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CORPORATION TAXCORPORATION TAX

The CBI’s independent Tax Task Force has spent 
nine months collating intelligence and conducting 
detailed international research to produce a long-
term vision for the UK tax system. 

Its report, ‘UK business tax: a compelling case for 
change’, reveals that the UK has now reached a 
tipping point. The ever rising business tax burden 
and the failure of the tax system to respond to 
increasingly global business activity is creating a 
corporate tax system which is unsustainable in the 
long-term. 

To tackle this, the report proposes a root and branch 
overhaul of the UK corporate tax system, with a 
wide-ranging programme of reform to include: 

A headline corporation tax rate of 18 per cent within 
eight years, with the cut more than paying for itself 
over time through increased economic activity. 

Tax calculated on the basis of existing company 
accounts, scrapping the current system where 
firms have to maintain two sets of books. Allow 
all genuine business expenses to be properly 
recognised and replace complicated capital 
allowances with accounts-based depreciation. 

A ‘no surprises’ legislative and administrative process, 
with more time allowed for proper consultation 
on tax proposals, better resourced and effective 
parliamentary scrutiny, and limited budget secrecy. 

A non-political, independent tax law commission, 
established to monitor and review existing tax law 
and suggest improvements. 
Proactive UK government action on all cross border 
tax issues, co-ordinating with other governments, 
including on treaties to assign primary taxing rights. 

A simplified and improved tax system to stimulate 
the growth of small and medium-sized enterprises 
(SMEs), with an exemption from rules intended for 
multinationals, a small firms corporation tax rate 
brought back rapidly to 18 per cent within three 
years and the SME investment allowance doubled 
to £100,000.

The report makes clear that the advantages the 
UK gained from cuts to corporation tax during 
the 1980s and late 1990s have been lost. Other 
countries have taken bold steps to cut their rate: 
the Netherlands and Portugal to 25 per cent and 
Ireland is famously at 12.5 per cent. The UK’s rate 
meanwhile has lagged and is now higher than 
the OECD average of 26.8 per cent, even after this 
April’s cut from 30 per cent to 28 per cent. 

In terms of the burden of corporate tax, the UK’s 
effective average tax rate is now the eighth highest 
in the OECD. Nor is corporation tax the only burden; 
companies pay £1 in other taxes for every £1 of 
corporation tax. According to the World Economic 
Forum, the UK has slipped from 4th place in 1998 to 
15th in 2003 on the Global Competitiveness Index. 

New analysis conducted for the report supports the 
argument that cutting corporation tax can actually 
boost rather than reduce tax receipts over the 
long term, as has been the experience in Ireland. 
Using US-style ‘dynamic analysis’, the figures show 
a net cost to the Exchequer, varying from £0.3bn to 
£4.2bn, in each of the first seven years of the CBI’s 
proposed reform. But from then on, government 

revenues would be boosted by an average of 
£15.6bn each year, over years 8 to 12, rising to 
£26bn in year 12. 

The way business works has changed dramatically, 
says the task force. Twice the number of 
multinationals operate in the world today as did 
in 1990, an estimated 77,000 with a network of 
around 866,000 subsidiaries. Small firms are now 
just as likely to be global, with new technology 
making it ever easier for them. 

Complexity in the tax system makes it harder 
for business to plan ahead and pay its taxes. The 
average number of pages contained in the Finance 
Bill rose from 153 pages during 1980-4 to 312 pages 
from 1995-9 and 463 pages between 2000-7. In 
2007, Tolley’s Yellow Tax book totalled 9,866 pages, 
4000 more than in 2001. So it is no surprise that the 
UK now has the longest tax code in the world. 

A more complex tax system creates uncertainty, 
and this has led to charges of unfair tax 
‘avoidance’ made against firms even when 
planning arrangements are legitimate and purely 
commercial. Smaller firms suffer disproportionately 
from increased complexity because they cannot 
afford the same level of in-house resource or 
external advice as many larger firms. 

Tax 
Task Force 
delivers findings
Radical overhaul of the UK’s corporate tax system is needed 

A radical overhaul of the UK’s corporate tax system is needed urgently if the country 
is to regain its status as an internationally competitive location, a new report argues 
from the CBI, the UK’s leading business organisation that speaks for some 240,000 
businesses employing around a third of the private sector workforce. 

A more complex tax system 
creates uncertainty

NEWS IN BRIEF

Budget 2008 
property matters
Stamp duty and shared ownership 
The proportion of stamp duty payable 
on the shared equity Open Market 
HomeBuy scheme will no longer be 
required until buyers own 80 percent 
of the equity in their home. 

In addition, key workers qualifying to 
enter into shared ownership schemes 
will only need to borrow 50 per cent 
of the purchase price rather than 75 
per cent previously. 

Long-term fixed 
mortgages 
The Treasury will consult further on 
how to achieve affordable long-term 
fixed-rate mortgages, reporting back 
at this year’s Pre-Budget Report. The 
aim is to encourage more 10, 15 and 
25-year mortgages, but details of how 
this will be achieved in a way that 
appeals to borrowers have still not 
been revealed. 

Green homes 
The zero carbon scheme for new 
homes will be extended to cover non-
domestic buildings by 2019 and there 
will be an additional £26bn of funding 
for greener homes next year. 

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.
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WEALTH CREATION RETIREMENT

Following the pilots in promoting 
saving and financial inclusion, the 
Saving Gateway will be introduced 
nationally, with the first accounts 
available to savers from2010. 

The Saving Gateway is a cash saving 
scheme for those on lower incomes. 
Individuals in receipt of the following 
benefits and tax credits will be entitled 
to open an account in the national 
scheme: Working Tax Credits; Child 
Tax Credits paid at the maximum 
rate; Income Support; Jobseeker’s 
Allowance; Incapacity Benefit; 
Employment and Support Allowance 
and Severe Disablement Allowance.

Saving Gateway accounts will be 
offered by financial institutions such 
as banks and building societies, and 
will run for two years. At the end of the 
accounts the government will match 
(make a contribution for each pound 
saved) money which people have saved 
into their accounts. 

Third sector organisations such 
as credit unions, social housing 
providers and the Citizens Advice 
Bureau have expressed interest in 
providing information and support 
for savers in the scheme. 

Previously it was not possible to take 
small pension pots as a lump sum 
if the value of a person’s pension’s 
savings in total exceeded £16,000. 

Winter fuel bonus 
The chancellor announced a higher 
winter fuel payment for older people, 
but it will be paid only once. 

The Treasury said: ‘Building on the 
government’s substantial commitment 
to help pensioners, Budget 2008 
announces an additional one-off 
payment of £100 to households with 
someone aged 80 or over and £50 to 
households with someone aged 60 or 
over, to be paid alongside the winter 
fuel payment in 2008-09. 

The winter fuel payment is £200 for 
households with someone aged 60 

or over and £300 for households with 
someone aged 80 or over. 

Energy bills 
Gas and electricity companies will 
have to provide £150m of subsidies 
per year to the poorest households 
through social tariffs. By next winter 
they will have to show they have 
stopped penalising users of pre-
payment meters by making them 
pay higher rates for energy. 

Inheritance tax 
As previously announced, the 
inheritance tax allowance will be 
increased by more than inflation in 
each of the next three years. 

The allowance for the tax year 2008-09 
is £312,000 for individuals or £624,000 

for married couples and civil partners.

For 2009-10 it will be £325,000 for 
individuals or £650,000 for married 
couples and civil partners.

For 2010-11 it will be £350,000 for 
individuals or £700,000 for married 
couples and civil partners.

The
Saving 
Gateway
First accounts available 
to savers from 2010

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
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send them a copy.

Retirement 
matters 
Commitment to help pensioners
New rules announced in the Budget will allow small pension benefits to be paid as 
a lump sum where the value is below £2,000. This allows people to take very small 
benefits in one occupational scheme as a lump sum under the triviality rules while 
receiving an income from another, larger, pension pot. 
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There is currently a one ninth non-
payable dividend tax credit available 
for UK individuals receiving dividends 
from UK resident companies. Higher 
rate taxpayers, who are liable to tax 
at 32.5 per cent, in practice pay only 
25 per cent (of the net dividend) 
because part of the tax liability is 
covered by the tax credit. Basic rate 
taxpayers who are liable to tax at 10 
per cent, in practice do not pay any 

tax on dividends from UK companies 
because the tax liability will be 
entirely covered by the tax credit.

Budget 2007 announced a 
simplification of the tax system for 
UK individuals with foreign shares. 
From April 2008 the non-payable 
dividend tax credit has been 
extended to dividends from non-UK 
resident companies, provided the 

investor owns less than a 10 per 
cent shareholding.

Announced in Budget 2008 from 
April 2009, the non-payable dividend 
tax credit will be further extended to 
investors with a 10 per cent or greater 
shareholding in a non-UK resident 
company, unless the source country 
does not levy a tax on corporate 
profits similar to corporation tax.

Further extension for investors

Non-payable
Dividend
tax credit

Revenue actively pursue 
offshore bank accounts 
Around 5000 UK taxpayers come under scrutiny
Around 5,000 UK taxpayers believed to hold 
offshore bank accounts are being written to 
by Revenue and Customs requesting them to 
pay the unpaid tax they owe. 

This follows the Revenue’s so-called 
‘amnesty’ last year, when the agency 
gave holders of offshore bank accounts 

the chance to disclose hidden money in 
exchange for a flat rate penalty of 10 per 
cent of underpaid taxes and payment of all 
back taxes with interest. 

The Revenue are now actively pursuing 
a group of 5,000 people who it suspects 
have still not owned up to holding offshore 

accounts and they will all have received 
letters by 4 April. Those individuals with 
offshore accounts who do not cooperate 
could face prosecution for tax evasion. 

Prior to the June deadline last year over 
60,000 people notified the Revenue over 
their offshore accounts. 



The new 10 per cent benefit-in-kind tax band for 
company cars producing 120g/km of CO2 or less from 
the 2008/09 tax year is an important consideration. 
The Budget also revealed a reform of car vehicle excise 
duty rates and bandings, introducing new bands from 
2009, which allow drivers of the cleanest cars to pay 
no tax in the first year.

Higher first year rates will apply in 2010-11 to 
influence purchasing choices. Capital allowances 
have also been reformed to base them on 
emissions. The greenest cars chosen for your staff 
will reduce the driver’s tax bill and the company’s 
Class 1A NICs.

Initially review whether your employees have access 
to the low emission cars that will enable them to 
reduce their tax bills in accordance with the new 
tax rules. Consider reviewing your fleet list by 
approaching manufacturers and explore with them 
possible models that could help. With safety in mind, 
review the latest safety ratings from the European 
New Car Assessment Programme to ensure you 
aren’t providing drivers with vehicles that won’t 
perform well in an accident. Try to get behind the 

wheel at events such as Company Car in Action so 
you can give your drivers a considered opinion.

The start of the 2008/09 tax year coincided with 
the launch of the new Corporate Manslaughter Act. 
Review your fleet safety policy and accident rate 
and benchmark these against other companies 

using services such as the one provided by 
interactive driving systems.
Consider requesting from your suppliers 
information about their risk management services 
and whether they will provide a free fleet review. 
Make it a priority to review how your fleet meets 
the standards set down in the Department for 
Transport/Health and Safety Executive Driving At 
Work Guide

It is important to have accurate records and 
information that can help you manage drivers 
effectively. Ensure driving licence checks are up 
to date and consider how you will assess the risks 
facing your drivers on the road over the next year. 
Use your review to draw up a communication plan 
for the next 12 months targeting the areas where 
drivers face the highest risks, according to your own 
figures on accidents.

The introduction of a fleet ‘driving licence’ is 
something you could consider that is only issued if 
key checks on drivers have been carried out. Make it 
a priority to find out how many drivers are covering 
business mileage in private vehicles and ensure you 
have documentation for each employee and for 
their vehicles, including driving licence, insurance, 
MoT information and a record of servicing.

Carry out a review your fleet costs and determine 
how much you are paying. You could ask potential 
suppliers to submit data showing what they would 
charge to provide your fleet and make use of free 
running cost benchmarking services. Ensure that 
in working out the actual cost of your vehicles, 
you include tax costs in your equation for both the 
employee and the company, as these are a significant 
expense but are often ignored in cost comparisons.

One important area sometimes overlooked by drivers 
and employers are the tyres chosen and how they are 
looked after.20 per cent of a car’s fuel consumption 
is caused by tyres. Under-inflation increases braking 
distances and increases fuel consumption.

One possible solution is to introduce office car park 
tyre checks for all vehicles through major providers. 
Also, ensure you encourage regular tyre checks by 

Changes will influence purchasing choices

Company 
fleet vehicles
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ENTERPRISE

Changes announced in Budget 2008 will mean that from April 2009 vehicles with 
emissions of 160g/km of CO2 or less will suffer no rental disallowance and could 
encourage more fleets to consider contract hire and leasing. The changes will make 
a big difference and effectively set two benchmarks for company fleet vehicles, one 
below 120g/km and one below 160g/km. Vehicles with emissions of 160g/km will, 
however, attract a flat 15 per cent disallowance, which gives fleet operators an extra 
incentive to select cars submitting less than 160g/km. This means that vehicles 
emitting more than 160g/km will become more expensive than cars up to 160g/km to 
buy or lease in tax terms.
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drivers by explaining the safety and fuel economy 
benefits of taking good care of their rubber.

The introduction of a reminder on claim forms for 
business mileage, would remind drivers what they 
should be checking and at what intervals could. 
Also, ensure your procedures clearly show when 
a vehicle is next due a service and list the work 
carried out. 

Consider sending out a survey to every driver 
and assess what congestion is costing them 
in time, and your business in lost productivity. 
Provide drivers with the tools and information 
to check traffic routes before they set off and 
encourage them to think about how they make 
their journey. If you have drivers entering the 
congestion charging zone, make sure you 
are registered for a fleet account to avoid 
unexpected penalty notices for non-payment 
of fines.

It is important to be clear about what technology 
is fitted to vehicles. Anti-skid control or electronic 
stability control (ESC) are essential devices that can 
prevent a vehicle from flying out of control during 
emergency manoeuvres. There is a European 
campaign calling for ESC’s to be standard in to 
all cars. By contrast, many companies are now 
reviewing their approach to hands-free phone kits 
in cars as there is clear evidence that drivers find 
talking on a hands-free phone just as distracting as 
talking on a hand-held one.

It is important that you plan ahead to ensure 
that your budgets can cope with the changes 
announced with fuel prices continuing to rise, 
initially by 2p a litre from this October with 
further steady inflationary duty rises promised 
from 2010, You also need to review how to use 
less fuel and also how you are paying staff to 
cover their costs. Many companies use pence 

per mile fuel rates to reimburse their staff, but 
it could pay to introduce fuel cards to enable 
effective management of actual business fuel 
costs. It could also be beneficial to invest in 
fuel economy training for staff. To help limit 
the impact of fuel use on the environment, 
investigate carbon offsetting.

Need more 
information? 
Please email or contact us with 
your enquiry. If you would 
like us to email a copy of our 
electronic tax magazine to 
someone you know, please email 
us with their details and we’ll 
send them a copy.

It is important that you 
plan ahead to ensure 
that your budgets can 
cope with the changes
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New 
measures 
could 
lead to 
penalties
Taxpayers could pay penalties of up to 
30 per cent of any unpaid tax if they 
mistakenly mis-state their income in 
self-assessment returns, according to 
new measures introduced in the Budget. 
HM Revenue & Customs (HMRC) will be 
allowed to levy the fines if taxpayers ‘fail 
to take reasonable care’ when preparing 
tax returns, the Budget documents 
have revealed.Before the changes the 
penalty was only 5 per cent of tax owed. 
Taxpayers who try and hide deliberate 
omissions from their tax returns face a 
100 per cent penalty.

The penalties will not apply to basic 
errors, but HMRC has cast the net 
wider than before so that penalties 
will apply to most cases when money 
is income and has been understated.

What 
a relief!
The capital gains tax (CGT) annual 
exempt amount is increased in 
line with statutory indexation to 
£9,600 for the tax year 2008-09 for 
individuals, personal representatives 
of deceased persons and trustees of 
certain settlements for the disabled. 
The annual exempt amount for most 
other trustees is increased to £4,800.
Every husband, wife, civil partner and 
child has his or her own £9,600 annual 
exempt amount.

For gains above the annual exempt 
amount the CGT rate for 2008-09 will 
be 18 per cent. In addition, a new 
entrepreneurs’ relief will reduce the 
effective tax rate on some gains to 10 
per cent.

Capital 
allowances
Reducing your tax bill 

Capital allowances are available on 
plant and machinery, buildings - 
including converting space above 
commercial premises to flats for renting 
- and research and development.

The amount of the allowance 
depends on what you’re claiming for. 
In some cases, the rates are different 
in the year you make the purchase 
from those in subsequent years.
From 1 April 2008 for corporation 
tax and 6 April 2008 for income tax, 

changes apply to the rates of capital 
allowances. Allowances for plant and 
machinery have been reduced to 
20 per cent, allowances for long-life 
assets increased to 10 per cent and a 
new classification of features integral 
to a building has been introduced at a 
rate of 10 per cent.

The amount of relief claimable under 
industrial and agricultural buildings 
allowances is reduced by one quarter, 
as part of phasing them out in full 

by 2011. First-year allowances for 
small and medium-sized enterprises 
will be replaced by a new Annual 
Investment Allowance of £50,000 for 
most businesses regardless of size, 
giving relief on 100 per cent of the 
first £50,000 of expenditure.

Loss making companies investing in 
plant and machinery which qualifies 
for Enhanced capital allowances 
for environmentally beneficial 
and energy saving technologies 

will be able to surrender losses 
from qualifying expenditure for 
a cash payment of 19 per cent 
of the expenditure, subject to a 
cap of the higher of £250,000 or a 
company’s PAYE/National Insurance 
Contributions liabilities.

From April 2008, the rate of research 
and development tax credits 
increases from 125 per cent to 130 
per cent for large companies and 
from 150 per cent to 175 per cent 
for SMEs (the SME increase is subject 
to approval from the European 
Commission and will be made 
effective by Treasury Order from a 
date not earlier than 1 April 2008).

Changes to  
the guidelines on

tipsand 
tipping 
Tronc’s to be counted as paid by the employer 
The Central London Employment 
Tribunal’s decision that discretionary 
service charges and credit card tips 
paid via the tronc are to be counted 
as paid by the employer, and thus a 
component of an employee’s wages 
for the purposes of National Minimum 
Wage (NMW) legislation is to be 
appealed by HM Revenue and Customs 
(HMRC), according to a recent report. A 
tronc is an arrangement for the pooling 
and distribution to employees of tips, 

gratuities and/or service charges in the 
hotel and catering trade.  

If successful, HMRC’s challenge will 
make it necessary for employers to 
pay the NMW excluding the value of 
gratuities. The benefit to HMRC would 
be a greater Income Tax and National 
Insurance take due to the higher 
levels of basic wages which would 
have to be paid to some employees. 

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.

As a business you can claim tax allowances, called capital allowances, on 
certain purchases or investments. This means you can deduct a proportion of 
these costs from your taxable profits and reduce your tax bill. 
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Tackling DTA 
tax avoidance 
schemes
The government has announced 
measures to tackle an avoidance 
scheme that seeks to use the UK’s 
Double Taxation Agreements (DTAs) to 
avoid UK tax. This involves artificially 
diverting income of a UK resident 
individual to a foreign partnership 
comprised of foreign trustees and 
claiming that the provisions of the UK’s 
DTAs exempt the partnership profits 
from UK tax, not only in the hands of 
the foreign partners but also in the 
hands of the UK beneficiaries.

Fight against  
child poverty
The government is to bring forward 
an increase in child benefit to help 
in its fight against child poverty, Mr 
Darling announced during his Budget 
2008 speech. From April 2009 to rate 
for the first child will rise from £18.80 
a week to £20. 

There will be an increase in the child 
element of the Child Tax Credit by £50 a 
year on top of the normal index-linked 
increase from April 2009 to further help 
low to middle income families. 

Also, child benefit will be disregarded 
in calculating income for housing and 
council tax benefit from October 2009. 
The government says this will improve 
work incentives for many of the lowest 
paid families and boost their incomes. 
The government calculates that a 
working family with one child on the 
lowest incomes will gain up to £17 a 
week from this change. 

The Budget box or ‘Gladstone box’ was 
used to carry the Chancellor’s speech 
from Number 11 to the House for over 
one hundred consecutive years. The 
wooden box was hand-crafted for 
William Ewart Gladstone, lined in black 
satin and covered in scarlet leather. 
Lord Callaghan was the first Chancellor 
to break with tradition in 1965 when 
he used a newer box.

In July 1997, Gordon Brown became 
the second Chancellor to use a new 
box for the Budget. It was made by 
industrial trainees at Babcock Rosyth 
Defence Ltd ship and submarine 
dockyard in Fife. The new box is made 
of yellow pine, with a brass handle 
and lock, covered in scarlet leather 
and embossed with the Royal initials 
and crest and the Chancellor’s title.

Gladstone drank sherry and beaten 
egg while giving his Budget speeches.

Since May 1997 the Treasury presents 
two economic forecasts per year. In 
the spring the Chancellor presents 
the Budget, and in the autumn, the 
Pre-Budget Report (PBR) is released.

The origins of the Exchequer go back 
to the Norman period (1066-1154). 
The Norman system included both a 
Treasury and an Exchequer. The word 
‘exchequer’ comes from the Latin 
‘scaccarium’, meaning a chessboard. 
The name was given to the court 
dealing with the King’s finances 
because counters were moved on a 
square table.

Income tax was first introduced in the 
1798 Budget by William Pitt.
Since the twentieth century, 

Chancellors who have also become 
Prime Minster include Lloyd George 
(seven budgets from 1909 to 1915) 

Winston Churchill (five budgets from 
1925 to 1929), Neville Chamberlain 
(six from 1932 to 1937), James 
Callaghan (three from 1965 to 1967), 
John Major (one in 1990) and the 
current Prime Minister, Gordon 
Brown (a record eleven consecutive 
budgets from 1997 to 2007). He 
drank natural Scottish mineral 
water during his budget speeches, 
but other Chancellors have chosen 
whisky (Kenneth Clarke), gin and 
tonic (Geoffrey Howe - who named 
his dog ‘Budget’), brandy and water 
(Benjamin Disraeli), spritzer (Nigel 
Lawson), and sherry and beaten egg 
(William Gladstone - presumably to 
sustain him during his marathon four 
hour speech in 1853).

Budget Day 
trivia
Fascinating facts
Governments have budgeted for a thousand years, and many Budget traditions date 
back hundreds. The word itself comes from the French ‘bougette’, a little bag, now 
used to hold the Chancellor’s Budget Day plans.

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.

The first annual Budget dates from the 
1720s and Sir Robert Walpole. 
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One of the perennial problems with 
the sales of businesses has been the 
requirement by HM Revenue and 
Customs (HMRC) that where such a 
sale constitutes a Transfer of a Going 
Concern (TOGC), the vendor was 
required to transfer the records of the 
business to the purchaser. This has 
caused many problems where the 
vendor subsequently needed to have 
access to the records (for example, to 
deal with a past tax issue which has 
arisen after the sale). 

HMRC have announced that the 
requirement to transfer the business 
records has been replaced by a 
requirement that the vendor provides 
the purchaser with all the information 
necessary to enable the purchaser to 
comply with his VAT obligations. 

Transfer 
of a going 
concern
VAT obligations 

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of 
our electronic legal 
magazine to someone 
you know, please email 
us with their details and 
we’ll send them a copy.

The government have announced the annual increase to the 
National Minimum Wage (NMW) to apply from 1 October 2008.  

From 1 October 2008, you will have to ensure that employees’ 
wages are adjusted to reflect the new rates.  

The proposed increases to the current NMW bands 
from 1 October 2008 are as follows: 

Increases 
to the National 
Minimum Wage
Changes apply from 1 October 2008 

ENTERPRISE NEWS IN BRIEF

HM Revenue and Customs (HMRC) have announced 
changes to the VAT treatment of serviced building plots. 
A serviced building plot is a plot of land on which the 
civil engineering works have been carried out in order to 
facilitate construction. As such, the plot has electricity, 
water, sewerage and drainage and, if applicable, lighting 
and/or gas available to it. 

In the past, a supply of such a plot has been treated as two 
supplies for VAT purposes, a supply of the land (exempt 
from VAT) and a supply of the civil engineering services 
(standard-rated for VAT purposes). HMRC now accept that 
there is only a single exempt supply of land in such cases. 

This in turn means that where civil engineering services are 
supplied to a landowner, these should be zero-rated when 
being made in the course of the construction of a building 
designed as a dwelling, or buildings intended for use solely 
for a relevant residential or a relevant charitable purpose. 

For this to apply, HMRC expect that the landowner holds 
sufficient planning consent to demonstrate that the 
civil engineering works were carried out in the course 
of construction of a building designed as dwellings, or 
buildings intended for use solely for a relevant residential 
or a relevant charitable purpose; the civil engineering 
is closely connected with or facilitates the construction 
of buildings; and the construction of the buildings 
will follow on closely after the completion of the civil 
engineering works. 

The ruling will affect developers of properties of various 
kinds, including DIY house builders.  

The contents of this article are intended for general 
information purposes only and shall not be deemed to be, 
or constitute legal advice. We cannot accept responsibility 
for any loss as a result of acts or omissions taken in respect 
of this article.

From late 2008, an integrated and 
simplified Employment and Support 
Allowance (ESA) will replace the current 
system of incapacity benefits for 
new claimants and will have a clearer 
balance of rights and responsibilities. 
The introduction of ESA will be 
accompanied by a new Work Capability 
Assessment (WCA), which will apply to 
new claimants from October 2008. To 
ensure that the increased focus on a 
person’s capability to work has an impact 
for current as well as future claimants, 
the Budget announces that all existing 
incapacity benefits claimants will be 
required to take the Work Capability 
Assessment from April 2010.

The government is also looking at 
the way it contracts with specialist 
providers to support existing long-
term incapacity benefits claimants. 
The government will explore using 
a new funding mechanism to 
reward private and voluntary sector 
specialist providers for investing in 
helping long-term incapacity benefits 
claimants to return to work.

Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.

Incapacity 
benefit 
reform

Serviced 
building plots 
Ruling will affect developers of properties of various kinds 
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RATE	 CURRENT NMW	 PROPOSED NMW

Adult	 £5.52	 £5.73

18-21 year olds	 £4.60	 £4.77

16-17 year olds	 £3.40	 £3.53



Need more 
information? 
Please email or contact 
us with your enquiry. 
If you would like us 
to email a copy of our 
electronic tax magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.

ENTERPRISE

Under the previous system, a 
business which purchased an asset 
used for both exempt and non-
exempt supplies could reclaim 
all of the input VAT when it was 
purchased (called ‘Lennartz’ VAT 
accounting, following the leading 
case on the matter) and then pay 
output tax relating to the use of the 
asset during its period of use. The 
alternative, of claiming the same 
proportion of the input VAT that 
applied to the taxable use of the 
asset, was also allowable.
 

Modifications were made on 1 
November 2007 relating to the 
period over which output VAT needs 
to be accounted for when using the 
Lennartz system.

 It has been announced recently 
that the European Union is to review 
the whole area of partial exemption 
for VAT and, in particular, is likely to 
abolish the availability of Lennartz 
VAT accounting on the purchase of 
freehold property.
 

In a further move designed to increase 
VAT receipts, HMRC have announced 
that ‘independent living units’ for the 
elderly that are built in the curtilege or 
grounds of a care home do not meet 
the requirements for zero-rating and 
their construction will therefore be 
subject to VAT at the standard rate.
 
However, following a reverse in the 
court, HMRC have had to relax the 
rules on reclaims of VAT paid by 
mistake in the past.

Changes 
announced to the 
treatment of input VAT
HM Revenue and Customs (HMRC) have announced changes to the treatment of 
input VAT that will affect businesses which make exempt as well as taxable supplies. 

Businesses will be affected that make exempt as well as taxable supplies


