, for example 
because of an error or a 
discovery by HMRC that 
additional tax ought to have been 
charged, vary enormously across 
the taxes. These will now 
become far more aligned at 
either four or six years, except in 
the case of deliberate 
understatement of tax or failure 
to notify a tax liability which will 
be 20 years, more or less as it is 
now. 
 
Penalties 
Finance Act 2007 included new 
legislation on penalties for 
incorrect tax returns. Finance Bill 
2008 will extend that regime to 
cover more taxes, such as 
inheritance tax, as well as the 
offence of failing to notify a 
chargeable activity. There will 
also be a new provision to charge 
a penalty on someone other than 
the taxpayer where there is an 
incorrect return because he or 
she deliberately withheld or 
provided incorrect information. 
The amounts charged as 
penalties look set to increase 
significantly. 
 
 

Debt collection 
There are three separate 
changes to the current law: 

�  From this autumn HMRC 
expects to be able to accept 
payment by credit card.  

�  New powers for HMRC to set 
off overpayments and 
underpayments of different 
taxes at its discretion. 
Offsetting of debts may 
extend to related parties such 
as companies in a group or 
partners in a partnership 
although this is currently 
unclear. 

�  Debt enforcement powers 
allowing unpaid sums to be 
collected through the courts 
or by taking the taxpayer’s 
goods will be aligned.  

 
Powers to give effect to 
existing HMRC concessions 
The decision in the Wilkinson 
case made it clear that HMRC 
does not have wide discretion to 
make concessions from the strict 
application of tax law. HMRC has 
since undertaken a review of its 
concessions in the light of the 
Wilkinson judgment. It has been 
announced that the majority of 
HMRC’s concessions are 
considered to be clearly within 
the scope of its ‘collection and 
management’ discretion and so 
can continue to operate as they 
are. 
 
The intention is that when 
HMRC’s review is completed it 
will be possible to legislate to 
cover a substantial proportion of 
the remaining concessions and 
so enable the intended tax 
treatment to continue.  
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Income tax allowances 2008/09   

Personal allowance (age under 65) £5,435 
Personal allowance (age 65 - 74) £9,030 
Personal allowance (age 75 and over) £9,180 
Married couple's allowance* (age less than 75 and 
born before 6 April 1935) 

£6,535 

Married couple's allowance* (age 75 and over) £6,625  
Married couple's allowance* �  minimum amount £2,540 
Income limit for age-related allowances £21,800 
* given at the rate of 10%   
Blind person’s allowance £1,800 
  
Income tax rates 2008/09 Band 

** 10% starting rate for savings income only 
  (abolished for earnings and pensions income  
  from 6 April 2008) 

£2,320 

Basic rate     20%   £0 - £36,000 
Higher rate    40% Over £36,000 
  
Capital gains annual allowance 2008/09   

Individuals £9,600 
Trusts £4,800 
  
Inheritance tax 2008/09   

Nil band  £312,000 
40% Excess 
  
Corporation tax bands from 1 April 2008   
Small companies rate 21% 0 - £300,000 
Marginal rate  29.75% £300,000 - 

£1,500,00 
Main rate  28% Over 

£1,500,000  
  

 
 
  For more information on any of the 
above issues please get in touch 
with your usual PKF contact. 

This document has been prepared as a general guide. It is not a substitute for professional advice. 
Neither PKF (UK) LLP nor its partners or employees accept any responsibility for loss or damage incurred 
as a result of acting or refraining from acting upon anything contained in or omitted from this document. 
 
PKF (UK) LLP is a limited liability partnership registered in England and Wales with registered number 
OC310487. A list of members is available at Farringdon Place, 20 Farringdon Road, London, EC1M 3AP, 
the registered office. Certain of the services described in this document may be provided through PKF 
Financial Planning Limited. Both PKF (UK) LLP and PKF Financial Planning Limited are authorised and 
regulated by the Financial Services Authority for investment business and insurance mediation activities.  
 
The PKF International Association is an association of legally independent firms. 
 
PKF (UK) LLP operates a code of conduct to ensure that all types of data are managed in a way which 
complies with the Data Protection Act 1998. If you do not wish to be informed about the services we offer 
and forthcoming events, please contact your local office. © PKF (UK) LLP 2008. All rights reserved. 
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Contact us 
 
 
 

London and  North East 
South East 
  Leeds 
Alton 0113 228 0000 
01420 566800  
  Sheffield 
London   0114 276 7991 
020 7065 0000  
   
Guildford North West  
01483 564646  
  Liverpool 
  0151 237 4500 
East Anglia  
  Manchester  
Great Yarmouth  0161 832 5481 
01493 382500   
   
Ipswich  Scotland  
01473 320700  
  Edinburgh 
Norwich 0131 225 3688 
01603 615914   
  Glasgow  
  0141 429 5900 
Midlands   
   
Birmingham South West and  
0121 212 2222 Wales 
   
Derby Bristol 
01332 372936 0117 906 4000 
   
Leicester Cardiff 
0116 250 4400 029 2064 6200 
    
Lincoln   
01522 531441  
  Associated firms  
Nottingham   
0115 960 8171 Dublin 
  00353 1 496 1444 
 
  Guernsey  
  01481 727927 
   
  Isle of Man  
  01624 652000 
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