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An innovative statement for everyone

Inside
Against a backdrop of a lower growth 

forecast, a lower than expected tax take 

for this year and post-referendum 

uncertainty, Philip Hammond confirmed  

a delay in balancing the books and the 

desire to support the economy. To ensure 

Britain’s resilience, the Government will 

invest in infrastructure – particularly in 

road, rail, innovation and home-building 

– all designed to address the UK’s low 

productivity. 

He declared his priority as Chancellor as 

being “to ensure that Britain remains the 

number one destination for business”. 

He confirmed the business tax roadmap 

set out in the March 2016 Budget, with 

corporation tax falling to 17% – the 

lowest corporate rate in the G20. He also 

evidenced his support for business by,  

for example, promising £2bn per year  

by 2020 for research and development 

funding. 

Hammond was particularly keen to help 

lower income families, through measures 

such as an increase in the tax free 

personal allowance to £11,500 from 

April, an increase in the National Living 
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PREC ISE .  PROVEN.  PERFORMANCE .

In his first – and last – Autumn Statement, the Chancellor 
emphasised the need for targeted investment in infrastructure and 
innovation to create a resilient “country that works for everyone”.

Wage, cancellation of the fuel duty rise 

for another year, and a reduction in the 

universal credit taper rate. 

The Government needs to maintain tax 

revenues, however, and Hammond plans 

to do this in a number of ways. For 

example, insurance premium tax is going 

up, rules on salary sacrifice schemes are 

being tightened, employee and employer 

national insurance thresholds are being 

aligned, and new tax relief restrictions 

will ensure that businesses pay tax in 

years when they make substantial profits. 

The Government is also alert to new 

threats to the tax base, and will be 

looking at a number of issues considered 

later in this newsletter. 

This autumn’s rabbit out of the hat was 

of a different breed – no surprise tax 

measure, but the news that this would 

be the last Autumn Statement. Instead 

we are to have Spring Statements from 

2018 (with no major tax measures) and 

Autumn Budgets, a switch designed to 

allow sufficient time for proposed tax 

changes to be scrutinised before they 

come in.



This change was first announced in the April 2016 Budget and 

follows the path previously taken with perceived anti-avoidance 

in respect of salary sacrifice and canteen facilities.

Any arrangements in place before April 2017 will be protected 

until April 2018, so any annual renewable agreements will be 

able to see out their current term. Where these pre-existing 

schemes relate to cars, accommodation and school fees these 

will be further protected until April 2021. This will hopefully 

allow employers to review their current offerings before the next 

renewal window to determine what amendments will be made 

to existing flexible benefit policies. 

Salary sacrifice schemes under fire
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The end of employee shareholder status (ESS)  
tax relief
The income tax reliefs and capital gains tax (CGT) exemption 

attached to ESS shares will be stopped for any awards made 

after 1 December 2016. For existing awards there will be no 

change to the CGT exemptions on eventual disposal and no 

further changes are expected in this area.

Where further awards are being considered, provided the 

employee has received legal advice prior to the Autumn 

Statement and the shares are allotted on or before 1 December 

2016, then these will also qualify for the tax advantages ESS 

provides.

Awards under ESS can still be made, but will not attract the 

previous tax advantages available if made after 1 December. 

While the Government also announced its intention to close ESS 

in the near future, the loss of the tax reliefs essentially achieves 

that result. 

The main areas of change will be in respect of salary sacrifice  

for mobile phones, annual leave, life and medical cover, and  

the ‘buying’ of additional annual leave. Where annual leave 

schemes continue to be operated in future, employees will 

suffer not only the loss in salary from the sacrifice, but also the 

tax assessed on their pre-sacrifice salary. This impact, together 

with the loss of employer NIC savings often used to cover the 

cost of administering such schemes, means such flexible 

benefits are likely to fall away altogether. 

The tax advantages of salary sacrifice schemes will be removed from April 2017, 
except where these relate to pensions, childcare, the cycle to work scheme and 
ultra-low emission cars.



HM Treasury’s business tax roadmap, announced in this year’s 

Budget, sets out the Government’s plans for business taxes to 

2020 and beyond. It aims to provide certainty to businesses to 

enable them to plan and make long-term investments, while 

enabling the Government to deliver reform to the tax system.

Business tax roadmap
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Two of the five principles underpinning the roadmap are 

lowering rates while maintaining the tax base and avoiding 

complexity.

In his Autumn Statement, the Chancellor reaffirmed the 

Government’s commitment to the business tax roadmap, 

confirming that the rate of corporation tax will reduce to 17% 

by the year 2020. This will result in the UK having the lowest 

corporation tax rate of all G20 countries.

The headline rate of corporation tax has reduced from 28%  

in 2010 to the current rate of 20% (applicable to businesses  

of all sizes since 1 April 2015), resulting in estimated savings to 

businesses of £10 billion per year. The corporation tax rate will 

be further reduced to 19% from 1 April 2017. 

The roadmap also sets out the Government’s intention to ease 

the burden on businesses through a £6.7 billion reduction in 

business rates over the next five years. The Chancellor reconfirmed 

that, from 1 April 2017, small business rate relief will be increased 

from 50% to 100%. This applies to properties with a rateable 

value of £12,000 or less. Properties with higher rateable values 

will receive tapered relief. Standard business rates will apply to 

properties with a rateable value of £51,000 or more.

After highlighting a drop in tax revenues, the Chancellor 

appeared to lay the blame for the erosion of tax receipts 

partially at the door of rapidly rising incorporation and self-

employment, and indicated that the Government would 

consider how it could ensure that the taxation of different ways 

of working is fair as between different individuals. He appears to 

have in mind the differences between employees, self-employed 

contractors and one-man service companies. 

This is not a new complaint on the part of the Treasury. The 

details of the Government’s further proposals in this area will be 

interesting to see, given the wide range of measures that have 

been introduced to combat the perceived issue by successive 

administrations.

Incorporations under 
attack?

“HM Treasury’s business tax roadmap, 
announced in this year’s Budget, sets out 
the Government’s plans for business 
taxes to 2020 and beyond.”



Reform of corporation tax loss relief

Tax deductibility of corporate 
interest expense
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As announced at Budget 2016, the Government will introduce a 

limit of 50% on the amount of a company’s taxable profits that 

can be offset through losses carried forward. This limit will apply 

from April 2017 and the restriction will be subject to a profit 

limit of £5 million, applied on a group basis. The Government 

has consulted on the details of the reform and legislation is 

expected shortly.

 

The proposed change means that companies will only be able  

to use losses carried forward against up to 50% of their current 

year profits above £5 million. However, there is expected to be 

greater flexibility over the types of profits that can be sheltered 

by losses incurred after April 2017. Trade losses can currently 

only be carried forward for set-off against profits arising from 

the same trade. In future, losses will be able to be offset against 

profits arising from different activities, and this greater flexibility 

will benefit companies by minimising the risk of unrelieved 

losses becoming ‘stranded’.

 

“ This measure will potentially have a 
significant impact for large groups of 
companies where there are loss-making 
companies in the group, as brought 
forward losses arising after 1 April 2017 
will also be eligible for group relief.”

This measure will potentially have a significant impact for large 

groups of companies where there are loss-making companies in 

the group, as brought forward losses arising after 1 April 2017 

will also be eligible for group relief.

 

Banks will continue to be subject to a 25% restriction on the 

profit they can offset against losses incurred prior to April 2015.

Following consultation, the Government 

will introduce rules to limit the tax 

deduction available for companies’ UK 

interest expenses from April 2017. Where 

a company’s net interest expense exceeds 

30% of UK taxable earnings before 

interest, tax and amortisation, and the 

group’s net interest to earnings ratio in the 

UK exceeds that of the worldwide group, 

tax relief on interest will be restricted to 

30% of the net interest expense. It is 

proposed that there will be a ‘group ratio 

rule’ which may give a deduction above 

30% in some cases. Unrelieved interest 

may be carried forward without any time 

limit, and unused capacity may be carried 

forward for three years.

 

The publication of draft legislation is 

expected by the end of this year, followed 

by the publication of final legislation with 

Finance Bill 2017.

 

The proposed new rules include a group 

de minimis threshold so that all groups 

will be able to deduct net UK interest 

expense up to £2 million. Groups with net 

interest below this will be unaffected by 

the rules.

 

The latest consultation document suggests 

that specific sectors, including the real 

estate sector, require special consideration 

as gearing ratios are typically higher than 

in other businesses. The Government has 

confirmed that the provisions proposed 

will be widened to protect investment in 

public benefit infrastructure, although at 

present there is no further detail on what 

concessions or additional flexibility may be 

introduced. Banking and insurance groups 

will be subject to the rules in the same 

way as groups in the other industry sectors.



New £4.7 billion in funding for R&D 
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At present, overseas companies are subject to income tax at the 

basic rate on their UK source income, unless the company is 

carrying on a trade in the UK through a permanent establishment. 

Although the rate of corporation tax will fall to 19% on 1 April 

2017, below the current rate of income tax, for many companies 

this proposed change will mean an increase in their UK liability.

 

This is principally due to the planned restrictions on the 

deductibility of companies’ interest expense and the introduction 

of new rules concerning the utilisation of loss relief, both of 

which will apply from 1 April 2017. Larger offshore companies 

will also see an acceleration of the timing of their tax payments 

through the application of the quarterly instalment regime.

New regime for non-
resident companies

An injection of £4.7 billion into R&D by British businesses is 

enormously welcome, but how this funding is implemented is 

critical. Current indications point to the new funds being provided 

to businesses and research bodies via Innovate UK, implying a 

competitive, application-based model within encouraged 

industries. If the new funding is all swallowed up by the biggest 

businesses, then it is not likely to achieve the aim of closing the 

productivity gap between the UK and European rivals. 

 

Furthermore, a lot of this money is earmarked for building 

relationships between scientific research institutes and 

businesses – typically, in practice, the UK’s bigger businesses. 

Reference was also made to R&D Grants/State Aid provided via 

the tax system, known as R&D Tax Relief. Traditionally, the vast 

majority of R&D tax credits have been taken by large businesses. 

Recent HMRC statistics on R&D released in September 2016 

showed large businesses getting nearly 45% more support  

(£1.45 billion) than SMEs (£1 billion), even though more than 

18,500 SME R&D claims were made, compared to fewer than 

4,000 large company claims. That amounts to a difference of 

more than £300,000 per claim between an SME and a large 

company.

R&D tax credits do not go far enough in incentivising smaller 

businesses to invest in R&D, and this new fund needs to rectify 

that problem. Unfortunately there have already been signals 

from HMRC that its focus for R&D will be on ‘above the line’ tax 

credits (introduced in 2013/2014) – something used primarily by 

big businesses. The Government needs to make sure that 

smaller businesses are not left behind. It’s vital that this new 

money for R&D finds its way to smaller businesses in the UK.

In the Autumn Statement, Chancellor Philip Hammond announced a new  
£4.7 billion in funding for Research & Development (R&D) through the National 
Productivity Investment Fund. 

The Government is to consult on proposals to 
bring all non-resident companies receiving UK 
taxable income into the scope of corporation tax.



Following extensive consultation, the Chancellor confirmed that 

a new penalty will apply to ‘enablers’ of failed tax avoidance 

schemes. Those using such schemes will also face a penalty 

where they have failed to take independent advice.

 

Measures announced in the 2016 Budget to tackle the use of 

disguised remuneration schemes by companies will be extended 

to the self-employed. This includes a retrospective tax in 2019 

on loans related to such schemes. Tax relief on employer 

contributions to new schemes will be denied unless taxes are 

paid within a specified period. HMRC will also develop its ability 

to identify emerging insolvency risks, through the use of outside 

analytical expertise.

On the hidden economy, plans were announced to further 

bolster HMRC data-gathering powers, this time to obtain 

information from money service businesses. The Government 

will also consider whether access to certain services or licences 

to businesses should be conditional upon being registered for 

tax. Further work will be undertaken on sanctions for those who 

repeatedly and deliberately participate in the hidden economy.

 

On offshore-related tax evasion, the message to those with 

offshore interests was clear – deal with any past problems now 

and ensure you are tax compliant in the future. A legal 

requirement to correct past non-compliance was confirmed, 

with tough sanctions likely to apply to those who don’t. The 

Government will also consult on a requirement for those 

advising on complex offshore structures to notify HMRC, 

including details of the structures and related client lists.

No let-up on crackdown on tax 
avoidance and evasion

Personal tax and National Insurance update
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Many of the Chancellor’s statements  

on tax rates were repeats of previous 

announcements made at the 2016 

Budget. The Government continued to 

commit to raise the income tax-free 

personal allowance to £12,500 and the 

higher rate (40%) threshold to £50,000. 

The Government also announced that 

rises after 2020 would be in line with 

inflation (calculated at the CPI rate), with 

the option to increase thresholds further 

depending on the economic circumstances 

of the day.

 

The Chancellor also confirmed that the 

personal allowance for 2017/18 will be 

£11,500, with a higher rate threshold of 

£33,500.

 

The starting rate for savings income will 

remain at £5,000 in 2017/18. In addition, 

the two new income tax allowances of 

£1,000 each for trading and property 

income were reconfirmed to start from 

April 2017. However, in a welcome 

announcement, it was confirmed that the 

trading income allowance would now also 

apply to certain miscellaneous income 

from providing assets or services.

 

One change announced in the Autumn 

Statement related to Class 1 National 

Insurance, paid by employees and 

employers. The Government announced 

that both the employee and employer 

thresholds would be aligned from April 

2017, resulting in both paying National 

Insurance on weekly earnings above £157. 

This simplification measure represents a 

small increase of £1 and £2 in the 

threshold for employer and employee 

respectively.

Despite boasting £130 billion in additional tax revenue collected since 2010 and one 
of the lowest tax gaps in the world, the Chancellor announced further measures to 
tackle tax avoidance and evasion, designed to raise over £450 million by 2021/22.



Under the FRS, a business with a turnover 

less than £150,000 is eligible to apply a 

reduced VAT rate on its sales in return  

for not reclaiming input VAT incurred on 

expenses. This was introduced in 2002  

as a means of reducing the compliance 

burden on small businesses. More 

recently, this has proved especially 

attractive to service providers whose 

overheads are mostly staff costs rather 

than goods, and some are able to 

compete using a fixed rate of VAT 

(determined by the business type) which 

is lower than the standard rate of VAT  

of 20%. For example, IT consultants are 

able to raise invoices with a 14.5% VAT 

In a move sure to disappoint the insurance market, the Chancellor 

has announced yet another rise in the IPT rate, taking it from 

6% to 12% (via 9.5% and 10%) in the space of two years. The 

Chancellor’s assertion that “IPT is a tax on insurers” is a bit like 

saying that VAT is a tax on businesses, and that they will decide 

whether or not to pass it on to their customers or bear it 

themselves. Both are simply tax collectors for the Chancellor 

(and insurers will be collecting an additional £2bn by 2017/18).

From the introduction of IPT in 1994, most insurers have always 

shown separately the IPT rate so that the customer will see this 

part of the cost. Apart from discouraging people and businesses 

to make sure they are fully insured, the transitional arrangements 

invariably create systems and accounting problems for insurers 

and brokers, thereby increasing the risks of inadvertent 

non-compliance.

Tackling ‘abuse’ of the flat rate  
scheme (FRS)

Insurance Premium Tax (IPT)
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As part of a range of measures tackling avoidance, the Chancellor has announced a 
new 16.5% VAT rate for ‘limited cost traders’. 

The IPT rate will increase from 10% to 12% from 1 June 2017.

rate, advertisers an 11% rate and 

computer repairers 10.5%. Not 

surprisingly this has led to an uneven 

market, with different VAT rates between 

suppliers in and outside the FRS often 

being a factor in choosing suppliers.

A ‘limited cost trader’ is defined as  

one whose VAT inclusive expenditure on 

goods is either less than 2% of their VAT 

inclusive turnover or greater than the 2% 

but less than £1,000 per annum. Capital 

expenditure, food or drink for consumption 

by the business and its employees, and 

vehicles and their parts are excluded from 

the test.

There are anti-forestalling provisions to 

prevent businesses from invoicing in 

advance, and the new rate will apply 

from 1 April 2017.

The decision to join the FRS was always  

a financial calculation – a cost-benefit 

analysis taking account of the reduced 

costs of compliance. Taking advantage  

of a lower VAT rate was hardly abuse. 

However, the measure does tackle the 

competitive issue, which was not a 

consequence anticipated from what was 

originally supposed to be a compliance-

reduction measure.
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However, the Government believes the current rules allow those 

aged 55 and over to profit from a double relief by allowing 

them to build up further pension funds which qualify for both 

tax relief and a further 25% tax-free cash allowance when 

drawing benefits. 

The MPAA reduction is expected to affect a very small number of 

over 55’s. However, it would be prudent for anyone subject to the 

restricted annual allowance to invest the maximum amount 

affordable in the current tax year, as there is no carry forward and 

the allowance may be much lower in future years, resulting in a 

lost opportunity.

The MPAA was introduced alongside measures brought in from 

April 2015 under Pensions Freedom. It was established for those 

who have drawn pension funds under the flexi-access regime to 

allow them to rebuild their pension funds after the age of 55. There 

are many ways to do this but one of the most common scenarios is 

someone in a drawdown pension taking an income beyond the 

tax-free cash element, or combined with the tax-free cash.

Under flexi-access rules the pensioner is no longer permitted to 

contribute more than the MPAA to a money purchase or defined 

contribution (DC) scheme and cannot bring forward any 

previously unused allowances. 

A potential 60% reduction in the MPAA  
from April 2017?

Foreign pension changes New NS&I Investment Bond –  
open for investment April 2017
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Changes to foreign pensions have been announced with the 

final details to be confirmed. 

The outlined proposals are as follows:

• UK residents to be taxed on lump sums and income from 

foreign pensions;

• the closure of new savings to specialist pension schemes for 

those employed abroad;

• extending taxing rights, from five to ten years, over recently 

emigrated non-UK residents’ foreign lump sum payments 

from funds which have had UK tax relief; 

• aligning the tax treatment of funds transferred between 

registered pension schemes;

• updating the eligibility criteria for foreign schemes to qualify 

as overseas pension schemes for tax purposes.

Anyone affected by these changes should seek advice.

The Government has recognised that the ongoing low interest 

environment has been punishing savers and will create a new 

saver incentive via National Savings & Investments (NS&I).

This will be a three-year investment bond with an indicative rate 

of 2.2% gross, subject to a minimum investment of £100 and  

a maximum of £3,000.

This will be available for 12 months with an expected take-up 

rate of 2m investors. However, early investment would be 

recommended as historically highly popular products at NS&I, 

such as the index-linked savings certificates, have been withdrawn.

The Money Purchase Annual Allowance (MPAA) is set to reduce from £10,000  
to £4,000 from April 2017, subject to consultation.


