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Budget 2018 Report: More treat than trick?

Foreword

Contributed by Paul Robbins

Welcome to the latest of Croner-i’s Budget briefings.

Our expanded team of tax experts (welcome Sarah
Arnold, Sarah Kay, Stephanie Webber and Lindsey
Wicks) has considered the announcements under the
following headings:

* Incometax andNIC

* Pensions andsavingstax
e Charitytaxes

e Capital gainstax

* Inheritancetax

* Business tax

* Enterprise tax

* Corporate tax

* Property tax

* Stamp taxes and ATED

* VAT

* Energy andtransporttax
* Environmental tax

* Indirecttax

* EU exit

* Administration

* Avoidanceand evasion

I won’t steal their collective thunder by covering
particular announcements here. Suffice to say that
whilethe Spring Statement 2018 had more tax than
was promised the Autumn Budget 2018 has more tax
than first meets the eye.

I would alsosaythatthe international context
continues to be important. Not justthe all-pervasive
uncertainty over Brexit but also the new digital services
tax and attempts to counteract taxavoidancevia the
BEPS project. The latestedition of our Schwarz on Tax
Treaties covers these and other tax treaty
developments and provides the most authoritative
commentary on the multilateral instrumentcurrently
available.

At Croner-i we have justlaunched Navigate Tax and will
shortly be launching Practical International Tax
Planning. Both these new services havethe same goal
—to enable practitioners to provideauthoritative tax
adviceon a cost-effective basis. Both do this by
focussingonreal-lifescenariosand providingclear and
concisecommentary supported by many useful tools.

We continue to investheavilyin our other tax
commentaries and our sourcematerials databases to
help you get to grips with all planned and unplanned
changes as they happen.

Paul Robbins ACA, CTA

Paul Robbins is the content
andinnovation manager for
Croner-i Tax.

After graduating, Paul worked
inthe tax departments of two
largefirms now absorbed into
the Big 4 before joining Croner-i
as a tax technical writer
specialisingin corporates.

At Croner-i he has held various publishing posts whilstalso
managingthe team of in-housetax writers and being lead

technical editor on a number of core titles. He is now
responsiblefor the quality and development of the
Croner-i tax portfolio.

We continue to investheavilyin our other tax
commentaries and our source materials databases to
help you get to grips withall planned and unplanned
changes as they happen.

The next date for your diaryis the7 November when
the FinanceBill 2019 will be published. Finance Act
2019is then expected to get Royal Assentin February
2019 as the government clears the decks ahead of
Brexit.

As ever, Tax Update, Croner-i’s weekly e-alert, will
keep our customers fully abreastofall the
developments inthe tax world during what promises
to be aneventful 2019.

When the next Budget will be and who will be
deliveringitareless predictablethan ever.
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Summary

Contributed by Stephen Relf

More treatthan trick?

October is a strange month. Inthe supermarket,
Halloween costumes and Christmas decorations
compete for our attention, making us choose between
broomsticks and baubles, between horror andjoy.The
Chancellorfaced a similardilemma in the run-up to the
Budget. Should he continue to chasea budget surplus,
slashingtaxreliefs and making deeper cuts to public
spending; or should he signal an end to austerity,
borrowingto fund gifts for the NHS and others?

Buoyed by improved fiscal forecasts, the Chancellor
opted for mince pies over pumpkins;to use his own
words, his speech was less ‘Hammo House of Horrors’
and more ‘Spreadsheet Phil turns Santa Claus’. Almost
all of us made it onto the nicelistinsomeway or
another, thanks inlarge part to the Chancellor’s
decisiontoaccelerateincreases inthe income tax
personal allowanceand the higher rate threshold.
However, the Budget was not shortof shock;some
may shiver atthe changes to the IR35 rules for larger
businesses, for example.

A summary of the main Budget announcements is
provided below. For detailed commentary on the
changes to the taxrules, rates and allowances, seethe
sections thatfollow.

The economy

The outlook is much improved on the Spring
Statement: borrowing for the year is £11.6bn lower
than expected, cominginat 1.2% of GDP and itis set to
fall to 0.8% of GDP by 2022-23;and national debt,
which peaked at 85.2% of GDP in2016-17, will fallto
83.7% this year andto 74.1% in 2023-24.Add to this
the continued ‘jobs miracle’ —the OBR predicts
800,000 more jobs by 2023 and sustained real wage
growth in each of the next fiveyears —andyou begin
to understand why the government feels ableto
loosen the pursestrings to such a significant extent.

Stephen Relf Mphil, FCA, CTA

Stephen specialises in the tax

affairs of owner-managed

businesses. Before joining

Croner-i, Stephen was Head of

the Technical Team at the

Chartered Institute of Taxation

(CIOT) and before that he

worked in practice, for PwC,
andinindustry, for Northern

Rock. He continues to be involved with the C
the CIOT's Working Together committee.

Stephen combines his roleas a tax writer at Croner-i with
day-to-day tax work as a director of Applause Accountancy

Services Ltd.

As Lead Technical Writer Stephen helps lead the team of

writers.

Income tax and National Insurance (NI)

Inthe run-up to the Budget, there had been
speculation thatthe Chancellor would abandon
plannedincreases inthe personal allowanceand the
higher rate threshold. Not so. Rather, the Chancellor
has chosen to ‘double down’; the personal allowance
will stand at£12,500, and the higher rate threshold at
£50,000 one year ahead of schedule, from April 2019.
Recent changes to the personal allowancein particular
have been staggering; by next spring,itwill have
almostdoubled compared to 2010-11.

There is little to report from a NI perspective, other
than the reform of the £3,000 employment allowance.
From April 2020, this will berestricted to employers
with an employer NI bill below £100,000.This looks to
be a smart move for the government; larger
businesses areunlikely to complain too loudly about
losing £3,000 per year, and the government will save
£1.3bn by 2023-24 as a resultof the measure.
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Businesstaxes
Probablybestto get the bad news out of the wayfirst.

As expected —some may say, feared — the government
has confirmed that it will reformthe off-payroll
workingrules (IR35)in the privatesector, bringing
businesses in line with public-sector organisations. This
will bea hugely unpopular move in some quarters but
ifthere is some good news, it’s that the changes will
not take effect until April 2020. Further, the changes
will notapplyto smaller businesses. The government
has pledged that HMRC will providesupportand
guidanceto medium and largeorganisationsahead of
implementation.

Another revenue-raiser for the government is the
introduction ofa new digital services tax (DST). From
April 2020, the government will chargea 2%tax on the
‘global giants’ with regard to search engines, social
media platforms and online marketplaces with UK
users.The government will apply the DST until such
time as a multinational solution to the digital services
issueisinplace.

Other changesinclude:

* anew tax onincome from intangible property held
inlow-tax jurisdictions to the extent that itis
referable to UK sales.You may remember this one
as the Royalties Withholding Tax;

* anew restriction for brought forward capitallosses
similar tothat applyingfor other types of losses (eg
reliefrestricted to 50% of the gain;largebusinesses
only);

* reducingthe administrativeburden on charities by,
amongst other things, increasingthethreshold for
small trades;

* atightening of the rules for entrepreneur’s relief.
With immediate effect, shareholders mustbe
entitled to at least5% of the distributable profits
and net assets ofa company; and with effect from
6 April 2019, the minimum qualifying period will be
extended from 12 months to 24 months;

* the return of a PAYE and NIC cap for the payable
R&D tax credit for SMEs. To prevent abuse of the
rules, the amount of the payablecreditwill be
restricted to three times the company’s total PAYE
and NIC liability for thatyear; and

* areductioninthe capital allowancesspecialrate
from 8% to 6% from April 2019.

Thatsaid,it’s not all bad news for businesses. Positive
measures include:

* the temporary increasefrom1 January 2019 of the
annual investment allowanceto £1 million;

* anew 2% capital allowancefor new non-residential
structures and buildings where contracts are
entered into on or after 29 October 2018; and

* changes to the intangiblefixed assets rules to give
relief for goodwill onthe acquisition of a business
with eligibleintellectual property from April 2019;
and the reform of the de-grouping rules with effect
from 7 November 2018 sothat they more closely
align with equivalentrules for other assets.

Importantly, the reduction in the rate of corporation
tax to 17% from April 2020 remains on the statute
book.

Property taxes

The Chancellor continues to follow some clear trends
with regard to property taxes; there is supportfor
payers of business rates, more help for first-time
buyers and a further tightening of the rules for
landlords.

The main winner under the business rates headingis
the high street. From April 2019, the government will
cut business rates bills by one-third for retail
properties with a rateablevaluebelow £51,000,
benefiting up to 90% of retail properties.To prevent
abuseof the business rates rules, the government will
consultonthe criteria under which self-cateringand
holiday lets become chargeableto business rates
rather than to council tax.

First-timebuyers’ relief from Stamp Duty Land Tax
(SDLT) will be extended and backdated to 22
November 2017 sothat all qualifying shared
ownership property purchasers can benefit from the
relief. The government will consultona SDLT
surchargeof 1% for non-residents buying residential
property in England and Northern Ireland.

Pity the landlord. Often the target of tax hikes, the
landlord hasbeen hitagain, this time when they come
to sell the property. From April 2020, principal private
residencerelieflettings relief will berestricted sothat
itonly applies where the landlordisinshared
occupancy with the tenant. Inarelated move, the final
period exemption will bereduced from 18 months to 9
months.
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Indirect taxes

The government had been lookingatoptions to reform
the design of the VAT threshold. However, this will be
put on the back-burner with the current VAT threshold
of £85,000 to be maintained until April 2022.There
was no mention of Making Tax Digital which will begin
with VAT, from April next year.

Subject to consultation, from April 2022 the
government will introducea tax on the productionand
import of plasticpackaging which does not contain at
least30% recycled plastic.

Avoidance and evasion

As for previous budgets, there are a raft of measures
under this heading, some of which have immediate
effect.

A headlineannouncement is that HMRC will bemade a
preferred creditorin business insolvencies. The
changes will apply from April 2020 with regard to taxes
collected and held by businesses on behalf of other
taxpayers (eg VAT, PAYE, employee NI contributions
and constructionindustry scheme deductions).Ina
related move, directors and others involved in tax
avoidance, evasion or phoenixismwill bejointlyand
severallyliablefor company tax liabilities, where there
isariskthatthe company may deliberately enter
insolvency.

Other changesinclude:

* aligningtheconsiderationrules for Stamp Duty and
Stamp Duty Reserve Tax andintroducinga general
market valuerulefor transfers between connected
persons. A targeted market valuerulewill applyto
prevent forestalling;and

* the publication by HMRC of revised VAT grouping
guidanceeffective from April 2019.The guidance
will amend the definition of ‘bought-in services’ to
ensure that such services aresubjectto UK VAT,
and will provideclarity on HMRC'’s protection of
revenue powers and treatment of UK fixed
establishments.

Concludingcomments

Not only did the Chancellor speak for longer than
expected, he alsohinted ata return to the spotlightin
the near future. With Brexit negotiations stepping-up a
gear, the Chancellor suggested that Spring Statement
2019 could be upgraded to a full fiscal eventor in
other words, another Budget. There may well be more
to come.
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Income tax and NIC

Contributed by Julie Clift

Income tax: Rates and thresholds:taxyear 2019 to

2020

The Government will legislatein FinanceBill2018-19 to

set the charge for income tax, and the corresponding

rates, as itdoes every year. FinanceBill 2018-19 will
set:

e The mainrates, which will applytonon-savings,
non-dividend income of taxpayers in England,
Wales and Northern Ireland;

* The savings rates, which willapplytosavings
income of all UK taxpayers;

* The defaultrates, which will applytoa very limited
category of income taxpayers that will notfall
within the above two groups, made up primarily of
trustees and non-residents;

Income tax rates and thresholds on non-savings, non-
dividend income for Scottish taxpayers areset by the
Scottish Parliament. From April 2019 the Welsh
Government will seta Welshrate of income tax for
non-savings, non-dividend income for Welsh taxpayers.

Personal allowanceand higher rate threshold

The Government will legislatein FinanceBill2018-19 to
increasethe personal allowanceto £12,500 for 2019-
20. The basicratelimitwillbeincreasedto £37,500 for
2019-20.The Government alsosetthe personal
allowanceat£12,500 and basicratelimitat£37,500
for 2020-21, bringing forward the government’s
manifesto commitment to raisethe personal allowance
and higher rate threshold to these amounts by one
year. For future years, increases to the personal
allowanceand basicratelimitwill beindexed with the
consumer prices index (CPI). Changes to the basicrate
limit,and higher rate threshold, will apply to England,
Wales and Northern Ireland,and to savings and
dividends incomein the UK. Income tax rates and
thresholds on non-savings, non-dividend income for
Scottish taxpayers areset by the Scottish Parliament.
Changes to the personal allowancewill apply to the
whole of the UK.

Tax treatment of social security benefits

The Chancellor announced that the Government will
legislatein FinanceBill 2018-19 to confirmthe income
tax treatment of nine new and existingsocial security
benefits. The legislation will confirmthatthe following
eight benefits are exempt from income tax: Young
Carer Grant, Best Start Grant, Funeral Expense
Assistanceand Discretionary Housing Payment
(introduced by the Scottish government); Discretionary
Support Scheme (overseen by the Northern Ireland
Executive); and, Council Tax Reduction Scheme,
Discretionary Housing Payment and the Flexible
Support Fund (overseen by the UK government).

Julie Clift BA (Hons), CTA

Julie has significant Big Four
international and UK practice
experience having worked at
Arthur Andersen in their UK-US
Expatriateteam, Ernst & Young’s
Entertainment and Media Group
and Deloitte and Touche’s

Tax Policy Group.

She was also Deputy Editor of The Tax Journal.

She writes in-depth and quick overview commentary on
income tax and employment tax.

Juliealso prepares casereports for decisionsreleased by
the tribunals and courts for her commentary areas.

The legislation will confirmthe Carer’s Allowance
Supplement inScotlandis subjecttoincome tax in
accordancewith the 2016 agreement between the
Scottish Government and the UK Government on the
Scottish Government’s Fiscal Framework.

The changes will have effect on and after Royal Assent
to FinanceBill 2018-19.

Van and fuel benefit charges for cars and vans from6
April 2019

The Government will increasethecarandvan fuel
benefit charges by the September 2018 RPI. The van
benefit chargewill increase by the September 2018
CPI. These changes will have effect on and after 6 April
2019. The Government will legislate by Statutory
Instrument shortly after the publication of Finance Bill
2018-19to ensure the changes are reflected in tax
codes for 2019-2020.
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Legislatingthe existing tax treatment of expenses for
unpaid officeholders

The Chancellor announced at Budget 2018 that the
Government will legislatein FinanceBill 2019-20so
that expenses paid or reimbursed to unpaid office-
holders areexempt from income tax when incurred
becauseof their voluntary duties. This places the
existing concessionary treatment on to a statutory
basis, providing certainty for thoseorganisations
engaging unpaid office-holders. Corresponding
legislation willalso beintroduced to mirror the income
tax exemption for National Insurance contributions.
The change will have effect on and after Royal Assent
to FinanceBill 2019-20.

Shared occupancy test for rent-a-room relief
Following consultation on draftlegislation, to maintain
the simplicity of the system, the Government has
announced thatitwill notincludelegislation for the
‘shared occupancytest’ in FinanceBill 2018-19.

Employment Allowancereform

The Chancellor announced that the Government will
legislateto restrictaccess tothe National Insurance
contributions (NICs) Employment Allowanceto
employers with an employer NICs liability below
£100,000in their previous tax year. Where employers
are connected under the Employment Allowancerules
the threshold will apply to their aggregated liability.
This change will take effect from 2020-21.

Address non-compliance with the off-payroll working
rules

As announced at Budget 2018, the Government will
legislatein FinanceBill 2019-20 to reform the off-
payroll rulesin the privatesector. Responsibility for
operatingthe existing off-payroll workingrules,and
deducting any tax and NICs due, will move from
individualsto the organisation, agency or other third
party payinganindividual’s personal servicecompany.
Small organisations will be exempt and this change will
bring privatesector organisationsin linewith public
sector bodies and agencies. The change will come into
effect from 6 April 2020.

Delayto National Insurance Contributions Reforms of
Termination Payments and income from sporting
testimonials

As announced at Budget 2018, the Government will
not abolish Class 2 NICs duringthis Parliament. There
are two remaining measures inthe draft NICs Bill
published on 5 December 2016: reforms to the NICs
treatment of termination payments andincome from
sportingtestimonials. Thegovernment stillintends to
legislatefor these reforms, which will take effect from
April 2020.

Response to the consultation ontaxation of self-
funded work-related training costs
Followingconsultation responses indicating thattax
reliefis unlikely to be effective inaddressingthe
barriers tolearningorincentivisingtraining, the
government is maintainingthe scope of tax relief
currently availableto employees andthe self-
employed for work-related training costs.

The consultation response document has been
published alongside Budget 2018.

Tax and administrative treatment of short-term
business visitors

It was announced at Budget 2018 that the

Government will introducesecondary legislation to
amend the Income Tax (Pay As You Earn) Regulations
2003, extending the Pay As You Earn (PAYE) reporting
and payment deadlines to 31 May for companies using
the PAYE specialarrangement for Short Term Business
Visitors. The PAYE special arrangement limitfor UK
workdays in the tax year will beextended from 30 days
or less to 60 days or less. These changes follow the
consultation which closed on 6 August 2018. The
changes will have effect from 6 April 2020.

Offshorereceipts from intangible property

This measure will apply a UKincometax charge to the
proportion of a foreign residententity’s intangible
property income that is referableto the sale of goods
or services inthe UK. Itwill applyinrelation to entities
located in jurisdictions with whom the UK does not
have a full tax treaty (one containinga non-
discrimination clause) andinrelation to payments
made via bothrelated and unrelated parties

It should apply, for example, where a non-UK entity
receives income from the saleof goods orservices in
the UK, and where that entity makes a payment to the
holder of intangible property inalowtax jurisdiction,
inwhich caseanincome tax charge will ariseto the
extent that the income receivableinthe low tax
jurisdictionisreferabletothe saleof goods or services
inthe UK.
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Income tax will becharged on the grossincome
referable to the saleofgoods or services inthe UK and
realised by the non-UK resident entity from the
ownership, or rights over, relevant intangible property.

The measure will:

* includejointandseveral provisionsto enablethe
collection of the debt from connected parties inthe
event of non-payment by the non-UK resident
entity;

* includea £10 million de minimis UK sales threshold;

* exclude income from charge where the tax payable
by the foreign entity inrelation to income referable
to the saleofgoods or services inthe UK is atleast
50% of the UK income tax charge that would
otherwise arise;

* includean exemption for income arisingin entities
that have not acquired theirintangible property
from related parties and where all, or substantially
all, of the tradingactivities havealways been
undertaken inthe lowtax jurisdiction;

* atargeted anti-abuserule, effective from 29
October 2018, to protect againstarrangements
designed to avoid the charge, including
arrangements whichinvolvetransferringthe
ownership of intangible property to another group
entity residentin a full treaty jurisdiction.

The measures will otherwise be effective from 6 April
2019.
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Pensions and Savings tax

Contributed by Lindsey Wicks

Pensions Lindsey Wicks BSc (HO“S), ACA,
CTA

Lifetime allowance
The pensions lifetimeallowancewill increaseinline
with CPI from £1,030,000in2018-19 to £1,055,000in

2019-20. After trainingas anauditorand

qualifyingas a chartered
accountant, Lindsey joined

Grant Thornton's tax practice

and went on to qualifyasa
chartered tax adviser. Lindsey

spent 15 years at Grant Thornton,
progressingto leadingthe tax
technical and qualityandrisk teams.

Ban on cold callinginrelation to pensions

The consultation outcome on the banon coldcallingin
relation to pensions was announced atBudget 2018. It
is proposed that regulations will belaidinautumn
2018 to amend the Privacyand Electronic
Communications (EC Directive) Regulations 2003 (Sl
2003/2426) to ban callsfor direct marketinginrelation
to pension schemes.

She was then a freelance writer for a number of years

This measure is designed to tackle pension scams that GHElE el E R A

often lead to savers losing their entire pension fund.
Once the regulations come into force, the government
plans to proactively communicatethe banand the
Information Commissioner’s Office (ICO) will publish
guidancefor the pensions industry.

Her mainspecialismisbusiness taxation butshecovers a
range of other topics including pensions, investment
income and the annual tax on enveloped dwellings.

Savings
Social Investment Tax Relief review
Starting rate for savings A review of Social Investment Tax Relief was
It was announced at Budget 2018 that the band for the announced atAutumn Statement 2016 anda call for
0% starting rate for savings would remain unchanged evidence will bepublished earlyin2019. At Budget
at £5,000 for 2019-20. 2018, itwas stated that this review will consider why
the take up for the scheme is lower than anticipated as
Individual Savings Account (1SA) subscription limits well as the design and targeting of the relief.
The adultISA subscription limitremains unchanged at
£20,000 for 2019-20. The annual subscription limitfor Enterprise Investment Scheme (EIS) knowledge-
Junior ISAs will increasein linewith CPI from £4,260 in intensivefund structure
2018-19 to £4,368 in 2019-20. Changes to the EIS rules for approved funds were the
subjectof a policy consultationinspring2018.The
Child Trust Funds government plans tointroduce changes to EIS
The annual subscription limitfor Child Trust Funds will approved funds in Finance Bill 2019-20 with effect
increaseinlinewith CPl from £4,260in2018-19 to from 6 April 2020 to:
£4,368in2019-20.
Budget 2018 alsoannounced a consultation to take * requireapproved funds to focus on investments in
placein 2019 on draftregulations to ensure that Child knowledge-intensive companies;
Trust Fund accounts retain their tax-free status after ¢ givefunds alonger period over whichto invest
maturity. fund capital;and

* allowinvestorsinapproved funds to set their
income tax reliefagainstliabilities in theyear
before the fund closes.

Itis proposed that draftlegislation will be published
for consultationinsummer 2019.
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Charity taxes

Contributed by Julie Clift

The Government has announceditwill introducea
package of measures from April 2019 designed to
reduce administrative burdens on charities. These will

Julie Clift BA (Hons), CTA

include:

* increasingthe upper limitfor tradingthat charities Juliehas significant Big Four
cancarryout withoutincurringa taxliability from international and UK practice
£5,000to £8,000 where turnover is under £20,000, experience having worked at
and from £50,000 to £80,000 where turnover Arthur Andersen in their UK-US
exceeds £200,000 (changes will haveeffect on and Expatriateteam, Ernst & Young’s
after 6 April 2019 for unincorporated charities and Entertainment and Media Group
from 1 April 2019 forincorporated charities); and Deloitte and Touche’s

Tax Policy Group.
* allowingcharity shops usingthe Retail Gift Aid

Scheme to send letters to donors every three years She was also Deputy Editor of The Tax Journal.
when their goods raiseless than £20 a year, rather
than every tax year; She writes in-depth and quick overview commentary on

income tax and employment tax.
* andincreasingtheindividual donation limitunder
the Gift Aid Small Donations Scheme to £30, which Juliealso prepares casereports for decisions released by
applies tosmall collectionswhere itis impractical to the tribunals and courts for her commentary areas.
obtain a Gift Aid declaration (thischangewill be
made by Regulations if Parliamentary time permits).
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Capital Gains tax

Contributed by Stephanie Webber

Annual exempt amount

The annual exempt amount for 2019-20 will beas

follows:

* £12,000 for individualsand personal
representatives; and

e £6,000 for most trustees of a settlement.

Residential property

Privateresidencerelief

It has been announced that, from April 2020, two
changes will be made to the operation of private
residencerelief.

First,the 18 month final period exemption will be
reduced to nine months (although this will notaffect
the 36 month final period exemption availableto the
disabled or those ina care home).

Second, lettings relief will bereformed and will only be
available where the owner of the property isinshared
occupancy with a tenant,

There will be consultation on both the detail of these
changes and other technical aspects.

Capital gainstax payment window

As announced at Autumn Budget 2017, draftlegislation
was published on 6 July 2018 for inclusionin Finance
Bill 2018-19 tointroducea requirement for UK
residents to make a payment on account of CGT
following completion of a residential property disposal
andto replaceand extend the existingreportingand
payment on accountrules for non-UK residents.

Following consultation, the legislation has been
amended to:

* Allowreasonableestimates of valuationsand
apportionments for calculation purposes if the
informationis notavailablebythe payment
deadline;

*  Remove disposalsof non-UK properties from the
rules;and

* Remove non-UK residentcompanies from the
reporting requirement.

Stephanie Webber ACA, CTA

Followinga careerin tax training,
Stephanie joined the CCH in-house
writingteam in the mid-1990s.
After several years backin practice
where her mainfocus was
owner-managed businesses and
high net worth individuals,
followed by a career break in
France, she spent a number of
years doingfreelance writing

work before joining Croner-iin 2018.

She writes in-depth and quick overview commentary on
capital gains tax, inheritancetax and trusts and pensions
as well as preparingcasereports for tribunal and court
decisions in her commentary areas.

She is alsoinvolvedin writing new modules and updating
existing ones for the Tax Workflow service.

Entrepreneurs’ relief

Definition of a ‘personal company’

For disposals on or after 29 October 2018, the
conditions thatmust be satisfied to obtain
entrepreneurs’ reliefon disposals of shares (other than
relevant EMI shares) have been tightened by the
addition of two new tests that the company must meet
to qualifyas theindividual’s ‘personal company’. The
new conditions requirethe individualto be beneficially
entitled to at leastfive per cent of the company’s
distributable profits and to at leastfive per cent of its
assets availableto equity holders ina winding-up (in
addition to the existingsharecapital and votingrights
conditions). The new conditions will also apply to
associated disposals so thatthey must be met in
relation to a material disposal of shares beforean
associated disposal of an assetcan qualify for relief.In
addition, if goodwill istransferred to a closecompany
andimmediately after the disposalthetransferor
satisfies either condition, entrepreneurs’ relief will be
denied.
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Minimum qualifying period extension

For disposals on or after 6 April 2019, the minimum
period throughout which the entrepreneurs’ relief
conditions musthave been satisfiedis increased from
one to two years. The effect is as follows:

» for disposalsofabusiness oraninterestina
business,thatbusiness musthavebeen carried on
for atleasttwo years;

* for disposalsofassets used when business ceased,
the business musthave been carried onfor atleast
two years (unless the cessation was before 29
October 2018, in which casethe old one yearrule
applies);

» for disposalsofshares, the qualifying conditionsin
relation to the company must have been met for at
leasttwo years (the policy paper states three years,
itisassumedinerror)—andagain,ifthe claimant’s
personal company ceased to be a tradingcompany
before 29 October 2018, the old one year rule
continues to apply to disposals of shares within
three years of cessation;

» for associated disposals, the assetthatis disposed
of must have been usedinthe business for atleast
two years;and

» for trustdisposals, the qualifying conditionsin
relation to trustassets must have been met for at
leasttwo years.

Where a business has been transferred to a company
in exchange for shares, the pre-transfer period can be
includedinapplyingthetwo year rule.

Shareholding ‘diluted’ below the five per cent
threshold

Followingthe announcement atAutumn Budget 2017
thatindividuals whoseshareholding was reduced
below five per cent as aresultof a new shareissueon
or after 6 April 2019 would be ableto obtainrelief for
gains up to that time, draftlegislation was published
on 6 July2018.

Following consultation, changes havebeen made to
clarifyandimprovethe computational and qualifying
rules.
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Inheritance tax

Contributed by Stephanie Webber

IHT changes to nil rateband

Inrelation to deaths occurringon or after 29 October
2018, two technical amendments are to be made to
the operation of the residence nil rateband.

The firstamendment relates to the calculation of the
‘lostrelievableamount’ where a claimfor the
downsizingadditionis made. |t ensures that the value
of any part of aresidence thatis inherited by an
exempt beneficiaryistakenintoaccountin
determining the lostrelievableamount.

The second amendment treats property includedina
person’s estate by the operation of the reservation of
benefit rules as beinginherited by a direct descendant
ifitbecame comprisedinthe direct descendant’s
estate as a resultof the original gift.

Trusts

Consultation on the taxation of trusts

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

Trusts settlements definition

Legislation will beincluded in FinanceBill 2019-20 to
confirmthe IHT positioninrelationtoadditions to
settlements made by anindividual whilst non-UK
domiciled. Where additions aremadeto sucha
settlement when the individual hasbecome UK
domiciled (oris deemed to be UK domiciled), those
additions will notbe excluded property. This will apply
to all occasionsof chargearising on or after the date of
Royal Assent to FinanceBill 2019-20, irrespective of the
date of the addition. Further legislation will also
providefor the treatment of transfers between trusts
made after the date of Royal Assent.

Stephanie Webber ACA, CTA
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Stephanie joined the CCH in-house
writingteam in the mid-1990s.
After several years backin practice
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followed by a career break in
France, she spent a number of
years doingfreelance writing
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capital gains tax, inheritancetax and trusts and pensions
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existing ones for the Tax Workflow service.
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Business tax

Contributed by Lindsey Wicks

Capital allowances

Temporary increaseinthe annual investment
allowance

The annual investment allowance (AlA) provides a
100% allowance on qualifying expenditure, subject to
anannual limit.Budget 2018 announced a temporary
two-year increasein this limitfrom £200,000 to
£1,000,000 from 1January2019.

As with previous changes to the limit, transitional rules
will apply to businesses with chargeable periods
spanning1January 2019 (when the limitis increased)
and 1 January 2021 (when the limitreverts to
£200,000).

For periods spanning1January 2019, no more than
£200,000 of the actual expenditure inthe part of the
periodfallingpriorto 1 January 2019 will qualify for the
AIA. The maximum AIA for the whole period will be
based on a time apportionment of the period for which
the allowanceis £200,000 and the period for which the
allowanceis £1,000,000. Therefore, for a period from 1
July 2018 to 30 June 2019, the maximum AIA would be
£600,000 ((6/12 x £200,000) + (6/12 x £1,000,000)).

For periods spanning1January 2021, no more than the
proportionateamount of the £200,000 AIA relatingto
the periodfallingafter 1January 2021 will qualify for
the AIA. Therefore, ifa periodruns from 1 April 2020 to
31 March 2021, the maximum AIA qualifying
expenditure inthe period from 1 January2021to 31
March 2021 will be £50,000 (3/12 x £200,000). This
proportionaterestriction when the limitfalls has been
the subjectof much lobbyinginthe past,soitis
interestingthat this ruleis beingadopted again. The
maximum AlA for the whole period will bebasedon a
time apportionment of the period for which the
allowanceis £1,000,000 and the period for which the
allowancereturns to £200,000. Therefore, for a period
from 1 April 2020to 31 March 2021, the maximum AIA
would be £800,000 ((9/12 x £1,000,000) + (3/12 x
£200,000)).

More detailed transitional rules will apply to:

* businesses subjectto income tax with chargeable
periods spanning1January 2019;

* groups andbusinesses under common control.

Further details areexpected inthe FinanceBill tobe
published on 7 November 2018.

Lindsey Wicks BSc (Hons), ACA,
CTA

After trainingas anauditorand
qualifyingas a chartered
accountant, Lindsey joined

Grant Thornton's tax practice

and went on to qualifyasa
chartered tax adviser. Lindsey

spent 15 years at Grant Thornton,
progressingto leadingthe tax
technical and qualityandrisk teams.

She was then a freelance writer for a number of years
before joining Croner-iin2018.

Her mainspecialismisbusiness taxation butshecovers a
range of other topics including pensions, investment
income and the annual tax on enveloped dwellings.

Clarification of capital allowances for costs of altering
land

The legislation will beamended to clarify thatthe costs
of alteringlandtoinstallassets thatdo not qualify for
capital allowances (i.e. buildings and structures
excluded by the Capital Allowances Act2001 (CAA
2001),s.21 and 22) areineligiblefor capital
allowances. This changewillapply to claims madeon
or after 29 October 2018, but the law will betreated
as always having had effect.

Although not specifically mentioned in the budget
documents, this measure appears to be a reaction to
the First-tier Tribunal decision in SSE Generation Ltd
[2018] TC 06618 where the tribunal judge decided that
land excavation costs for the purpose of creating an
assetthat functions as plantin common law were
allowable, despitethe fact that the structures fell
within CAA 2001, s.22. The way in which the measure
is beingintroduced will prevent potential claimants
from making claims following a review of historic
expenditure inrelationto assets still held.

This measure s also linked to a new capital allowance
for structures and buildings costs (see below).
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Capital allowances for structures and buildings

This new allowancewillapply to qualifying expenditure
incurred on or after 29 October 2018, although the
detail will besubjectto consultation.Toallowfor this
consultation,itis proposed thata power to introduce
the new allowance (to be known as the structures and
buildings allowance (SBA)) will becontainedinthe
FinanceBill 2018-19 and the detailed legislation will
be includedina Statutory Instrument to be introduced
after Royal Assent to FinanceBill 2018-19.

The proposed features of the allowanceare:

* reliefwill begiven ata 2% flatrate over a 50-year
period;

* reliefwill beavailablefor new commercial
structures and buildings, including costs for new
conversions or renovations;

* reliefwill beavailablefor UK and overseas
structures and buildings, where the business is
withinthe charge to UK tax;

* reliefwill belimited to the costs of physically
constructingthe structureor building,including
costs of demolition or land alterations necessary for
construction,and directcosts required to bringthe
assetinto existence;

* reliefwill beavailablefor eligible expenditure
incurred where all the contracts for the physical
construction works were entered into on or after
29 October 2018;

e itwill only be possibleto make claims fromwhen a
structure or buildingfirstcomes into use;

* reliefwill notbe availableforland costs or rights
over land;

* reliefwill notbe availablefor costs of obtaining
planning permission;

* the claimantmusthave aninterestinthe landon
which the structure or buildingisconstructed;

* reliefwill notbe availablefor dwelling houses, nor
any part of a building used as a dwelling where the
remainder of the buildingiscommercial;

* the saleofthe assetwill notresultina balancing
adjustment (the purchaser will take over the
remainder of the allowances written down over the
remainder of the 50-year period);

* expenditure on integral features and fittings ofa
structure or buildingthatare currently allowableas
expenditure on plantand machinery, will continue
to qualify for writingdown allowances for plantand
machineryincludingtheAlA, up to its annual limit;

* SBA expenditure will notqualify for the AlA;

* where a structure or buildingis renovated or
converted sothat itbecomes a qualifyingasset, the
expenditure will qualify for a separate 2%relief
over the next 50 years.

Ending enhanced allowances for energy and water
efficientplantand machinery

First-year allowances ata rateof 100% are currently
available for expenditure on certain energy efficient
and environmentally beneficial technologies and
products. These are often known as enhanced capital
allowances (ECAs). Loss-making companies can
currently claima first-year tax creditinstead.

The tax creditwas due to expireon 31 March 2023
(havingbeen extended by FinanceAct 2018).
However, both the allowanceandthe creditwill come
to an end on 31 March 2020 for companies and 5 April
2020 for unincorporated businesses.

Inthe meantime, the lists of qualifyingtechnologies
will beamended by statutory instrument to take effect
in2019.

First-year allowancefor electric charge-points

The current 100% first-year allowance for electric
vehiclecharging points was due to expire on 31 March
2019 for corporationtaxand5 April 2019 forincome
tax. The end date will beextended by a further four
years to 31 March 2023 for corporationtaxand5 April
2023 for income tax.

Reduction of rate of special writingdown allowance

A special rateof capital allowances applies to:

* thermal insulation of buildings;

* integral features;

* longlifeassetexpenditure;

* cars (excludingmainratecars (firstregistered
before 1 March 2001, cars with low CO2 emissions,
electrically-propelled cars));

* provisionofcushion gas;

* solarpanels.

The rate will reduce from 8% to 6% from 1 April 2019
for corporationtaxand 6 April 2019 for income tax.

Other measures affecting businesses

Business rates
Details of the announcements relatingto business
rates can be found inthe Property tax section.

Profitfragmentation

Details of the announcements relatingto profit
fragmentation can be found inthe Avoidance, evasion
and “unfair outcomes” tax section.

Changes affecting businesses withinthecharge to
corporation tax

Details of the announcements applyingtobusinesses
within the charge to corporationtax canbe found in
the Corporationtaxsection.
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Corporate tax

Contributed by Paul Davies
General measures

Corporationtaxrates
No changes were made to enacted corporation tax
rates whichremain as follows:

* 19% for financial year 2019;and
* 17% for financial year 2020.

Carried-forward losses

Changes will bemade to ensure that relief for carried-
forwardlosses works as intended and to prevent
excess claims.Changes willbe made to:

* the definition of relevant profits;
* the computation of basiclifeassuranceand general
annuity business (BLAGAB) profits;

Paul Davies MA (Cantab), ACA

Paul qualified as a Chartered
Accountant with Price Waterhouse
before moving to Northern Rock

as Head of Tax. There he spent 16
years managingthe bank’s tax
planning,complianceandrisk
management activities in addition

to special projects includingits
conversion to plc status;successful
litigation before the special
commissioners;and advisingon the restructuring of the
bank following the 2008 financial crisis.

More lately Paul managed the global tax affairs of a fast
growing venture capital-backed hi-tech communications

* the deductions allowancewhere a company is a company. Paul writes in-depth corporation tax content for

member of more than one group;

* the calculation of terminal relief;

* shocklosses ofinsurancecompanies being
surrendered as group relief;

* the capon profits againstwhich group relief for
carried-forward losses may be allowed in certain
circumstances;and

* other minorandconsequential provisions.

The draft legislation published on 6 July 2018 has been
amended to includechanges to the group reliefcap on
profits. The group relief cap changes apply from 1 April
2017; the relevant profits and BLAGAB changes apply
from 6 July 2018 and the other changes applyfrom 1
April 2019.

Capital losses

Effective 1 April 2020, FinanceBill 2019-20 will restrict
companies’ use of carried-forward capital losses to 50%
of capital gains subjecttoan annual allowance of up to
£5m capital orincomelosses.Aconsultation paper was
published on 29 October 2018 and draft legislation will
be publishedinsummer 2019.

An anti-forestalling measureto supportthis change will
be effective from 29 October 2018.

Croner-i includingloan relationships and derivative
contracts;intangiblefixed assets; reconstructions;

transfer-pricing; anti-avoidanceand other international
issues.

Intangiblefixed assets
FinanceBill 2018-19 will:

e partiallyreinstaterelief foracquired goodwill on
the acquisition of businesses with eligible
intellectual property;and

* prevent the de-grouping chargefrom applying
where de-grouping is the resultof a sharedisposal
that qualifiesfor the substantial shareholding
exemption.

The de-grouping changes will be effective inrelation to
de-groupings occurringon or after 7 November 2018.

Itis expected that explanatory notes will be published
on 7 November.

Research and Development (R&D) tax relief

Subject to consultation, FinanceBill 2019-20 will
introducea limitonthe payabletaxcredit that can be
claimed by a company under the R&D SME tax relief.
The limitwill bethree times the company’s total PAYE
and NIC payment for the period. Any loss thata
company cannotsurrender for a payablecreditmaybe
carried forward for relief againstfuture profits.

The measure will be effective for accounting periods
beginningon or after 1 April 2020.
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Digital businesses

Digital services tax

A digital services tax will beintroduced from April 2020
atarate of 2% of the revenues of certaindigital
businesses which derivevaluefrom UK users. The tax
will apply torevenues from the provision of search
engines; social media platforms;andonline
marketplaces. It will apply:

* torevenues from activitieslinked to the
participation of UK users, subject to a £25m annual
allowance;

* to global revenues from business activities within
scopeof the tax which exceed £500m per annum;
and

* subjectto asafeharbour provision exemptingloss-
makers and reducing the effective rate of taxon
businesses with very low profit margins.

The government will consulton the detailed design of
the digital services taxand will legislatein Finance Bill
2019-20.

Property businesses

UK property income of non-UK resident companies
Non-UK resident companies carryingona UK property
business (or receiving other UK property income) after
6 April 2020 will becharged to corporationtaxrather
than income tax. This measure takes effect after the
end of fiscalyear 2019-20 on 5 April 2020.

Draft legislation was published in FinanceBill 2018-19
on 6 July 2018 and the technical consultation
concluded on 31 August 2018.

Consequential amendments to taxlegislation will
ensure that a non-UK resident company:

* will nothave a disposal event for capital allowances
purposes;its income will neither be taxed twice nor
fall outof accountandits expenses will berelieved
onlyonce;

* will notneed to notifyits chargeability to
corporationtaxincases whereits only UK income
sourceis from a UK property business and the UK
tax deducted at sourcefrom its rental income fully
satisfies its liability to corporation tax on the profits
of that business.

Transitional provisions will:

e allowthe carryforward of existingincome tax
losses againstfuture UK property business profits;
prevent the deduction of derivativecontracts
amounts referableto pre-commencement periods
which would not have been relievable under the
income tax rules, e.g. because they arecapital in
nature; and

¢ allowcompanies to applythe Disregard Regulations
(S12004/3256) to hedging derivatives with certain
modificationsto ensure the rules apply
appropriately.

Oil taxation

Transferabletax history mechanism

Following consultationin 2018, FinanceBill 2018-19
will introducea transferabletax history mechanismfor
oil and gas companies to encourage new investment in
the North Sea. The measure is effective for
transactionsthatreceive Oil and Gas Authority
approval on or after 1 November 2018.

Petroleum revenue tax simplification
Alsofollowingconsultationin 2018, the petroleum
revenue taxrules on retained decommissioningcosts
will beamended to simplify theway that older fields
canbe soldtonew investors.The measure is effective
for transactions thatreceive Oil and Gas Authority
approval on or after 1 November 2018.

Capital instruments

Hybrid capital instruments

This measure provides certainty of tax treatment for

hybrid capital instruments which allow deferral or

cancellation of interest payments. Subject to qualifying

conditions, interest payableon hybrid capital

instruments will be:

¢ deductiblefor the issuer;

* taxableforthe holder; and

* notsubject to stamp duty or stamp duty reserve
tax inrelation totransfers.

The measure will also eliminate differences in the way
that two linked loanrelationshipsaretaxed where
companies raiseloan capital fromthird parties and
distributethat capital withina groupinsucha waythat
the internal and external loan relationships would be
taxed on different bases.
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It will apply to hybrid capitalinstruments not covered
by the regulatory capital securities regulations
effective from 1 January 2019.

An associated HMRC technical noteis availablehere.

Regulatory capital securities

As a consequence of the hybrid capital instruments
measure above, HMRC have reviewed the treatment
of hybrid capitalinstruments generally to ensure that
interest payments on all debt-likeinstruments are
deductible.

Followingthis review, the regulatory capital securities
regulations will berevoked and replaced with new tax
rules for:

* hybridcapitalinstruments thatcan be issued by
anysector; and

* tax mismatches, whichalignthe tax treatment of
linked loan relationships.

This measure will be effective from 1 January 2019.

Insurance companies

IFRS 17 Insurance contracts

IFRS 17, effective from 1 January 2021, introduces
significantchanges to how insurancecontracts are
recognised, measured, presented and disclosed which
may impactthe timing of revenue recognition. A
consultation process will help determine if changes are
required in FinanceBill 2019-20 to the taxation
treatment of insurancecontracts inthe lightof the
accountingchanges.

Anti-avoidance

Corporateinterest restriction

As announced at Autumn Budget 2017, FinanceBill
2018-19 will amend the corporate interest restriction
rules to ensure the regime works as intended.
Following consultation, changes havebeen made to
the legislation and explanatory notes originally
published on 6 July 2018.

The corporate interest restriction rules will also be
amended by FinanceBill 2018-19 to ensure that they
continue to operate as intended after the introduction
of IFRS 16 Leases.

The draft legislation hasbeen revised to includeminor
changes to the rules for structured finance
arrangements, writingdown allowances for finance
lessors and thetreatment of longfundingleases on
adoption of IFRS 16.

A change has also been made to the computational
rules for the spreading of the transitional adjustment
upon adoption of IFRS 16.

This measure will have effect for periods of account
beginningon or after 1 January 2019. Certain
amendments to the long fundingleaserules areonly
effective for leases entered into on or after 1 January
2019.

Hybrid and other mismatch anti-avoidancerules
Consequential changes will bemade to the hybrid
mismatch anti-avoidancerules to reflect the adoption
of the Anti-Tax Avoidance Directive (EU Directive
2016/1164) (ATAD) on 12 July 2016.

The hybrid mismatch rules introduced by Finance Act
2016, effective from 1 January 2017, includealmostall
the minimum standards required by ATAD. Two
changes are however necessaryto ensure that the
rules arefullyaligned with the ATAD requirements.

The measures will be effective from 1 January 2020
andrelate to specific requirements inrelation to:

* the treatment of certain mismatches involving
permanent establishments; and
* the exemption of regulatory capital.

Any legislativechangerequired to comply with ATAD
requirements inrelation to the treatment of certain
reverse hybrids will beconsidered later becausethe
implementation date for those requirements is 1
January 2022.

Controlled foreign companies

Consequential changes will also be made to the
controlled foreign company rules to reflect the
adoption of ATAD.

Two changes will bemade inrelation to the definition
of control and the treatment of certain profits
generated by UK activity.

The measures will be effective from 1 January 2019.

UK permanent establishments

The definition of permanent establishmentfor UK tax
purposes will bechanged to prevent foreign
businesses operatinginthe UK taking advantage of
exemptions for preparatory or auxiliary activities by
splitting their business activities between different
locations and related companies.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752083/Hybrid_and_Mismatch_Technical_Note_FINAL_2510118_UC_291018.pdf
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A non-UK resident companyis liableto UK corporation
tax onlyifithas a UK permanent establishment.The
exemption from permanent establishmentstatus for
preparatory andauxiliary activities normally applies to
lowvalueactivities such as storingthecompany’s own
products; purchasinggoods;or collectinginformation
for the non-residentcompany.

FinanceBill 2018-19 willamend CTA 2010,s. 1143 to
deny exemption from permanent establishmentstatus
to a non-UK resident company for such activities if
they are partof a fragmented business operation, for
exampleif:

* thatcompany, either aloneor with related entities,
whether foreign or UK, carries on a cohesive
business operation, either at the same place, or at
different places inthe UK;

* atleastone of them has a permanent
establishmentwhere complementary functions are
carriedon;and

* the activities together would create a permanent
establishmentifthey were ina singlecompany.

The UK has already adopted this changeinits tax
treaties by virtue of the BEPS multilateral instrument
which became effective inthe UK on 1 October 2018.
This measure, newly announced at Budget 2018,
replicates in UK domestic lawthe change already made
to tax treaties and will be effective from 1January
2019.

Diverted profits tax

Effective 20 October 2018, the diverted profits tax
legislation willbeamended to closeplanningloop
holes and to make minor modificationsto the
mechanics of the legislation. The changes will:

* closeataxplanningopportunity under which
amendments to a company’s corporation tax return
canbe made after the review period has ended and
after the diverted profits tax time limits have
expired;

* make clear thatdiverted profits will only betaxed
under either the diverted profits tax or the
corporationtaxrules, but not both;

* extend the review period, within which HMRC and
taxpayer companies areencouraged to work
collaboratively to determine the extent of diverted
profits, from 12 to 15 months;

* extend a company’s right to amend their
corporationtaxreturn duringthe first12 months of
the extended 15-month review period, but only for
the purposes of including the diverted profits intoa
corporationtax charge;

* make clearthatdiverted profits liableto diverted
profits tax can be reduced by amendment to the
company’s corporation tax return duringthe first
12 months of the review period.
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Property tax

Contributed by Stephanie Webber

Changes to taxinggains made by non-residents on UK
immovableproperty

As announced at Autumn Budget 2017, from 6 April
2019 all non-UKresidents who dispose of interests in
UK land will be brought within the scope of either
capital gains tax or corporation tax,as appropriate, and
a further rulewill alsotaxindirectdisposals of UK land
where a persondisposes of an entity that derives 75
per cent or more of its gross assetvaluefrom UK land.

Draft legislation was published on 6 July 2018 and
there was then a period of technical consultation,
during which HMRC and HM Treasury worked with
industry on provisionsapplying specifically to collective
investment vehicles investingin UKland. It has now
been announced that Collectiveinvestment schemes
and Alternative Investment Funds (other than
partnerships)willbetreated as ifthey were companies
chargeableto corporationtaxandaninvestment inthe
fund will betreated as if the interests of investors were
shares ina company, with the consequence that if the
fund is UK property rich,a disposal ofaninterestinit

by a non-UK residentwill fall within the new provisions.

UK Real Estate Investment Trusts will be exempted in
relation to gains on disposals of UK property rich
entities under the same mechanismas disposals of
property under existing CTA 2010, s. 535.

Shared occupancy test for rent-a-room relief
Following consultation on the draft legislation
published on 6 July 2018, the legislation for the shared
occupancy test for rent-a-room relief will notnow be
includedinFinanceBill2018-19.

Business rates

Inorder to provide upfront support to high street
businesses, businessrates will be cut by one third for
retail properties with a rateablevaluebelow £51,000,
benefiting up to 90 per cent of retail properties. This
will apply for two years from April 2019, subjectto
state aid limits.

Stamp duty land tax
For details of the proposed stamp duty land tax
changes, see the section Stamp taxes and ATED.

Stephanie Webber ACA, CTA
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Stamp taxes and ATED

Contributed by Mark Cawthron

Stamp Duty Land Tax
SDLT for non-residents Mark caWthron LLB, SO|iCitOI‘, CTA

The Government will publisha consultationinJanuary

2019 on an SDLT surcharge of 1% for non-residents Mark s a tax lawyer and was
buyingresidential propertyin England and Northern formerly a partner inthe City
Ireland. office of law firm Pinsent Masons
(andits predecessor firms) from
Firsttime buyers’ relief— extension of reliefto all 1990 to 2007 and of the US law
purchasers of qualifying shared ownership property firm, Bryan Cave, from 2007 to
First-timebuyers’ reliefis extended to include 2010.
qualifying shared ownership property purchases,
whether or not the purchaser elects to pay SDLT on the He has wide experience of
market value of the property. The first£300,000 ofan the corporate and business tax
initial sharepurchased will notbe liableto SDLT. The fields: M&A, corporatefinanceand restructurings; private
remainder of the initialsharewill bechargeableat5% equity; real estate investment and development;
on amounts over £300,000.No SDLT will be chargeable emp|oyee shareincentives;emp|oyment arrangements
on the lease.Relief is notavailableonany further and their termination; handling disputes with tax
shares purchased. authorities.
The relief will notapplyto purchases of properties Mark writes tax commentary for Croner-i on residence and
valued over £500,000. domicile, employee shares, real estate taxation,and
double taxation, as well as authoring featurearticles ona
This change will applytorelevant transactionswithan range of topics.

effective date on or after 29 October 2018; and will
alsobebackdated to 22 November 2017, to enable
claims for refunds to be made.

Higher rates for additional dwellings — ‘major
interests’

The design of higher rates for additional dwellings
broadly means that tax is charged when someone
buys and already owns a ‘major interest’ in a
dwelling. The term ‘major interest’ is used to ensure
that the higher rates for additional dwellings apply
to only meaningful purchases of residential property

Higher rates for additional dwellings —time within
whichto reclaim

Someone sellingtheir old home after they buy their
new home must pay upfront. A purchaser canreclaim
the higher rates for additional dwellings provided they
sell their old home within 3 years of buying their new
home. A successful reclaimmustbe made by the later

of: and does not apply to ‘minor interests’, for example
3 months from selling the old home a right of way or a right to light.
* ayear from the filingdatefor the SDLT return for

the new home. It has been suggested that it is unclear whether the
In practicethis means that anyone who fails to sell legal definition of ‘major interest’ includes an
their old home within 12 months of the filing date of ‘undivided share in land’ and, consequently,
the SDLT return for their new home mustrely on whether transfers involving an ‘undivided share in
FinanceAct 2003, Sch. 4ZA para.8(3)(a) and reclaim land’ are within the scope of the higher rates for
their higher rates for additional dwellings within 3 additional dwellings.

months of the saleof their old home.

Paragraph 8(3)(a)willbeamended sothat a successful

reclaimmustbe made by the later of:

* 12 months from selling the old home

* avyear fromthe filingdatefor the SDLT return for
the new home.

* This change will take effect from 29 October 2018,
where the effective date of saleofthe old home is
on or after that date.
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While HMRC’s view is that the higher rates for
additional dwellings legislation asitstands enables all
purchases of undivided shares inland to be taxed,
Finance Act 2003, Sch. 4ZA, para.2 will beamended to
put the position beyond doubt, and make clearer that
amajorinterestina dwellingincludes an undivided
shareina dwellingfor the purpose of the higher rates
for additional dwellings.

The change will take effect from 29 October 2018.
ATED (Annual Tax on Enveloped Dwellings)

Increasein Annual chargeableamounts

ATED charges will riseby 2.4% from 1 April 2019 inline
with the September 2018 Consumer Prices Index.

This will bedelivered by Statutory Instrument.

Stamp Duty/Stamp Duty Reserve Tax (SDRT)

Stamp Duty, Stamp duty reserve tax: aligningthe
considerationrules

The Government will consultonaligningthe Stamp
Duty and SDRT considerationrulesandintroducinga
general connected party market valuerule.

Reforming the consideration rules will,itis said,
‘simplify Stamp Taxes on shares and prevent contrived
arrangements being used to avoid tax’.

The consultation will be published on 7 November
2018.

Stamp duty, Stamp duty reserve tax: transfers of listed
securities and connected companies

Legislation will beintroducedin FinanceBill 2018-19 to
providefor a new market valuerule where listed
securities aretransferred to a company (whether or
not for consideration),and the person transferringthe
securities is connected with the company.

Inthese circumstances, the transfer will bechargeable
to stamp taxes on shares based on the higher of the
amount or value of the consideration (ifany) for the
transfer or the market value of the securities.

HMRC saythey areaware of contrived arrangements
involvingthetransfer of listed shares to connected
companies to minimisestamp taxes on shares liability
on the acquisition of high-valueshare portfolios. The
measure will introducea new targeted market value
rulewhere listed

securities aretransferred to a connected company
where stamp taxes on shares groupreliefis not
available. Itwill apply where money is paid or there is
nil consideration or where the considerationisother
than money.

The effective dates of this new measureis as follows:

» for Stamp Duty under FinanceAct 1999, Sch. 13,
para.l, the measure will haveeffect inrelation to
instruments executed on or after 29 October 2018;

¢ for SDRT under FinanceAct 1986,s. 87 the
measure will have effect for agreements to transfer
made on or after 29 October 2018. Where the
agreement to transferis conditional,themeasure
will have effect where the conditionis satisfied on
or after 29 October 2018;

* where the Stamp Duty or SDRT chargeis under
FinanceAct 1986,s.67,70,93 or 96 inrelationto
transfers to depositary receiptissuers or clearance
services the measure will have effect for transfers
on or after 29 October 2018 (whenever the
arrangement was made).

Stamp duty relief for Share IncentivePlans

FinanceAct 2001,s.95(3) provides that where, under

anapproved shareincentiveplan, partnershipshares

or dividend shares aretransferred by the trustees to

anemployee:

a) noadvalorem stampduty is chargeableonany
instrument by which the transferis made, and

b) no SDRT is chargeableonanyagreement by the
trustees to make the transfer.

Legislation will beintroducedin FinanceBill 2018-19 to
amend s.95. This will remove references to ‘approved’
insubsections (1)and (2)and inthe headingandin
subsection (3) ‘an approved shareincentive plan’ will
be substituted by ‘a Schedule 2 SIP’. This will align the
section with the other provisions of the SIP code.

This is a minor correcting measure, which will be
backdated effective from 6 April 2014 (the date from
which self-certification of the several ‘tax-advantaged’
shareschemes took effect). The change clarifies the
availability of stamp duty and stamp duty reserve tax
relieffor SIPs,and puts the legislation onto the basis as
already operated by HMRC.
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Stamp duty, SDRT and SDLT: resolution of financial
institutions

The Government announced at Autumn Budget 2017 it
would legislatein FinanceBill 2018-19 to ensure that
Stamp Duty, SDRT and SDLT were not chargeableon
exercise of resolution powers under the UK special
resolution regime for managingfailing financial
institutions. Theexemption would be limited to the
temporary transfer of shares or land to a bridge entity,
andthe transfer of shares in exchange for temporary
certificates issued to creditors that identify their
entitlement to the shares.

This would, it was said, ‘simplify and strengthen the
process of resolvinga failed financialinstitution and
help to ensure that the ‘no creditor worse off’ principle
is upheld’.

Following publication of draftlegislation on 6 July
2018, changes have been made which will extend the
exemption to other types of financialinstitutionsin
resolution and certain transfers covered by the
resolution regime.

The change will have effect for transfers made on and
after Royal Assent to FinanceBill 2018-19.
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VAT

Contributed by Sarah Kay

No change to registration thresholds

There will be no change to the VAT registration or
deregistration thresholds, which will remain fixed at
£85,000 and £83,000 per annum until 31 March2022.

At the Springbudget a call for evidence on reducing
the VAT threshold was announced and a summary of
the responses received has been published. Although
the Government considers thatthere areproblems
with the current threshold, itwill notmake any
changes until the terms of the UK’s exit from the EU
areclear.

Changes to the VAT treatment of vouchers

There will be changes to the VAT treatment of
vouchers issued on or after 1 January 2019, the
changes will simplify the rules relating to vouchers.
For the purposes of the new rules a ‘voucher’ can have
a physical or electronic formand will meet the
following conditions:

* one ormore persons are under an obligation to
acceptitas consideration or part-consideration for
the supply of goods or services

* the identities of those goods or services and of their
potential suppliers arelimited and expressly
indicated

* istransferableby gift

The rules will excludediscountvouchers, transport
tickets, admission tickets and postage stamps.

Under the new rules vouchers will beeither single
purposevouchers or multi-purposevouchers.

A singlepurposevoucher will beone where, at the
time of issue, both the liability to VAT and the placeof
supply of the underlying goods or services are known.
Any VAT due on those underlying goods or services is
paidatthe point of issueofthe voucher and at the
pointof each transfer of it, where these are done for
consideration. VAT is not payable when the voucher is
redeemed, but ifthe business redeeming the voucher
inexchange for taxablegoods or services is different
from the business whichissuedit, there isalsoa supply
of those goods or services from the former business to
the latter.

Sarah Kay BSc (Hons), PhD, CTA

Sarah writes VAT commentary
for Croner-i.

She trained with Ernst & Young
as partof their indirect tax
graduate trainingscheme
andqualifiedas a CTAin 2001.

Sinceleaving Ernst & Young in 2004 she has worked for
specialist VAT Consultancy firms helpinga range of

businesses to navigateround the increasingly complex VAT

regime.

A multi-purposevoucher will beone whichis not a
single purposevoucher. Any VAT due is only payable
when the voucher is redeemed for goods or services.
The consideration for thatsupply will beamount last
paid for the voucher or, inthe absence of this
information, its facevalue.

There will be a new sectioninthe VAT Act 1994 to deal
with postage stamps to maintain the current
treatment.

Reverse charge anti avoidanceamendment

As ananti-avoidancerule, the receipt of reverse
charge supplies contributes to a business’s taxable
turnover for the purposes of the VAT registration
threshold. Thus, the receipt of certainsuppliescan
resultina business whosesales arebelowthe
threshold becoming liableto register for VAT.

The budget contained a measure which will enablethis
anti-avoidanceruleto be disappliedinrelationtoany
specified VAT reverse charge if HMRC deem it
necessary. Any such disapplication will beintroduced
by Statutory Instrument.
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Energy and Transport Tax

Contributed by Paul Robbins

Transport tax

Fuel duty
Fuel duty will befrozen for the ninth successiveyear.

Alternativefuels
The government is to maintainthe difference between
alternativeand mainroad fuel duty rates until 2032.

Vehicle excise duty
Various changes have been announced to the rates for
2019-20:

* the rates for cars,vans and motorcycles is to
increaseinlinewith RPI; and

* the rate for heavy goods vehicles is to be frozen.

Following consultation on the reform of the regime for

vans, the government is to set out its proposalsshortly.

An exemption for purpose-builtvehicles operated by
Blood Bikes is to be introduced from April 2020.

Company vehicles

From 6 April 2019 fuel benefit charges will increasein
linewith RPI with van benefit charge increasinginline
with CPI.

Airpassengerduty

The long-haul rates of air passenger duty will increase
inlinewith RPI for 2020-21 but short-haul rates will not
rise.

Energy tax

Carbon emissions tax

If post-Brexit no mutually satisfactory agreement can
be reached aboutthe UK’s withdrawal fromthe EU
Emissions Trading System (ETS), then the Government
will introducea carbon emissionstax.

A rate of £16 per tonne would be applied over and
above aninstallations emissionsallowancewhich
would be based on the installationsfreeallowances
under the ETS.

Paul Robbins ACA, CTA
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managingthe team of in-housetax writers and being lead
technical editor on a number of core titles. He is now
responsiblefor the quality and development of the
Croner-i tax portfolio.

Climate change levy
The main rates for 2020-21and 2021-22 are to change
as follows:

* the electricityrate will belowered in both years;
and
* the gasratewill increasein bothyears

the net effect being that the gas rate will be 60% of the
electricity rate.
Other fuels will continueto align with the gas rate.

Enhanced capital allowances

To reduce complexity, the enhanced capital allowances
andfirstyeartax credits for technologies on the Energy
Technology Listand the Water Technology Listwill
come to an end from April 2020.

The Government will also extend the enhanced capital
allowances regimefor electric vehiclecharging points
to 31 March 2023.
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Environmental Tax

Contributed by Paul Robbins

Single-use plastics

Plastic packaging

The government will beconsulting on the following
measures to reduce the problems caused by “excessive
and environmentally harmful plastic packaging”:

* from April 2022 introducea tax on the production
andimport of plastic packaging which doesn’t
containatleast30% recycled plastic;and

* reform the Packaging Producer Responsibility
System to increaseproducer responsibility for costs
of their packaging waste.

Disposable cups

The Chancellor announced that the Government will
not at this pointpursue a levy on all such cups butwill
revisitthatifthe industry does not take steps to limit
the environmental impact.

Aggregates levy

The government will freeze rates for 2019-20.

Paul Robbins ACA, CTA

Paul Robbins is the content
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Croner-i Tax.
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inthe tax departments of two
largefirms now absorbed into
the Big 4 before joining Croner-i
as a tax technical writer
specialisingin corporates.

At Croner-i he has held various publishing posts whilstalso
managingthe team of in-housetax writers and being lead
technical editor on a number of core titles. He is now
responsiblefor the quality and development of the
Croner-i tax portfolio.




27

Budget 2018 Report: More treat than trick?

Indirect tax

Contributed by Sarah Kay

Soft drinks industry levy: movement of soft drinks
between the UK andIsleof Man

Provided that rates of SDILremainaligned, the
movement of liablesoftdrinks between the Isle of
Man and the UK will notbe an importor export. This
will apply with effect from 1 April 2019.

Soft drinks industry levy: penalties

With effect from April 2019 penalties will apply for the
non-payment of SDILand failuretosubmita timely
quarterlyreturn.

HGV road user levy

With effect from 1 February 2019 vehicles which meet
the latestEuro IV emissions standards will qualify for a
10% reduction inthe levy. There will beincreasesin
the levy for the most pollutingvehicles.

Remote gamingduty increase
Remote gamingduty will increaseto 21% with effect
from 1 October 2019.

Exciseduty: Heated tobacco

With effect from 1 July 2019 there will bea new duty
category for ‘Heated Tobacco’andit will be234.65 per
kg.

Tobacco duty rates
From 6pm on 29 October 2018 the followingincreases
will takeplace:

* The duty rates for all tobacco products will be
increased by 2% above RPI inflation

* Hand-rollingtobaccowillrisebyanadditional 1%
above this to 3% above retail priceinflation;and

* The Minimum ExciseTaxwill beset at £293.95 per
1000 cigarettes.

Vehicleexciseduty

Rates for cars,vans, motorcycles and motorcycle trade
licences willincrease by RPI with effect from 1 April
2019. Rates for HGVs will be frozen for 2019-20.

The government will shortly publishitsresponseto the
consultation on reforming VED to incentivisevan
drivers to purchaselease polluting models.

The FinanceBill for 2019-20 willincludea provision to
exempt from VED motor cars and bikes owned by the
Nationwide Association of Blood Bikes and used for
the transportation of medical products.

Sarah Kay BSc (Hons), PhD, CTA
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Fuel duty
Fuel duty will remain frozen for 2019-20.

Alcohol duty

With effect from 1 February 2019 the followingalcohol
duty rates will increase inlinewith inflation (based on
RPI):

* All wine and made-wine rates at or below 22%
alcohol by volume (abv); and

* Sparklingciderand perry exceeding 5.5% abv but
less than 8.5% abv.

The duty rates on beer, spirits, wineand made wine
exceeding 22% aby, still cider and perry,and sparkling
cider and perry of a strength not exceeding 5.5% abv
have been frozen.

With effect from 1 February 2019 a new duty band will
be introduced to encourage the productionand
consumption of lower-strength ciders. Itwill apply to
still cider of a strength of at least6.9% but not
exceeding 7.5% alcohol by volume. The rate for the
new band will be £50.71.

The Government will notbe undertaking further
consultation of the simplification of Alcohol Duty
althoughit ‘remains committed to consultingonand
implementing reforms’.
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This amendment was prompted by the extension of
the domestic reverse charge to construction services
from 15t October 2019. There are concerns that
without this disapplication, an unintended
consequence of the extension will be that small
businesses trading below the registration threshold
will berequired to register for VAT.

Specified supplies anti-avoidance measure

Suppliers of ‘specified supplies’ can recover inputtax
when those supplies aremade to non-EU customers,
even though the ‘specified supplies’ are exempt from
VAT (andthus do not normallygiveriseto aright to
recover input tax). This anti-avoidance measureaims
to combat exploitation of the rules byinsurance
intermediaries who use an artificial off-shoreloop to
enable them to recover input tax.

With effect from 1 March 2019, the rightof insurance
intermediaries torecover inputtax will berestricted to
circumstances where the final consumer does not
belong inthe UK.

Higher education amendment

English higher education providers will beableto
exempt their supplies of educationifthey are
registered with the Office for Students inthe Approved
(fee cap) category. HMRC will publish detailed
guidanceinadvance of the 2019-20 academic year.

Effect of VAT and air passenger duty on tourismin
Northern Ireland

The government launched a call for evidenceon the
impactof VAT and APD on tourismat the Spring
Statement 2018 and is publishingits response.
However, there will beno changes to the VAT or APD
regimes in Northern Ireland atthis time.

Effect of VAT andair passenger duty on tourismin
Northern Ireland

The government launched a call for evidenceon the
impactof VAT and APD on tourismat the Spring
Statement 2018 and is publishingits response.
However, there will beno changes to the VAT or APD
regimes in Northern Ireland atthis time.

Splitpayment for online payments

The government responseto the consultation on this
issuewhich followed the Spring Statement 2018 will
be published on 7 November.

Reverse unfulfilled supplies

With effect from 1 March 2019 all prepayments made
for goods or services will be within the scope of VAT
where customers have failed to collect what they paid
for and not received a refund.

Amendment to guidancefor VAT groups on bought in
services

Draft guidanceclarifyingwhen UK VAT is due on when
overseas services should beclassified as boughtin
services will bepublished in November inadvance of
changes taking effect from 1 April 2019.
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EU exit

Contributed by Sarah Arnold

Amendments to tax legislation to reflect EU exit
Legislation will beintroduced in FinanceBill 2018-19 to
providefor a power to make minor consequential
amendments to various parts of tax legislation
pursuantto the UK leavingthe EU.

The Government proposes to use the power to amend
tax legislationina waythatmaintains the same effect
inthe event of a no deal exit from the EU. It will also
ensure that HMRC can continue to co-operate with
other taxadministrationsto the widest possible extent,
whilstensuringthat UK informationis only used for
specified legitimate purposes and that it remains
confidential,inthe sameway as itwould be inthe UK,
inthe hands of the overseas recipient. It will also
ensure that the consideration of whether (and by how
much) a taxpayer is unjustly enriched only refers to

Sarah Arnold FCA, CTA
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sums of tax wrongly paid as a resultof a mistake of UK
legislation (and not of EU legislation).

The legislation will have effect on and after the Royal
Assent to FinanceBill 2018-19.

Sarahis experienced in advising high net worth individuals
on all aspects of personal taxation including utilising trusts
and the taxation of estates.
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Tax Administration

Contributed by Julie Clift

Changes to interest provisionsfor late payment,
repayment and penalties

As announced on 19 July 2018, legislation will be
introducedin FinanceBill 2018-19 toregularise

historical arrangements for charginginterestinrelation

to payments and repayments of certain taxes
(including corporation tax and diverted profits tax) and
the chargingofinterest on unpaidandlatepaid
penalties for PAYE.

Currently there are separatelegislative provisions
coveringthe chargingof interest on the taxes and
penalties involved.

Current powers arecontainedin:

e FinanceAct 1989,s.178, inrelationtointerest on
corporation tax, diverted profittax, inheritancetax,
stamp duty, SDLT and promoters of tax avoidance
schemes (POTAS).

*  FinanceAct 2009,s. 101, inrelationtointerest
charged on penalties inrelation to PAYE.

The legislation will haveimmediateretrospective and
prospective effect with retrospection datingback to:

e 18 August 1989 inrespect of FA 1989,s.178
* 6 May2014 for FA 2009, s.101.

The legislation willalso ensurethat in future the

interest provisionsin Finance Act 2009 applyinrelation

to penalties charged under POTAS.

Income tax, capital gainstaxand corporation tax:
voluntary tax returns

Legislation will beintroducedin FinanceBill 2018 to
2019 with retrospective and prospective effect to put
HMRC'’s longstanding practice of accepting voluntary
tax returns onto a statutory basis.

These voluntaryreturns will be put on an equal footing
with returns delivered under a formal noticeto file.

The measure has retrospective and prospective effect
from the date of Royal Assent to FinanceBill 2018-19.
The legislation will apply retrospectively from April
1996.

Julie Clift BA (Hons), CTA
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Extension of security depositlegislation

As announced at Budget 2017, the Government will
legislatein FinanceBill 2018-19 to extend existing
security depositlegislationtoincludecorporationtax
and Construction Industry Scheme deductions. The
Government consulted on the implementation of this
change between 13 Marchand 8 June 2018.A
summary of responses and draft Finance Bill
Legislation was published on 6 July. Sincethen minor
changes have been made to the draftlegislation,
includingtoremove provision for new information
powers that are now considered unnecessary, and to
includea technical amendment to the existing PAYE
provisions. Detailed provisions will beset out in
regulations, which will be published for comment.
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Power to make consequential amendments

The Chancellorannounced atBudget 2018 that the
Government will legislatein FinanceBill 2018-19 to
introducea power which permits the government to
make minor amendments to ensure that taxlaw
continues to operate as itdoes now ifthe UK leaves
the EU without a deal.

This measure allows the Government to make minor
technical amendments, including: replacing
references to the ‘EU’ with references to the ‘EU and
UK’ inlegislation;amendments consequential to other
changes to the lawin preparation for EU exit; and
amendments to change valuesineurosintovaluesin
sterling.Italso provides for technical changes toan
existing power which permits the government to bring
international tax agreements into effect in UK law,
mirroringa provision currently containedin legislation
that gives effect to EU law; and removes references to
EU legislation when HMRC are considering whether,
andto the extent which, a taxpayer may be unjustly
enriched by repayment of Insurance Premium Tax,
Landfill Tax, or Excise Duty.

Statutory remedy re advancecorporation tax

The Government will legislatein FinanceBill2018-19
to introduce a new statutory remedy inrelationto
advancecorporationtax. The measure will apply from
Royal Assent to the FinanceBill 2018-19.

Extension of Offshore Time Limits

As announced at Autumn Budget 2017, the
Government will legislatein FinanceBill 2018-19 to
increasethe assessmenttime limitfor offshoretax
non-complianceto 12 years for Income Tax, Capital
Gains Taxand Inheritance Tax. Where there is
deliberate behaviour the time limitremains at20
years.Public consultation opened on 19 February 2018
andclosed on 14 May 2018. The response document,
draftlegislationanda TIIN were published on 6 July
2018. Followingconsultationin summer 2018, the
legislation clarifies thatthe extended time limits will
applyunless international agreements mean HMRC
already has the information needed to assess thetax
due.

Protecting Your Taxes inInsolvency

As announced at Budget 2018, from 6 April 2020, the
Government will changethe rules sothat when a
business enters insolvency, more of the taxes paidin
good faith by its employees and customers and
temporarily heldin trust by the business go to fund
public services, rather than being distributed to other
creditors. This reform will only apply to taxes collected
and held by businesses on behalf of other taxpayers
(VAT, PAYE income tax, employee National Insurance
contributions and Construction Industry Scheme
deductions).The rules will remain unchanged for taxes
owed by businesses themselves,such as corporation
tax and employer National Insurance contributions.
This will belegislated forin FinanceBill 2019-20.

Amendments harmonisation

The Government is publishinga callfor evidenceinto
how tax returns areamended. The current process can
be complex, and the government is keen to modernise
andsimplifyit.

Amendments to the General Anti-abuse Rule (GAAR)
Legislation will beintroducedin FinanceBill 2019-20to
make minor procedural and technical changes to the
General Anti-abuseRule (GAAR). The changes will
come into effect following Royal Assent.

Penalties reform

As announced at Autumn Budget 2017, the
Government consultedinsummer 2018 on draft
legislation for new late payment and latesubmission
sanctions.The Government remains committed to the
reform andintends to legislatein a future FinanceBill,
to allowfor more time to consider further the
communications needed for successful
implementation. The Government will provide notice
before these measures are implemented.

Amending HMRC’s Civil Information Powers

The Government’s consultation on proposed technical
changes to Schedule 36 to FinanceAct 2008 closed on
2 October 2018. The proposed changes aimto improve
HMRC's processes for accessingthird party
information. Aresponseto this consultation, including
next steps for implementation, will be publishedindue
course.
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Avoidance, evasion and unfair outcomes

Contributed by Mark Cawthron

The Government suggests the ‘tax gap’, the difference
between the tax that ‘should be paid’and the tax
actually paid, has fallen from7.3% in 2005/06 to 5.7%
in2016/17.This is the lowest tax gap infiveyears,and
the second lowestever. At Autumn Budget 2017, a list
of over 100 measures introduced since 2010 to tackle
tax avoidance, evasion and other forms of non-
compliancewas published. These had, the Chancellor
said, raised £185bnsince2010.

At Budget 2018, HM Treasury announced a further
packageto tackletax avoidance,evasionand (in
possibly a new phrasefor the lexicon) ‘unfair
outcomes’, with 21 measures, aimingtoraisef2.1
billion by 2023/24.0Ofthese, 12 aimto protect revenue
and 9 to resultin more tax coming to the Exchequer by
tacklingfraud, avoidanceand unfair outcomes and
clamping down on non-complianceboth offshoreand
domestically.

Those measures includedinthe releaseissued by HM
Treasuryare listed below under the two heads ‘Direct
taxes’ and ‘VAT'.

Further measures included in Budget materials
published by HMRC (though under the shorter heading
‘Avoidance and Evasion’) arelisted separately.

Finally,it's worth bearingin mind that anti-avoidance
provisions caninvariably befound appended to other
Budget announcements. Examples include:

* ananti-avoidancerulethat applies from29 October
2018, in connection with the legislation thatwill be
introducedin FinanceBill 2018-19 to tax income
from intangible property heldinlow-tax
jurisdictionsto the extent referable to UK sales (a
measure generally taking effect from 6 April 2019);

* JlegislationtobeincludedinFinanceBill 2018-19 to
amend the Diverted Profits Tax rules, that will ‘close
atax planningopportunity’;

* the suggestion that a splitpayment model, as an
alternative method of VAT collection (and one
developed inclosecooperation with stakeholders in
the bankingand payments sectors), could radically
improve the way VAT is collected and reduce fraud.
Followingthe consultation launched atSpring
Statement 2018, the Government will publish a
government response document on 7 November
2018.
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Direct taxes

Tackling profit fragmentation

Targeted legislation to prevent UK traders and
professionals fromavoiding tax by arranging for their
taxablebusiness profits to arisein territories where
significantly lower taxis paid thaninthe UK. The
taxable UK profits will beincreased to the actual,
commercial level.

This comes into force on 1 April 2019 for corporation
tax, and 6 April 2019 for income tax and Class 4 NICs,
aimingto raise£120m.

Draft legislation and a TIIN-Profit Fragmentation were
published on 6 July 2018. Following consultation,
changes have been made to the draftlegislationto
remove the duty to notify HMRC of relevant
arrangements meeting certaincriteria, to clarify the
adjustments required to be made under this
legislation,and to make a number of small technical
changes.
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Abuse of the R&D tax credit for SMEs

FinanceBill 2019-20 willintroducea limiton the
amount of payabletaxcredit that can be claimed by a
company under the R&D SME taxrelief. The limitwill
be set at three times the company’s total PAYE and
National Insurance contribution (NICs) paymentfor the
period.

The change will have effect for accounting periods
beginningon or after 1 April 2020. Any loss thata
company cannotsurrender fora payablecreditcanbe
carried forward and used againstfuture profits. The
Government indicates itwill consulton this change.

Abuse of entrepreneurs’ relief

Removing a loopholewhere companiesissueshares
with little or no economic rights so that employees can
claima lower CGT rate on disposal. New tests will
require the claimantto have a minimum 5% interest in
both the distributable profits and thenet assets of the
company, throughout the relevant qualifying period.
This comes into force on 29 October 2018, aimingto
raisef£50m.

Makingdirectors liablefor business taxes owed
Makingdirectors liablefor business taxes owed, where
there is a risk of a company deliberately entering
insolvency to avoid or evade tax. This comes into force
following Royal Assentto FinanceBill 2019-20, aiming
to raise£35m.

Protectingtaxesininsolvency

From 6 April 2020, the Government will changethe
rules sothat when a business enters insolvency, more
of the taxes paid byits employees and customers and
temporarily heldin trust by the business go to HMRC,
rather than being distributed to other creditors.

This reform will apply only to taxes collected and held
by businesses on behalfof other taxpayers (VAT, PAYE
income tax, employee National Insurance
contributions and Construction Industry Scheme
deductions).

The rules will remain unchanged for taxes owed by
businesses themselves, such as corporation taxand
employer National Insurance contributions.

This will belegislated forinFinanceBill 2019-20.

Value Added Tax

Clamping down on VAT avoidance from ‘VAT looping’
‘VAT looping’is where insurers reclaimotherwise
irrecoverable VAT by exporting their services and then
arrangingfor supplytoa UK consumer to be made via
an offshore-based associate.

The measure to combat this will comeinto forceon 1
March 2019 (though elsewhere a date of 29 March
2019is indicated), aimingto raise £40m.

This was firstannounced in a Written Ministerial
Statement on 19 July 2018, proposinglegislating to
restrictthe application of the VAT (InputTax) Specified
Supplies Order 1999 (SI 1999/3121)incertain
circumstances.

Tightening the guidancefor VAT groups

To ensure that UK VAT is paid by businesses on
services bought through their overseas
establishments. This comes into force on 1 April 2019,
aimingto raise£240m.

HMRC will reviseexisting guidance for VAT groups to
clarify which overseasservices can beclassified as
bought-in services to ensure that such services are
subjectto UK VAT. HMRC will sharethe draftguidance
with businesses and providea lead in time for
implementation.

The draft guidancewill bemade availableto business
groups in November 2018.

Amendment to ‘regulation 38’

Ensuringthat the correct VAT is paid to HMRC when
the priceof a good orservicechanges. This comes into
force on 1 September 2019,aimingto raise£515m.
This change will introduce new rules for the
adjustments to VAT followingretrospectivereductions
inthe priceof goods or services.Businesses will have
to adjusttheir VAT returns withinset time limits and
send a credit note to their customers. This will ensure
that such adjustments are only made inrespect of
genuine pricereductions.

The changes will be made by secondary legislation
Draft legislation willbepublishedin 2019 anda TIIN
for this measurewill be published alongside the draft
legislation.

‘Unfulfilled supplies’

Ensuringthat VAT is paid to HMRC even when a good
or serviceis paid for by the consumer but not taken
up. This comes into force on 1 March 2019, aimingto
raise£425m.

The Government says this will bring consistency to the
VAT treatment of prepayments. The change will bring
all prepayments for goods and services into the scope
of VAT where customers have failed to collectwhat
they have paidforand have not received a refund.

A Revenue & Customs Briefgivingfull details of the
change will be published before the end of the year.
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HMRC Budget announcements

Tax abuseandinsolvency

The Government will introducelegislationin Finance
Bill 2019-20 to allow HMRC to make directors and
other persons involvedintaxavoidance, evasionor
phoenixismjointly and severally liable for company tax
liabilities, wherethere is ariskthatthe company may
deliberately enter insolvency.

This will have effect from Royal Assent to Finance Bill
2019-20.

Offshore tax compliance strategy

The Government will publish an updated offshore tax
compliancestrategy. This will build on the substantial
progress the UK has made intackling offshoretax
evasionand non-compliancesincethe Government’s
previous strategy was publishedin 2014.

Onlineplatforms roleinensuringtax compliance

The Government will publishits responseto the call for
evidence ‘The Role of OnlinePlatforms in Ensuring Tax
Complianceby Their Users’, which was launched at
Spring Statement 2018. This will setout the
Government’s intention to improve guidancefor
people and businesses earning money through online
platforms,andto explore how greater useof data can
further support sustainable compliance with the tax
rules.

Electronic sales suppression

The Government will publish a call for evidencelaterin
the year on electronic sales suppression. ESS refers to
the misuse of electronic pointof salefunctions (i.e. till
systems)inorder to hideor reduce the value of
individual transactions and the corresponding tax
liabilities.

Conditionality: hidden economy

Following consultation (‘Tacklingthe hidden economy:
public sector licensing’), published in December 2017,
the Government says itwill consider legislatingat
FinanceBill 2019-20tointroducea tax registration
check linked to licencerenewal processes for some
public sector licences. Applicants would need to
provide proof they are correctly registered for taxin
order to be granted licences. This would make itmore
difficultto operate in the hidden economy, helpingto
level the playingfield for compliantbusinesses.

Amendments to the GAAR (General Anti-Abuse Rule)
Legislation will beintroduced to make minor
procedural and technical changes to the General Anti
Abuse Rule (GAAR).

The changes will come into effect following Royal
Assent to FinanceBill 2019-20.
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