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Summary: Intervention & Options 
Department /Agency: 
HM Revenue & Customs

Title:
Strengthening the Financial Security System within the 
excise warehousing regime 

Stage: Consultation Version: 1.0 Date: 22 April 2009

Related Publications: Consultation Document: Review of Excise Financial Securities  

Available to view or download at: 
http://www.hmrc.gov.uk/better-regulation/ia.htm   

Contact for enquiries:  Christine Penistone Telephone: 0161 827 0374

What is the problem under consideration? Why is government intervention necessary? 
The excise Financial Securities System requires excise goods held or transported without the UK duty 
being paid (i.e. in duty suspension) to be secured by a guarantee.  If there is an irregularity, the person 
providing the guarantee becomes primarily liable to pay the excise duty - whether or not they caused 
the irregularity.  In these cases an assessment is issued and if it is not paid, HMRC call upon the 
guarantee.  The number of guarantees called upon (due to movement irregularities) has increased; in 
most cases the amount guaranteed was significantly less than the amount due to HMRC. 

What are the policy objectives and the intended effects? 
HMRC’s objective is to consider changes to the excise Financial Security System that: 
• manage revenue risk effectively and efficiently; 
• are clear and simple for businesses and HMRC; and 
• do not increase burdens on compliant, low risk businesses. 
The intended effect is a greater measure of revenue protection for excise goods transported in duty 
suspension.  

 What policy options have been considered? Please justify any preferred option. 
A.       Allow only the authorised warehousekeeper (or owner) to provide the movement guarantee – 
thereby encouraging them to exercise stricter control over transporters by making them primarily 
responsible for movement risks. 
B. Apply conditions restricting the use of guarantees, e.g. to eliminate the risks in 
transporters ”hiring out” their guarantee. 
C. Increase the guarantee level – to more accurately reflect the revenue at risk.    
D.       We have no preferred option at this time; 'doing nothing' remains a possible outcome. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The costs and benefits of the implemented changes will be reviewed within two years 
of any changes having been made.

Ministerial Sign-off For consultation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that, given the available 
evidence, it represents a reasonable view of the likely costs, benefits and impact of 
the leading options. 

Signed by the responsible Minister:  

     Date: 06/04/2009      
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Summary: Analysis & Evidence 
Policy Option:  A Description:  Allow only the authorised warehousekeeper (or owner) to 

provide the movement guarantee.

ANNUAL COSTS 

One-off (Transition) Yrs

£ To be quantified

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 
Additional cost of providing movement guarantees to warehouse 
keepers or owners. 
Additional warehouse keeper or owner staff time to assess 
legitimacy of transporters. 

£ To be quantified Total Cost (PV) £ To be quantifiedC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’       
Risk to warehouse keepers or owners of being unable to secure movement guarantees or of loss 
of guarantee following invocation and consequent loss of ability to trade.  Potential cost of insuring 
against risk.

ANNUAL BENEFITS 

One-off Yrs

£ To be quantified

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 
Reduction in costs to transporters of providing movement 
guarantees.

£ To be quantified Total Benefit (PV) £ To be quantifiedB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 
Increase in legitimate trade for hauliers, wholesalers and retailers as a result of reduction in fraud.   

Key Assumptions/Sensitivities/Risks 
This change is expected to increase the amount of excise duty collected by reducing fraudulent 
movements.  This assumes warehouse keepers or owners are able to identify fraudulent transporters 
and cease trading with them. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ To be quantified 

NET BENEFIT (NPV Best estimate)
£ To be quantified

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? tba
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ tbc 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ Not applicable 
What is the value of changes in greenhouse gas emissions? £ Not applicable 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
tbc

Small
tbc

Medium
tbc

Large
tbc

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 0 Decrease of £ tbc Net Impact £ tbc
Key: Annual costs and benefits: (Net) Present 
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Summary: Analysis & Evidence 
Policy Option:  B Description:  Apply conditions restricting 

the use of guarantees.

ANNUAL COSTS 

One-off (Transition) Yrs

£ To be quantified 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 
Loss of revenue to guarantee holders from subcontracting.  
Additional cost of providing guarantee and administration burden 
for transporters who currently use subcontracted guarantees.   

£ To be quantified Total Cost (PV) £ To be quantifiedC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ Some traders who currently use 
subcontracted guarantees may be unable to secure adequate guarantees and lose trade as a 
result of being unable to transport excise goods. 

ANNUAL BENEFITS 

One-off Yrs

£ Nil

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 

£ To be quantified Total Benefit (PV) £ To be quantifiedB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Increase in legitimate trade for 
hauliers, wholesalers and retailers as a result of reduction in fraud. 

Key Assumptions/Sensitivities/Risks The effectiveness of the change in reducing fraud depends on 
the deterrent impact of HMRC's ability to identify 'hidden' transporters and place a requirement on 
them to provide a guarantee. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ To be quantified 

NET BENEFIT (NPV Best estimate)
£ To be quantified

What is the geographic coverage of the policy/option? United kingdom  
On what date will the policy be implemented? tba
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ tbc 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ Not applicable 
What is the value of changes in greenhouse gas emissions? £ Not applicable 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
tbc

Small
tbc

Medium
tbc

Large
tbc

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

£ tbcIncrease of £ tbc Decrease of £ 0 Net Impact 
Key: Annual costs and benefits: Constant Prices (Net) Present Value 
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Summary: Analysis & Evidence 
Policy Option:  C Description:  Increase the guarantee level – to more accurately reflect 

the revenue at risk.

ANNUAL COSTS 

One-off (Transition) Yrs

£ To be quantified 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Increased cost to holders of guarantees as a 
result of the need to secure higher value guarantees. 

£ To be quantified Total Cost (PV) £ To be quantifiedC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ Some holders may be unable to meet 
the revised guarantee requirements and  therefore be forced to cease trading.

ANNUAL BENEFITS 

One-off Yrs

£ Nil

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 

£ Nil Total Benefit (PV) £ NilB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks The change is expected to increase the amount of revenue 
collected as a result of compliance activity by ensuring the level of guarantee is sufficient to cover the 
liability. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ To be quantified 

NET BENEFIT (NPV Best estimate)
£ To be quantified

What is the geographic coverage of the policy/option? United kingdom  
On what date will the policy be implemented? tba
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ tbc 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ Not applicable
What is the value of changes in greenhouse gas emissions? £ Not applicable
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
tbbc

Small
tbc

Medium
tbc

Large
tbc

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ tbc Decrease of £ 0 £ tbcNet Impact 
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

The Issue 

1. The excise financial securities system aims to provide a measure of revenue protection for 
excise goods held or transported in duty suspension.  In the event of an irregularity, the 
person providing the guarantee (either a premises guarantee or a movement guarantee) 
becomes primarily liable to pay the duty - whether or not they caused the irregularity.

2. The greatest risks are considered to be when goods are transported in duty suspension. 
To comply with EU requirements, enacted into UK law, all such movements must be 
covered by movement guarantees, which currently may be provided by either the 
warehouse keeper of despatch, the owner of the goods or the transporter of the goods. 

3.     The level of security required is based on the potential duty due on one week’s average 
movements calculated over a year, with the minimum set at £20,000 and the maximum at 
£1 million.  Only in exceptional circumstances will HMRC accept a lesser amount, for 
example, a winery that only undertakes a small number of duty suspended movements 
each year. For these types of businesses, the level of the guarantee must cover the total 
liability of the duty suspended movements. 

4.     However, HMRC can assess the likely risk to the revenue in each circumstance and retain 
the right to require greater levels of security. 

5.     For all new guarantee holders, HMRC will base their calculations on the anticipated level of 
duty-suspended in one average week’s movements, subject to the requirements of the 
minimum level of guarantee.

6.     As mentioned, for any duty suspended movement, the guarantee may be provided by the 
warehouse keeper of dispatch, the owner of the goods or the transporter. There is 
evidence that criminals perpetrate fraud via the owners of goods in warehouse and the 
transporters of those goods who are presented to HMRC with a clean compliance history.
By the time irregularities are identified, these businesses have often disappeared or are 
quickly wound up.  They have no assets for us to recover and our only recourse is to claim 
on the guarantee, which in many cases is insufficient to cover the full extent of the liabilities. 

7.     During the past 12 months, HMRC has had to make a claim against a number of 
guarantees used to secure the excise duty during a duty suspended movement. In some 
instances the amount of the guarantee has been considerably less than the duty due. 

Policy objectives and Intended effects.
8. HMRC’s objective is to consider changes to the excise Financial Security system that: 
     • manage revenue risk effectively and efficiently; 
     • are clear and simple for businesses and HMRC; and 
     • do not increase burdens on compliant, low risk businesses. 

The intended effect is a greater measure of revenue protection for excise goods 
transported in duty suspension. 
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Options
9. At this stage we do not have a preferred option for change and it is possible, as result of 
this consultation, that we will not make any significant changes to the Financial Securities (FS) 
system – the ‘do nothing’ option.  In order to help our thinking on possible changes, we have 
developed a number of options on which we would like to consult:
Option A. Only allow the authorised warehousekeeper (or owner) to provide the movement 
guarantee – thereby encouraging them to exercise stricter control over transporters by making 
them primarily responsible for movement risks. 
Evidence:  
10.    Warehouse keepers must fulfil certain obligations before they may allow goods to leave 

their premises in duty suspension. These obligations include the preparation of the 
accompanying documentation which must include details of the guarantee covering the 
movement. Under the present system, the guarantee may be provided by the warehouse 
keeper of dispatch, the owner of the goods or the transporter.  Under the present rules, the 
warehouse keeper cannot refuse to allow the goods to leave his warehouse unless he is 
not satisfied that the guarantee is valid.  

11.    Whilst the warehouse keeper may obtain information from HMRC as to whether a 
guarantee is valid, HMRC cannot disclose any further information. The warehouse keeper, 
therefore, has no control over who provides the guarantee, nor any sub-contracting of the 
transportation contract to transporters known or unknown to him.  By restricting who can 
provide the movement guarantee, in particular to the warehousekeeper only, this will place 
a firm duty of care on warehousekeepers for the security of the movement of goods in duty 
suspension.  This is in line with what a number of EU member states do.  The aim is to 
encourage warehousekeepers to be more selective with whom they deal, and have greater 
control over the transport of the goods.

Option B. Apply conditions restricting the use of guarantees, e.g. to eliminate the risks in 
transporters ”hiring out” their guarantee. 
Evidence:   
12.    It is not uncommon within the haulage industry for transport contracts to be sub-contracted 

out to second or even third hauliers. This means that the haulier who provided the 
guarantee will not be the haulier transporting the goods and therefore have no direct link 
with the movement. Restricting the use of the guarantee would limit the opportunity for 
fraudsters to be “hidden” and would allow greater control over the use of any one 
guarantee.

Option C. Increase the guarantee level – to more accurately reflect the revenue at risk. 
Evidence:  
13.    Article 15(3) of Directive 92/12/EEC states that the risks inherent in an intra-community 

(duty suspended) movement shall be covered by a guarantee.  Whilst the current financial 
security system provides for all duty suspended movements to be covered by a guarantee, 
the level of the guarantee does not have to equate to the amount of duty suspended.  For 
example:  a full container load of spirits contains approximately 1500 cases. The excise 
duty suspended on such a movement is £109,080.00. This movement can be covered by a 
guarantee with a value of £20,000.

14.   Additionally, although guarantee holders are required to review the level of guarantee at 
least every 6 months to ensure that it complies with the requirement set out in para 3 
above,  there remains no absolute limit to the number of movements the guarantee can be 
used for.  The amount of duty at risk in multiple movements may therefore be may times 
greater than the level of guarantee.
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Analysis of the number of extant guarantees (as at 19 March 2009) shows that 
approximately 65 per cent of all guarantees are for the minimum amount (£20,000). 
Increasing the level of the guarantee to more accurately reflect the level of duty suspended 
will provide better risk management. 

Costs and Benefits / Impacts
15. All of these proposals are likely to provoke varying degrees of opposition from those 

most affected.  The most effective measures - in particular restricting who may provide 
the movement guarantee - are likely to provoke the greatest ire as businesses will argue 
that they are the most restrictive.  For this reason, and to help us gain a better 
understanding of the impact of the various options on businesses, we believe a formal 
consultation is necessary and would be useful in obtaining specific costs and 
administrative burdens on the trade to feed into this Impact Assessment. 

16. Additionally, we believe that the current economic climate could have an impact on 
businesses’ ability to obtain and maintain a financial security and we are seeing 
reluctance from some financial institutions to honour the securities they provide.

Costs and Benefits
17. The main affected groups are warehouse keepers, owners and haulage businesses 

involved in the movement of excise goods in duty suspension.  The costs of the proposed 
options are dependant on: 

The financial cost of arranging and maintaining a guarantee; and 

    The extent to which the above cost relates to the size of the guarantee and risk of
invocation.

18. At present HMRC has insufficient information to assess the above factors and is therefore 
unable to quantify the costs associated with each option.  One of the primary aims of the 
consultation is therefore to obtain sufficient information about the above factors to enable 
HMRC to quantify any adverse impact the options might have on legitimate businesses. 

Option A
19. HMRC expects that this option would increase excise duty revenue by encouraging 

warehouse keepers (or owners) to exercise greater control over movements of alcohol in 
duty suspension, thus reducing fraudulent movements.  This assumes that warehouse 
keepers will undertake additional checks on hauliers transporting goods from their 
warehouse and that these checks will be effective. 

Costs
20. HMRC has identified the following potential on-going costs to warehouse keepers (or 

owners):

        Financial cost of providing movement guarantees; and 

        Additional staff time to assess transporters of goods from their warehouse. 

21. There is a risk that some new warehouse keepers (or owners) will be unable to secure 
movement guarantees or existing warehouse keepers or owners could lose their guarantee 
as a result of invocation. In these circumstances the business could be forced to cease 
trading.  Warehouse keepers may choose to insure against the risk of loss of guarantee in 
which case they will incur the additional cost of insurance premiums. 
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22. There may be some additional one-off costs as a result of setting up new procedures and 
training staff. 

Benefits
23. HMRC expects that the reduction in illicit trade would result in some increase in legitimate 

trade which would benefit legitimate wholesalers, retailers and hauliers.  However the 
complex nature of the supply chain both for legitimate and fraudulent trade in alcohol 
means that it is unlikely to be possible to quantify these benefits. 

Option B
24. HMRC expects that this option would increase excise duty revenue by enabling it to 

identify all transporters of excise goods and to more accurately assess the appropriate 
level of movement guarantees.  The removal of anonymity from hauliers who make use of 
subcontracted guarantees and engage in fraudulent trade is expected to provide a greater 
deterrent to potential fraudsters. 

Costs
25. HMRC has identified the following on going costs to the main affected groups: 

 Loss of revenue from hiring out of guarantees by holders of movement guarantees 
who currently subcontract their guarantee; 

 Increased administrative burden on transporters of excise goods who currently make 
use of subcontracted guarantees; and 

 Increased costs of providing guarantees to transporters of excise goods who 
currently make use of subcontracted guarantees. 

26. There is a risk that some small hauliers who currently make use of subcontracted 
guarantees will be unable to secure a guarantee in their own name or that the cost of 
securing such a guarantee will be prohibitive.  Under these circumstances the haulier 
would be forced to cease transporting excise goods under duty suspension resulting in 
loss of trade.

Benefits
27. HMRC expects that there will be some reduction in illicit trade as a result of the deterrent 

impact of this proposed option.  However the complex nature of the supply chain both for 
legitimate and fraudulent trade in alcohol means that it is unlikely to be possible to quantify 
these benefits. 

Option C
28. HMRC expects this option to increase the amount revenue collected through enforcement 

activity.  It would achieve this by reducing the number of instances where the value of an 
invoked guarantee is insufficient to meet the full assessment value of the additional 
liabilities identified. 

Costs
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29. The main affected group consists of warehouse keepers, owners and transporters who 
move goods in duty suspension.  Many will need to increase the value of their guarantees.
HMRC assumes that the resulting increased risk to the financial institutions, who provide 
the guarantee, is likely to be passed on to the business.  

30. There is a risk that some businesses will be unable to secure the higher value guarantees 
required and therefore the guarantee for the movement of excise goods would have to be 
provided by another business who could charge for this service. 

Benefits
31. There may be some increase in legitimate trade as a result of the greater difficulty 

fraudsters may face in securing adequate guarantees but HMRC currently expects this 
impact to be negligible. 

Specific Impact Tests.
32. Competition Assessment and 33. Small firms impact test: 

Irrespective of which, if any, option is pursued there will remain the legal requirement that 
all movements of excise goods be underwritten by financial security. These measures do 
not change how or who may act as principal for the guarantee (a bank or other financial 
institution) and as such will have no impact on the competition in this area.
Owners of goods in warehouse and transporters may claim that restricting the provision of 
the guarantee to the warehousekeeper only (in particular) may restrict trade in that 
warehousekeepers may refuse to deal with businesses who they consider to be a financial 
risk.
Small businesses gain from simplifications within the current system and there are no 
plans to change this.  If a business can demonstrate that even the current minimum 
movement guarantee of £20,000 is too great for the level of their movements, a lower level 
of guarantee can be obtained as long as the guarantee is for a minimum of the total 
amount of duty suspended on movements by that business. 

34. Legal Aid: Not applicable. These measures do not impose new criminal sanctions or civil 
penalties.

35. Sustainable Development: These measures are in line with the Governments five 
principles of sustainable development. 

36. Carbon Assessment / Other Environmental: Not applicable. These measures do not 
change a businesses carbon footprint or affect any other environmental issues. 

37. Health Impact Assessment: Not applicable. These measures will have no impact on health. 
issues.

38. Race Equality / Disability Equality / Gender Equality: Not applicable. These measures are 
race, disability and gender neutral. 

39. Human Rights: Not applicable. These measures will have no impact on human rights. 
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40. Rural proofing: Not applicable. These measures will have no impact on rural issues. 
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Specific Impact Tests: Checklist 

Results in 
Evidence Base? 

Results
annexed? 

Type of testing undertaken  

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No

13
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Summary: Intervention & Options 
Department /Agency: 
HM Revenue & Customs 

Title:
Identifying Users of Disclosed SDLT Avoidance 
Schemes

Stage: Consultation Version: 1.0 Date: 22 April 2009 

Related Publications: The December 2007 HMT consultation document and partial impact assessment 
"Stamp Duty Land Tax: Ensuring Fairness for All"; the April 2008 response document

Available to view or download at: 
http://www.hm-treasury.gov.uk/5730.htm 

Contact for enquiries: Philippa Staples Telephone: 020 7147 2444

What is the problem under consideration? Why is government intervention necessary? 
The Government announced at Budget 2008 that the rules requiring disclosure of tax avoidance 
schemes would be extended to Stamp Duty Land Tax (SDLT) schemes concerning residential 
property with a value of at least £1m.  HMRC's enquiries into returns and discussions with key 
stakeholders have identified that users of SDLT schemes often go undetected, inhibiting HMRC's 
ability to protect Government revenues by challenging failed avoidance schemes.  Consequently, a 
method is needed to identify users of SDLT schemes (for both commercial and residential property 
schemes) that have been disclosed to HMRC by the promoter of the scheme. 

What are the policy objectives and the intended effects? 
The Government would like to ensure that SDLT is not avoided on the purchase of UK property.  This 
helps to ensure that the tax system is fair and transparent and protects the Exchequer against lost tax 
revenue which undermines the Government's investment in UK public services.  This measure will 
help HMRC to identify those who use disclosed tax avoidance schemes in order for HMRC to target its 
compliance resources more effectively and efficiently.    

 What policy options have been considered? Please justify any preferred option. 
Option 1: Do not identify users of SDLT avoidance schemes. 
Option 2: Identify users of SDLT avoidance schemes by HMRC issuing a Scheme Reference Number 
(SRN) to the scheme promoter, who passes the SRN on to clients, who in turn report it to HMRC. This 
system is already used successfully for income tax and corporation tax schemes. This option is 
preferred as being tried and tested. 
Option 3. Require the user of a SDLT avoidance scheme to identify themselves without receiving a 
SRN from the promoter. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? Expected three years from the date the regulations are introduced.   

Ministerial Sign-off For consultation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that, given the available 
evidence, it represents a reasonable view of the likely costs, benefits and impact of 
the leading options. 

Signed by the responsible Minister:  
     Ian Pearson MP 
.............................................................................................................Date: 08/04/2009
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Summary: Analysis & Evidence 
Policy Option:  2 Description:  Identify scheme users using the Scheme Reference 

Number (SRN) system (preferred option)

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’  The expected impact of this option is small, as it 
affects only a limited number (say 10 to 20) of specialist tax 
advisory firms and residential property clients (say around 500 per 
year) who are involved with the new and innovative schemes. 
There will be some initial costs as the advisers will need to learn 
the new system and operate the supply of  SRNs to clients.

£ Negligible Total Cost (PV) £ NegligibleC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’    Primarily fairness in the residential housing 
market as certain abuses are closed down, and the full value of 
the SDLT is secured in the areas of abuse for the 
Exchequer.

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ There is an expected yield in 2010 
which depends on the amount of abuse on the current property baseline present after the 
grandfathering concession and dependent on the market conditions – this is highly uncertain. It 
would be further informed by the consultation on likely volumes.

Key Assumptions/Sensitivities/Risks  1) Schemes that would be disclosable are being produced by a 
small number of specialist advisory firms – of the order of 10 to 20. The learning costs are negligible in 
these firms and in a slightly wider circle of firms who do not offer such schemes.  Operating costs of 
advising SRNs to clients are broadly within the cost of a standard letter, plus letters to HMRC. 

Price Base 
Year 2009

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best estimate)
£ Neg

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? Effective late 2009 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Negligible
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ n/a 
What is the value of changes in greenhouse gas emissions? £ n/a 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £      -- Decrease of £ --- Net Impact £ Negligible
Key: Annual costs and benefits: (Net) Present 
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Summary: Analysis & Evidence 
Policy Option:  3 Description: Users of SDLT avoidance 

schemes to notify HMRC without receiving a 
SRN from the promoter 

ANNUAL COSTS 

One-off (Transition) Yrs

£  Negligible 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’  Some 2500 customers are estimated to be 
affected, that is 5-fold option 2. The unit cost effect is estimated to 
be at least 2-fold the cost in Option2. The bottom line is overall 
costs are expected to be 10-fold those of Option 2 but still 
negligible.  Costs in HMRC would also be higher as more 
unnecessary forms are handled.

£ Negligible Total Cost (PV) £ NegligibleC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’   Primarily fairness in the residential housing 
market as certain abuses are closed down, and the full value of 
the SDLT is secured in the areas of abuse for the Exchequer.  
Perhaps marginal more abusive schemes are found with a slight 
increase in yield relative to Option 2.

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 
As option 2  

Key Assumptions/Sensitivities/Risks The expected Exchequer impact might be a little more benefit but 
at the cost of very much more admin burden and some more HMRC handling costs related to forms 
found to be unnecessary. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best estimate)
£ Neg

What is the geographic coverage of the policy/option? As Option 2 
On what date will the policy be implemented? As Option 2 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Negligible 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £      n/a
What is the value of changes in greenhouse gas emissions? £      n/a
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £      -- Decrease of £      -- Net Impact £ Negligible      
Key: Annual costs and benefits: (Net) Present 
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Evidence Base (for summary sheets) 

Introduction
This Impact Assessment examines the costs and benefits of modifying the Disclosure of Tax 
Avoidance Schemes (DOTAS) regime to include the disclosure of stamp duty land tax (SDLT) 
avoidance schemes relating to residential property with a value of at least £1m and introducing 
a means of identifying users of residential and commercial property schemes. 
HMRC is subject to quantified targets to reduce one aspect of compliance costs in particular; 
the admin burden on business of disclosing information to HMRC or to third parties. This burden 
is assessed through the ‘Standard Cost Model’, an activity-based costing model which identifies 
what activities a business has to do to comply with HMRC’s obligations, and which estimates 
the cost of these activities, including agent fees and software costs. 
The incidence of Stamp Duty Land Tax on residential property is primarily on individuals not 
businesses. The burdens are primarily on what individuals have to do in Option 1 and 
particularly so in Option 2. In accordance with the SCM methodology we have considered how 
Option 1 and Option 2 affect individuals primarily. 

Policy Objectives and intended effects 
The policy objectives of DOTAS are to counter avoidance by obtaining: 
1. early information about avoidance schemes and how they work – informing loophole 

blocking; and 
2. information about who has used a scheme – informing HMRC’s compliance activities. 
The intended effects are: 
1.   for HMRC to obtain early disclosure of the detail of new and innovative SDLT avoidance 

schemes concerning high value residential property; 
2.    for HMRC to obtain notification from persons who have used a disclosed SDLT scheme 

(commercial or residential) shortly after they implement the scheme. 
Background 
SDLT is a transaction tax, payable by the buyer, on the purchase of land or property, or any 
consideration for the acquisition of an interest in land or property.  It is one of three property 
related taxes; the other two are council tax and business rates.  SDLT is administered and 
collected by the Business Tax stream within HM Revenue & Customs. 
As part of a major modernisation in Finance Act 2003, stamp duty (on documents) was replaced 
by SDLT (on the transaction itself) with effect from 1 December 2003.  SDLT is also charged on 
grants of new leases of land and buildings both on the premium (capital sum paid by the 
purchaser) and on the rental income. 
Current SDLT rates and thresholds applicable to residential and commercial property are: 

Rate (%) Threshold (£) 
0 0-175,000* 

1 175,001-250,000

3 250,001-500,000

4 Over 500,000

* The £175,000 (previously £125,000) band applies for one year from 3 September 2008
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DOTAS was introduced in 2004 in relation to income tax, corporation tax and capital gains tax 
(‘the main regime’). It requires certain persons, normally the promoter of the avoidance scheme, 
to provide HMRC with information about how the scheme is intended to work, normally within 5 
days of the promoter making the scheme available.  Promoters include accountants, solicitors, 
banks and financial institutions, and specialist scheme providers. 

For the main regime a Scheme Reference Number (SRN) is normally allocated by HMRC to 
each disclosed scheme.  This number is passed to the promoter and onwards to the scheme 
user, who in turn must notify their use of the scheme by passing the number back to HMRC.   
In 2005, DOTAS was extended to include schemes that reduce SDLT on commercial property 
with a value of at least £5m.  The descriptions of schemes required to be disclosed were drawn 
deliberately wide in order to flush out the extent of planning and avoidance in what was a new 
tax.  There was no disclosure requirement for residential property schemes.
The SRN system was not adopted for SDLT.  This was partly for technical reasons, but also in 
order to reduce burdens on those who were not engaged in avoidance. 
In December 2007 HM Treasury consulted on extending DOTAS to include SDLT schemes 
concerning residential property of at least £1m.  This was in response to evidence that specialist 
promoters were marketing schemes aimed at buyers of high value residential property.
The Government responded in April 2008 by announcing that DOTAS would be extended to 
include residential property of £1m and above, whilst noting concerns that the scheme 
descriptions required to be disclosed should narrowly target tax avoidance.  It went on to 
announce that it would also introduce a means to identify users of all disclosed SDLT schemes.   
Options
Option 1: Do not identify scheme users (Do nothing) 
This is not acceptable for two reasons. 
Firstly, HMRC is aware of a number of SDLT avoidance schemes which it considers do not work 
under existing law, but experiences difficulty in identifying who has used the scheme. A number 
of avoidance schemes are designed so that the user does not submit a Land Transaction 
Return.  This inhibits HMRC from opening an enquiry and is unfair to the compliant majority of 
taxpayers who do not take part in avoidance. 
Secondly, it is not desirable to inform legislative change solely through disclosures of how a 
scheme is intended to work. SDLT schemes are increasingly complex and close examination of 
the detailed arrangements is required to provide evidence and support for future proposals for 
change. It is also desirable to have a indication of the extent of use of a scheme in order to 
prioritise legislation on schemes carrying the highest risks to the Exchequer.

Option 2: Identify scheme users using the Scheme Reference Number (SRN) system (the 
preferred option) 
The SRN system is already used successfully for income tax, corporation tax and capital gains 
tax schemes.  
A person who discloses a SDLT scheme to HMRC (whether it concerns commercial or 
residential property) will normally be issued with a SRN by HMRC within 30 days of HMRC 
receiving the disclosure. A scheme promoter who is issued with a SRN will then be required to 
pass the SRN on to a client within 30 days of becoming aware that the client had implemented 
the scheme. If the client is not the end user of the scheme (i.e. the person expecting to obtain a 
SDLT reduction) or not the only end user, they would have to pass the SRN on to the end 
user(s), if they know who they are.
A promoter or an intermediary (a client who is not the end user, or the only end user, of the 
scheme) would be required to pass on the SRN using a special purpose HMRC form that would 
tell the end user what to do with the SRN.
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The end user would be required to report the SRN and other information to HMRC. For a 
number of reasons it would not be viable for the end user to report this information back to 
HMRC using the Land Transaction Return (Form SDLT1).
Firstly, as reported above it is often the case that a SDLT avoidance scheme has the intended 
effect that a SDLT1 is not required to be submitted (e.g. because the scheme manipulates the 
transaction value threshold at which a return is required). 
Secondly, the accumulation of the various time limits by which a SRN is required to be issued 
by HMRC and passed on by a promoter to clients (and potentially also by client who is an 
intermediary) would result in many cases in the end user not receiving the SRN until after the 
due date for filing form SDLT 1 has passed. 
Thirdly a number of amendments would also have to be made to form SDLT1 to capture the 
necessary information.  This would impact on a much wider customer base than HMRC wishes 
to target, thereby creating an additional compliance burden for the compliant majority.  
Consequently, it is proposed that the end user would report the SRN back to HMRC using a 
HMRC form designed specifically for that purpose. This would capture the information needed 
about users of SDLT schemes, whether or not they are required to complete a form SDLT1, and 
enable HMRC to better target its compliance activities. 
As explained in the Background section, the SRN system was not applied to SDLT in 2005 
partly because of concerns that it would apply to a significant number of schemes that were not 
avoidance. HMRC believes those concerns are no longer justified. 
The descriptions of schemes required to be disclosed are being amended so as to target new 
and innovative schemes only. A ‘grandfathering’ rule will limit disclosures to schemes that are 
substantially different from schemes that were made available (i.e. by any promoter) before the 
date in 2009 when the changes come into force. This rule is expected to keep the number of 
disclosures of residential property schemes to a minimum. It is also expected to reduce the 
number of disclosures of commercial property schemes, of which there were 14 in the half year 
ended 30 September 2008. 
HMRC expects that the number of disclosures will be sufficiently small that it will be able to 
ensure that it does not issue a SRN to a scheme that is not avoidance. Moreover, from 
November 2008, HMRC can, at its discretion, withdraw a SRN that has been issued, typically 
where a disclosure relates to arrangements that are not regarded as avoidance, or where 
HMRC no longer wishes to identify scheme users. Once HMRC withdraws a SRN, promoters or 
users need no longer transmit or report that number. HMRC informs a promoter when a SRN is 
withdrawn and publishes the details on its website. 
For these reasons HMRC does not believe that the adoption of the SRN system for SDLT will 
result in a significant number of cases of SRNs being reported in relation to a scheme that is not 
avoidance.

Option 3: Users of SDLT avoidance schemes to notify HMRC without receiving a SRN 
from the promoter 
If the SRN system is not adopted for SDLT, the alternative way of identifying users of SDLT 
avoidance schemes would be for the scheme users to provide information to HMRC if the 
arrangements they are using fall within certain descriptions in regulations. Something similar to 
this happens with Value Added Tax where the obligation to disclose a scheme falls upon users 
rather than promoters.
Such a system would have the advantage of removing promoters and intermediaries from the 
requirement to transmit SRNs. However, it would place an additional burden upon property 
buyers (not just those buying avoidance schemes) to familiarise themselves with the 
descriptions to check whether or not the arrangements were reportable. Moreover, it would be 
inherently difficult to describe the arrangements in such a way that users, who are not generally 
tax professionals, would know with certainty whether or not their arrangements were included. 
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HMRC believes that there would be a significant risk of failure to report through error and 
ignorance, potentially rendering the user liable to penalty action. There would also be a risk that 
some property buyers would adopt a safety first approach and send in unnecessary reports. 
One further problem is that, because of the shortness of the window following the land 
transaction in which HMRC can open SDLT enquiries, HMRC might have considerable practical 
difficulties in keeping the descriptions up to date by means of amendments to regulations. 
This option would, like Option 2, require some method outside form SDLT1 for the scheme user 
to report the information required because a number of avoidance schemes are intended not to 
result in a return. If a return were to be required, this would impact on a much wider customer 
base than HMRC wishes to target, thereby creating an additional compliance burden for the 
compliant majority.
Overall HMRC believes that this option would be less effective and more onerous for users than 
Option 2. However, HMRC would welcome comments and suggestions from any respondents 
who would prefer Option 3. 

Evidence
The purpose of disclosure is to close information gaps. Consequently it follows that HMRC will 
not already have perfect information about the number and types of schemes, and the users of 
those schemes, that disclosure seeks to obtain. However, HMRC does have evidence about the 
marketing of avoidance schemes aimed at high value residential property. That evidence is 
supported by the information that has been provided by a number of external stakeholders.  
Further Analysis of Option 2
Cost and Benefits 
Impact on HMRC 
The main impacts on HMRC will arise from: 

amendments to secondary legislation; 

updating guidance on how to comply with the new obligations; 

an increase in notification of SRNs; 

making enquiries into returns. 
It is expected that the associated costs will be absorbed with existing budgets and resources. 
The main uncertainty concerns the number of SRNs HMRC might receive and the 
consequences of opening enquiries into those cases. HMRC is mitigating that risk in two ways. 
Firstly, it is using the consultation to ensure that disclosure is restricted to the relatively small 
number of schemes that are new and innovative. Secondly, it is developing a project working 
methodology for SDLT that will prioritise tax risks and deploy resources more efficiently. There 
is likely to be some offsetting reduction in the costs currently incurred in trying to identify users 
of schemes and target enquiries with insufficient information.
Impact on Promoter and Users 

Many promoters affected by these changes will already be familiar with the commercial 
property rules and will have systems in place to ensure compliance with those rules. 
Changes to the descriptions of schemes to be disclosed should result in fewer disclosures 
of commercial property schemes. Where a scheme is disclosed, the promoter will 
additionally have to notify the SRN to clients who implement the scheme, using the 
designated HMRC form.  Clients who are intermediaries, must additionally pass the SRN 
on to the end user using the designated HMRC form.

There may be some promoters, primarily lawyers, who specialise in residential property 
who are not already familiar with DOTAS. HMRC expects that the limitation to new and 
innovative schemes affecting residential property of at least £1 million will minimise the 
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number of such promoters affected. In particular, it is neither intended nor expected that 
ordinary conveyancing solicitors will incur a disclosure obligation because they will not 
ordinarily be scheme promoters. Those promoters who are affected will have to introduce 
new systems and familiarise themselves and their staff more generally with the DOTAS 
rules.

Users of disclosed SDLT schemes will be required to complete a specified form notifying 
HMRC of the SRN and certain other information within 30 days of either receiving the 
SRN, or entering the first land transaction forming part of the arrangements, whichever is 
the later.

Impacts
The aim of the measure is to provide increased transparency about the marketing and use of 
schemes seeking to avoid SDLT on commercial and residential property. Tax avoidance distorts 
competition by limiting the ability of those who do not engage in avoidance to compete fairly. To 
the extent that this measure counters avoidance it will increase competition in the property 
market.
Businesses of any size can sell and buy avoidance products and the objective of providing a 
level playing field between scheme promoters and fairness for taxpayers precludes excepting 
small businesses from the measure. However, HMRC does not expect the measure to have a 
significant effect upon small businesses either in absolute terms or proportionately. HMRC is 
especially keen to hear from small businesses who may be affected.  
The measure will not create any new criminal or civil penalties. However the effect of increasing 
the scope of disclosure to residential property will increase the number of promoters liable to a 
civil penalty for failing to notify a scheme as disclosed within the time limits. The effect of 
adopting the SRN system for identifying users of disclosed schemes is twofold. Firstly 
promoters and become liable to the existing penalties for failure to pass on a SRN within the 
time limits. Secondly, users become liable to the existing penalty for failure to report a SRN and 
associated information to HMRC within the time limits.
Some measure of the numbers affected in the commercial property sector can be judged by 
reference to the 14 commercial property schemes disclosed to HMRC in the half year ended 30 
September 2008. The measure is expected to reduce this number because the ‘grandfathering’ 
measure in the new descriptions. Most commercial property schemes have a single user or a 
very small number of users.
HMRC believes that most avoidance schemes marketed to residential buyers originate from a 
small number of promoters. We think it likely that some 10 to 20 specialist advisory firms are 
involved currently and would likely to be affected in future. In 2008 there were about 12,000  
residential transactions in the UK involving property above £1m. The number for 2009 is 
expected to be significantly lower due to the downturn in the housing market.  Only a proportion 
of those transactions will involve an avoidance scheme. Overall this is highly uncertain, and 
subject to allowance for the effects of grandfathering we estimate that around 500 buyers who 
were clients of the specialist advisory firms would be affected. 
If Option 3 were to be adopted, then the number of customers potentially affected is much 
higher than Option 2, and the burden on the customers, or more likely a wider range of agents 
acting for the customers, would be markedly higher. There are volume and costs effects. 
Volume effects because more customers would be brought into the process; and probably more 
seriously the unit costs would be much higher in Option 3 as the learning and completion costs 
of handling the forms would be spread across a substantial number of customers and agents.
As a simplification in costing Option 3, all the £1million + transactions would require careful 
consideration, and some consideration might apply to other transactions just below the 
threshold. We estimate that perhaps 5 times the number in Option 2 would be advised to submit 
a form for safety, that is 500 as in Option 2 and a further two thousand more marginal cases 
where the advisor is not sure and errs on the side of caution. We think that the unit costs borne 
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by the advisors would be at least twice those in Option 2 and we estimate that perhaps some 
100 to 200 advisors would be drawn in.  Drawing volume and unit cost effects together we see 
at least a time ten effect on the admin burden. The bottom line is that Option 3 is cautiously 
assessed as having more than ten times higher overall admin costs than Option 2.  

Costs in HMRC would also be higher as more unnecessary forms are handled in Option 3 than 
in Option 2, though this may be only of the order of a 2-fold effect. 
We would welcome confirmation from consultees that this order of magnitude effect in Option 3 
is about right. 
It is not expected that the measure will have a disproportionate effect on rural areas. In 2006-07 
nearly 75% of residential property transactions over £1 million took place in London and the 
South East of England. 
The measure is in accordance with sustainable development principles and is compatible with 
the Human Rights Act. It will not significantly impact on: 
Carbon costs 
Environmental issues 
Heath
Race Equality 
Disability Equality 
Gender Equality 
Implementation Plan 
Following this consultation a further implementation Impact assessment will be issued. 
Implementation will be by means of statutory instruments subject to the negative Parliamentary 
procedure. It is expected that they will come into force towards the end of 2009.  
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annexes

The ‘Standard Cost Model’ (SCM) has been used to derive an estimate of the costs to business 
of complying with HMRC obligations to disclose information to HMRC or to third parties. The 
SCM considers which activities a business has to do to comply with an HMRC obligation, how 
many businesses have to comply, and how often they need to comply. The SCM considers the 
burdens applying to different sizes of business. 

The SCM estimates the costs of using agents; the costs of undertaking work in-house; and the 
costs of actually transmitting the information. The SCM does not consider one-off costs or 
transitional costs. The SCM does not consider costs which a business would have incurred 
anyway had the relevant HMRC obligation not existed. It considers the costs which apply to a 
normally efficient business and the costs to businesses which comply. The SCM does not 
consider wider compliance cost issues, such as the costs of business uncertainty, cash flow 
costs, or the costs of deciding whether or not to do something. 

The Impact Assessment template requires SCM figures to be presented in May 2005 prices, as 
admin burden reduction targets relate to a May 2005 baseline. The Impact Assessment also 
uplifts those figures to current day prices. 
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Summary: Intervention & Options 
Department /Agency:
HM Revenue & Customs

Title:
Impact Assessment of Modernising Landfill Tax
Legislation

Stage: Consultation Version: 1 Date: 22 April 2009

Related Publications: Modernising Landfill Tax Legislation – Consultation Document (22 April 2009)

Available to view or download at:
http://www.hmrc.gov.uk/ria/index.htm#partial
Contact for enquiries: Katherine Mansfield Telephone: 020 7147 0116

What is the problem under consideration? Why is government intervention necessary?
Landfill tax reflects the significant impact that landfilling has on the environment. By ensuring that
waste producers incorporate the environmental cost of waste disposal into business decisions, the tax
encourages use of more sustainable waste management solutions. It is timely to review the legislation
underpinning the tax and the way in which that legislation reflects environmental protection legislation
and waste industry practice. Review and modernisation will mean that the tax will continue to be able
to achieve its objectives in the long-term.

What are the policy objectives and the intended effects?
The aim is to ensure the continued soundness of the administrative and legislative arrangements on
which landfill tax is based. This will ensure that the tax is robust and well placed to continue to make
an important contribution to achieving environmental policy objectives.
The consultation considers what constitutes a taxable disposal and in particular:

the definition of a taxable disposal of waste at a landfill site; and
the definition of wastes that should qualify for the lower rate of tax.

 What policy options have been considered? Please justify any preferred option.
The consultation puts forward a number of lead options and alternatives. “Do nothing” is always a
policy option but as the principles of continuous improvement suggest that change would be timely,
this Impact Assessment has examined options for change:

1) Changing how it is determined what constitutes a taxable disposal of waste at a landfill site
by

o defining the taxable area and activities using environmental protection legislation, and
o defining taxable material by means of exclusions.

2) Restricting wastes benefiting from the lower rate to those which are inert according to the
EU Landfill Directive to strengthen the environmental rationale underpinning the lower rate.

Costs and benefits are compared relative to those under the do nothing option.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the
desired effects? Within three years from the date that any changes are implemented.

Ministerial Sign-off For consultation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that, given the available
evidence, it represents a reasonable view of the likely costs, benefits and impact of
the leading options.

Signed by the responsible Minister: Date: 07/04/2009

27



Summary: Analysis & Evidence 
Policy Option: A Description: Changing how it is determined what constitutes a taxable

disposal of waste at a landfill site

ANNUAL COSTS

One-off (Transition) Yrs

£ 100,000 1

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Registered (for tax purposes) landfill operators
would have to familiarise themselves with any changes at a cost of
approximately £30,000. There would also be one-off costs to
HMRC of approximately £70,000.

£ to be quantified Total Cost (PV) £ To be quantifiedC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ The consultation asks for views on
practical consequences and impacts.  In particular, it asks for options for minimising the burden
associated with the need to weigh immediately prior to tipping waste previously subject to a
temporary use.

ANNUAL BENEFITS

One-off Yrs

£ 0

Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Landfill operators would benefit from consistency
between the terms of their environmental permits and the way in
which liability to tax is defined. There should be greater clarity
about when there is/ is not a tax liability.

£ to be quantified Total Benefit (PV) £ To be quantifiedB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ Modernisation of the tax to bring it
in line with environmental protection legislation and industry practice. This will ensure the
continued soundness of administrative and legislative footing on which landfill tax is based and
mean that the tax will continue to contribute fully to its environmental policy objectives.

Key Assumptions/Sensitivities/Risks The option as set out is not intended to have any significant
impact upon overall revenue receipts. The assumption is that the tax base would remain the same
without any real change to the scope of the tax in terms of the taxable area, activities and the
materials subject to the tax.

Price Base
Year 2009

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ To be quantified

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 2010 or later
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ n/a
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £n/a
What is the value of changes in greenhouse gas emissions? £ To be assessed
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
tbq

Small
tbq

Medium
tbq

Large
tbq

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Decrease of £ Net Impact £To be quantified
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Policy Option: B Description: Restricting wastes benefiting from the lower rate to those which
are inert according to the EU Landfill Directive to strengthen the
environmental rationale underpinning the lower rate

ANNUAL COSTS

One-off (Transition) Yrs

£ 100,000 1

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Registered landfill operators and producers of
waste would have to familiarise themselves with the change at a
cost of around £30,000 and there would be one-off costs to HMRC
of around £70,000. Sectors could incur ongoing costs where as a
result of the change, the tax liability changes (administrative costs
and costs associated with diversion to alternatives).

£ to be quantified Total Cost (PV) £ To be quantifiedC
O

ST
S

Other key non-monetised costs by ‘main affected groups’

ANNUAL BENEFITS

One-off Yrs

£ 0

Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Lower rating of waste would be determined by
whether waste is inert according to the EU Landfill Directive. It
would no longer be necessary for landfill operators to apply
different tax-specific criteria to determine whether waste is lower
rated.  There would be an incentive to divert from landfill wastes
which did not qualify for the lower rate of tax.

£ to be quantified Total Benefit (PV) £ To be quantifiedB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ Changes have been requested by
inert waste landfill operators with a view to reducing confusion about which wastes are lower rated
and which are inert for environmental protection purposes.

Key Assumptions/Sensitivities/Risks Some waste streams would cease to qualify for the lower rate.
The producers of these wastes, which, in some cases, would also be the landfill operator, would incur
additional landfill tax liabilities (of between £0 – 160 million based on current landfill tax rates, with this
largely dependent on the size of the behavioural response).

Price Base
Year 2009

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ To be quantified

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 2010 or later
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ n/a
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ To be assessed
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
tbq

Small
tbq

Medium
tbq

Large
tbq

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Decrease of £ Net Impact £ To be quantified

Key: Annual costs and benefits: (Net) Present
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Evidence Base (for summary sheets)

1. The issue/consultation

Landfill tax reflects the significant impact that landfilling has on the environment. By ensuring
that waste producers incorporate the environmental cost of waste disposal into business
decisions, the tax encourages use of more sustainable waste management solutions. It is timely
to review the legislation underpinning the tax and the way in which that legislation reflects
environmental protection legislation and waste industry practice. Review and modernisation will
mean that the tax will continue to be able to achieve its objectives in the long-term.

This consultation Impact Assessment focuses on the design issues that relate to the costs and
benefits of the options (outlined below) and their administrative burdens and landfill tax revenue
implications for registered landfill operators. Waste producers and other waste management
businesses would also be affected. All costs and estimates are against a baseline of the
implementation of the legislative changes announced at Budget 2009.

At 1 March 2009 there were 306 landfill operators registered for landfill tax (referred to as
“registered landfill operators”) covering 776 sites. All these landfill operators would be affected
by the proposed changes.

2. Policy objectives and intended effects

The reduction of carbon emissions and of the use of natural resources remain at the top of the 
policy agenda. Landfill tax makes an important contribution to policy objectives in this area by
reducing landfilling (where the biodegradable waste would have produced methane – a powerful
greenhouse gas) and encouraging more sustainable waste management solutions including
reuse and recycling.

The Government’s aim is to ensure the continued soundness of the administrative and
legislative arrangements on which landfill tax is based. This will ensure that the tax is robust
and well placed to continue to make an important contribution to achieving environmental
policy objectives.

3. The Options

A) Changing how it is determined what constitutes a taxable disposal of waste at a 
landfill site

In order for the tax to operate there needs to be a clear understanding of what constitutes a
taxable disposal of waste at a landfill site. It is timely to review the current legislation in this area
and the way in which it reflects environmental protection legislation and waste industry practice.
These are areas where there have been significant changes in recent years. Recent litigation
has taken out of tax materials for which there is a policy imperative to tax.   While waste will be
brought back into tax by legislation taking effect in 2009-10 (which is not the subject of this
consultation) this will make landfill tax legislation as a whole more complex and less coherent.

There are strong arguments for the lead option which is to define more tightly both the taxable
activities and the taxable area. The taxable activities and taxable area would be those which the
environmental permit for the site made clear are disposal activities at a landfill. There would be
a small number of exclusions to take out of tax the placing of non-waste (e.g. plant and
machinery, engineering features) in a landfill.
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Costs
There would be some one-off familiarisation compliance costs associated with this option. All
registered landfill operators would need to familiarise themselves with the new arrangements
and we would expect this to be done for each landfill site. Assuming a typical hourly rate of
around £20, the total one-off cost of familiarisation is estimated to be around £30,000 based on
spending two hours at each of the 776 landfill sites.

Under the lead option, the physical point at which the tax would arise (the tax point) would be
the point at which waste entered the taxable area during the period of taxable activities (i.e. the
point at which waste was tipped into the landfill). This is in contrast with the current situation
where liability to tax arises, in most cases, at the point at which waste enters the gate to the
landfill site.

On the face of it, it might appear that this would require additional record keeping at the point of
tipping. In fact, we believe additional records would not be required in most cases because
existing records relating to waste entering the site and waste being subject to processing on site
would be sufficient. However, we have identified the possible need for additional recording by
landfill operators of the weight of waste at the point of tipping where that waste has been
previously put to a temporary use on site (e.g. as a haul road or bund). It is not envisaged that
this would apply to more than a small proportion of total waste subject to the tax. The
consultation seeks options for minimising any additional burden.

Landfill operators would be required, as at present, to maintain a “disposal record” for tax
purposes.

The consultation asks if there would be any impacts or practical consequences which we have
not envisaged.

It is not intended or anticipated that this option would extend the scope of landfill tax.
Consequently we would not expect the landfill tax due from landfill operators to change. Tax
would be due at a significantly later point than at present where waste was first put to use on a
site (it is currently due at the point of entry through the site gate and it would become due at the
point of tipping). However, as explained above, we do not expect that this would be relevant to
significant volumes of waste.

Benefits
Landfill operators would benefit from consistency between the terms of their environmental 
permits and tax legislation. This would minimise the scope for disputes and mean there would
be greater clarity and certainty about what would/ would not be subject to tax. There would also
be greater clarity and certainty for HMRC and environmental regulators. Comments and
evidence on the reduction of compliance burdens and the value of savings would be welcome.

By ensuring that what is taxed is the disposal of waste at a landfill site in line with the up-to-date
understanding of these terms, this option would ensure the achievement of the policy objective
of making sure that the environmental impact of landfilling waste is reflected in its cost.

The expectation is that legislation would continue to allow landfill operators to set the tax point 
as the invoice date. The consultation has invited comments on this expectation and, should any
amendments be required to the landfill tax invoicing regulations, any costs or benefits will be
considered during the policy making process and disclosed within the final Impact Assessment.

HMRC will publish a best assessment of the costs and benefits of the options in any final Impact
Assessment.
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Administrative burden effects (compared with post Budget 2009 baseline) 
HMRC is committed to reducing compliance costs to businesses, and in particular the
administrative burdens incurred due to requirements to disclose information to HMRC or third
parties. This “administrative burden” is assessed through the “Standard Cost Model” (SCM), an
activity-based costing methodology which considers the activities that businesses need to
undertake to comply with their legal obligations, and estimates the cost of such activities.
At Budget 2009, a small number of low-value administrative burdens (e.g. those relating to tax-
free areas) were replaced with requirements to similar effect to supply HMRC with information.
Overall this resulted in only a very small reduction in administrative burden as measured by the
SCM.

The additional record-keeping requirements associated with the tipping of waste previously
subject to a temporary use on site (see above), would, it is estimated on the basis of the SCM,
result in minimal additional cost - up to £4,000 at 2005 prices (on the assumption that the
burden might be similar to that currently associated with tax-free areas).

Under this option, landfill operators might also be required to supply HMRC with additional
information in respect of temporary features in close proximity to the area of tipping. Again, it is
estimated, using the SCM, that these extra administrative burdens would be minimal.

Impact on HMRC 
There would be one-off costs estimated to be £70,000 for HMRC to write and publish new
landfill tax publications and guidance and to familiarise and train staff.

Revenue impacts
It is not intended or anticipated that this option would significantly alter the scope of landfill tax
relative to the post Budget 2009 baseline. Consequently, we expect that the change would have
negligible impact on Exchequer revenues. Where waste is subject to temporary use on site the
tax point would be delayed (from the point it entered the site as at present to the point it was
tipped). However, we expect that this would affect only a small amount of waste.

The alternative approaches
The consultation document also suggests potential alternative options:

identifying the area where materials deposited could be subject to landfill tax by
reference to the definition of landfill in the EU Landfill Directive;
defining the activities subject to tax by exemption; or
identifying the materials subject to landfill tax by reference to a definition of waste.

While these approaches would achieve the effect of the lead option, there would be a greater
degree of complexity involved. Nevertheless, the consultation welcomes comments on these
and any other approaches which may be envisaged.

B) Restricting wastes benefiting from the lower rate to those which are inert according to
the EU Landfill Directive to strengthen the environmental rationale underpinning the
lower rate

The lower rate of landfill tax recognises that there is a relatively low level of environmental
impact associated with the landfilling of certain wastes. Currently, legislation provides that
wastes which are inert or inactive may be prescribed and qualify for the lower rate. The list of
prescribed wastes is set out in the Landfill Tax (Qualifying Material) Order 1996. Recent
developments in the thinking on what constitutes inert waste – primarily at a European level –
are not reflected in landfill tax legislation.
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The lead option is that, in order to benefit from the lower rate, wastes would have to be on the
EU Landfill Directive list of inert wastes or meet the Waste Acceptance Criteria (WAC) for inert
waste as set out in the Council Decision on the WAC. This definition would mean that some
wastes which are listed in the Landfill Tax (Qualifying Material) Order 1996 would cease to be
lower rated since they are not regarded as inert by the Landfill Directive. We do not think that
this option would mean any significant amounts of currently standard rated waste would
become lower rated, although comments on this assumption are welcome.

Costs
The continuing costs of complying with the landfill tax would be unaffected, as the obligations to
register for landfill tax, complete returns and pay landfill tax would remain unchanged. But
these administrative costs, as measured by the SCM, are only a subset of overall compliance
costs. Other compliance costs include the costs of transition (such as time spent becoming
familiar with new rules). There would also be additional costs associated with diverting these
materials to alternative treatment methods.

As a result, registered landfill operators and producers of waste would have to familiarise
themselves with the changes in liabilities of certain wastes. Some landfill operators might incur
one-off costs, such as:

- amending software or invoices in order to ensure that the invoices carry the
correct landfill tax liability statements;

- re-pricing in order to recharge the additional tax; and
- extra checks to ensure the correct amount of tax is declared.

About 80% of the registered landfill operators that have submitted positive returns in the past 12
months handle lower rated waste. However, to some degree all registered landfill operators
would be directly affected. Each of them would need to familiarise themselves with the new
rules. We would expect this to be done for each landfill site. Assuming a typical hourly rate of
around £20, the total one-off cost of familiarisation is estimated to be £30,000 based on
spending two hours at each of the 776 landfill sites on the tax register.

Since the landfill tax liability would be determined by criteria which are already used for
environmental protection purposes we do not anticipate that there would be any additional
testing or other costs associated with determining the landfill tax liability of wastes put to landfill.

The consultation document identifies a number of wastes which would cease to be lower rated
because they are not inert according to the EU Landfill Directive. A number of business sectors
producing these materials might therefore incur an additional liability to pay landfill tax either as
a registered landfill site operator or as a producer of the waste or both. This would equate to an
additional £37.50 a tonne in 2009-10 compared with continuing to pay the lower rate. The
wastes that would be affected are highlighted in the consultation document.

The following table shows the wastes we believe might cease to be lower rated. For each the
table shows the estimated landfill tax liability at the current lower rate, the estimated landfill tax if
the waste were to be standard rated in 2009-10 and the difference between the two figures (i.e.
the estimated additional landfill tax liability under the lead option). These figures are drawn from
a number of sources (as noted) and are produced here to illustrate the estimated additional
landfill tax liability should all these wastes continue to be sent to landfill. This is not an
exhaustive list and there would be other materials that could not be separately identified from
waste data sources which are not included in the table which are also not inert according to the
EU Landfill Directive. Consequently, these figures and estimates must be treated with caution
and any additional evidence on these and other materials will be welcomed as part of the
consultation process.
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The Landfill
Tax (Qualifying
Material) Order
1996

Waste material Estimated
tonnage put to
landfill

Landfill tax due
at lower rate
£2.50/tonne

Landfill tax due
at standard rate
£40.00/tonne

Additional
landfill tax due

Group 3
Minerals

Used foundry
sand* 200,000 £0.5m £8m £7.5m

Group 4 Furnace
slags

Furnace slags
(thermal
processing of
minerals)

670,000 £1.7m £26.8m £25.1m

Group 4 Furnace
slags

Waste
incineration slag 314,000 £0.8m £12.6m £11.8m

Group 5 Ash Coal fly ash ** 3,000,000 £7.5m £120m £112.5m
Group 7 Calcium
sulphate

Gypsums 11,000 £0.03m £0.4m £0.4m

Group 8 Calcium
hydroxide and
brine

Brine purification
wastes 44,000 £0.1m £1.8m £1.7m

Source: Environment Agency Waste Data 2007
*Communities and Local Government 2007 Construction Demolition and Excavation Waste
(CDEW) Survey of arisings and use of alternatives to primary aggregates in England 2005
** Waste & Resources Action Programme (WRAP)/Environment Agency 2008 Waste Protocol 
Project- Pulverised fuel ash and furnace bottom ash

The table above suggests that up to an estimated £160 million additional landfill tax could be
raised under the lead option based on current landfill tax rates. The potential impact would
increase as the differential between the lower and standard rates increases. However, the
actual impact would be likely to be much lower than this because of the behavioural effects of
increasing the landfill tax rate on these materials. These would include:

additional recycling or re-use of the waste; 
improvements to processes that produce the waste; and
alternative waste treatments.

For example, the WRAP/Environment Agency 2008 report on pulverised fuel ash (PFA), which
is the main component of coal fly ash, estimated that 50% of PFA is already reused in
construction products. An increase in landfill tax liability might encourage a much higher rate of
reuse. This would limit the exposure of the industry to additional tax costs but there might be
additional costs associated with treating the wastes to enable reuse.

There is also evidence (particularly in the CDEW survey of arisings and use of alternatives to
primary aggregates in England 2005) that there could be potential for additional diversion from
landfill for used foundry sand, furnace slag and gypsum as a significant proportion of these
wastes are already reused.

Further evidence on the scope for additional diversion from landfill for the affected wastes,
including on the additional costs of alternative uses or treatments, is welcomed as part of the
consultation process.

Under current practice, some mixed wastes with a small quantity of non-qualifying material may
be treated as qualifying material and lower rated. Under the lead option this would no longer
apply since the waste material would only be inert if it was inert according to the Landfill
Directive and mixed wastes are excluded.

There is also some evidence that some wastes might move from being standard rated to lower
rated under this option, although the amount of waste is not thought to be significant and only a
small amount of revenue would be involved. Waste arisings that may be affected are specific
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wastes streams from CDEW and municipal wastes. The following table shows some inert
wastes put to inert landfill sites that currently may not qualify as “qualifying materials” but could
become lower rated under the lead option. The resulting estimated reduction in landfill tax
liability is also shown:

Waste material Estimated
tonnage put to

landfill

Landfill tax due at
standard rate
£40.00/tonne

Landfill tax due
at lower rate
£2.50/tonne

Landfill tax
adjustment

Sludges from water
clarification

38,000 £1.5m £0.10m -£1.4m

Mechanical sorting
residues

78,000 £3.1m £0.20m -£2.9m

Mixed municipal
wastes

45,000 £1.8m £0.11m -£1.7m

Bulky municipal
wastes

65,000 £2.6m £0.16m -£2.4m

Other municipal
wastes

57,000 £2.3m £0.14m -£2.2m

Source: Environment Agency Waste Data 2007

Similarly, there may be a number of waste materials that cannot be specifically identified from
waste data sources which may not be a lower rated qualifying material but are inert under the
EU Landfill Directive e.g. soil and certain mixed CDEW.

The consultation seeks views on transitional arrangements which would help businesses
producing wastes which would cease to be lower rated. The lead option is to delay
implementation of the change to provide an opportunity for the waste producers to find 
alternative waste management options. This would avoid additional administrative and
compliance costs associated with introducing a temporary intermediate rate (see the
Administrative Burden Effects section below).

Benefits
The environmental position of the tax would be strengthened. Only those wastes which are now
considered to be inert based on an up-to-date understanding of the impact of such wastes
would be lower rated.

For wastes moving from the lower to the standard rate of tax, there would be a greater financial
incentive to find alternative uses or disposal methods to landfill. As discussed above, the
practical effect would depend upon the scope for, and cost of, alternative uses or treatments for
the affected wastes. The environmental benefits of any such changes would also depend on
the environmental value in employing these alternatives rather than sending the waste to
landfill. Evidence is also invited on this point.

Landfill operators would have to classify waste solely in line with the EU Landfill Directive – they
would no longer need to apply separate rules to consider whether wastes were lower rated for
tax purposes. This would give greater clarity and certainty by removing confusion for waste
producers and landfill operators as well as HMRC and environmental regulators. Respondents
to a recent Defra/ Environment Agency/ Welsh Assembly Government consultation on inert
waste were strongly in favour of clarification along these lines.

Evidence on the scale of the resulting savings would be welcomed.

The lead option for transitional arrangements - delaying the change - would provide time and
incentives to find alternative waste management options for the relevant wastes, for example 
working with WRAP and the Environment Agency’s Waste Protocol Projects.
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Administrative burden effects (compared with post Budget 2009 baseline) 
Excluding familiarisation and one-off costs, there would be little or no impact on the existing
SCM landfill tax baseline administrative burdens associated with this option as the burdens
associated with maintaining landfill tax records and accounts, issuing landfill tax invoices and
filing the landfill tax return would be unaffected.

Delaying the change (the lead option for transitional arrangements) would equally result in little
or no impact on the existing SCM landfill tax baseline administrative burdens. Other options for
transitional arrangements, such as a short-term transitional rate, could result in additional
burdens for the waste industry such as one-off information technology costs to deal with the
transitional and final landfill tax rates, additional administration burdens for record keeping and
compliance costs for both the registered landfill operator and HMRC. Should a transitional rate
of tax be introduced, the landfill tax return would require an additional box to record tonnages at
that rate and landfill tax invoices would need to be amended to show the new tax rate -
assuming no additional continuing computer costs these administration burdens are estimated
as a whole to be small (£180 a year for an average business or £250 per annum for a large
business).

Impact on HMRC 
There would also be one-off costs estimated to be £70,000 for HMRC to write and publish new
landfill tax publications and guidance and to familiarise and train staff.

These would not be increased under the lead option for transitional arrangements (delay of
implementation). However, the costs would increase under other options for transition, such as
a short-term transitional rate. In particular, such a transitional rate could entail significant costs
to adapt the HMRC IT system to capture and process the new information on returns. 

HMRC will publish its best assessment of the HMRC impact in any final Impact Assessment.

Revenue impacts
This option could increase revenues from landfill tax of between £0 and £160 million a year as
more waste would fall into the standard rate based on current tax rates. The precise impact 
would depend largely upon how much waste was diverted to other uses and treatments. It
would also depend on how much standard rated waste qualified for the lower rate (as referred
to above).

Alternative environmental criteria
The consultation document invites comment on whether there are environmental criteria for
lower rating waste other than, or beyond, criteria based on the inert characteristics of the waste. 
Such environmental criteria could increase the administrative and wider compliance costs of the
change. It would be a new requirement to consider wastes against these criteria and we would
expect there to be a period of uncertainty about whether wastes did or did not meet the criteria.
In addition, there might be additional testing costs as they would not just replicate existing tests.

Against this, additional environmental criteria could reduce the costs of landfilling wastes that
pass the test(s). This could be beneficial if the environmental costs of sending the waste to
landfill were low, or if landfilling represented a good environmental outcome compared with
other possibilities.

Where respondents are proposing additional environmental criteria they are invited, in so far as
it is possible, to provide evidence on the costs and benefits of their suggestions covering the 
points raised above.
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4. Impact Tests 

Competition assessment
The options for change should not have any adverse impacts on competition, as they are not 
expected to:

- directly limit the number or range of suppliers;
- indirectly limit the number or range of suppliers;
- limit the ability of suppliers to compete; or
- reduce suppliers' incentives to compete vigorously.

Landfill operators are generally able to pass on the costs of tax to the waste producers. HMRC
are not aware of any evidence to suggest that smaller operators are less able to do so than
larger operators. Further evidence on this is welcomed if this is not the case.

Small firms impact
There is no minimum registration limit for landfill tax and therefore these options impact upon all
registered landfill operators. At 1 March 2009, there were 306 landfill operators with 776 landfill
sites on the landfill tax register. The registered operators are dominated by a small number of
waste management businesses each operating many landfill sites. The remaining operators
have either one or a small number of landfill sites.

For small landfill operators their compliance costs might represent a slightly higher burden
relative to larger operators as a percentage of turnover. However, small landfill operators would
be less likely to incur the relatively more expensive compliance costs involving advisors and
system changes. Landfill tax arrangements should also be simpler than those of larger
operators. This should mean that small landfill operators would take less time to implement any
changes and therefore we would not expect them to incur any material disadvantage
implementing these options relative to the larger landfill operators.

Sustainable development
We expect that these changes would contribute to the Government’s commitment to
sustainable development, which consists of five principles: 

- living within environmental limits;
- ensuring a strong, healthy and just society;
- achieving a sustainable economy;
- promoting good governance; and
- using sound science responsibly.

Modernising the definitions used for landfill tax to reflect environmental protection legislation
and waste industry developments would help ensure that the landfill tax has its intended effects
in providing an incentive to find more sustainable uses and treatments for waste. Restricting
wastes which can qualify for the lower rate of tax would strengthen the environmental position of
the tax because only those wastes which were inert based on an up-to-date understanding of
their impact would be lower rated.
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Carbon assessment and wider environment test
These are considered under the main assessment of potential impacts section. Though they
are not yet quantifiable, they would most likely be positive, but may well fall below the de
minimis threshold for reporting against the climate change policy cost effectiveness indicator.

Gender, race and disability tests
The proposed changes would affect landfill operators, businesses and other organisations that 
send waste to landfill. There would be no direct impact on individuals who do not themselves
send waste direct to landfill (waste is sent through a third party, often a local authority).  As 
such, we expect that there would be no impact on gender, race or disability.

Human rights test
The proposed changes are compatible with the European Convention on Human Rights.

Rural proofing
We do not expect that there would be any significant difference to the impact of these proposed
changes in rural areas. The benefits could also be expected to accrue in any rural areas where
landfill sites are located, as less waste would be sent to landfill.

Legal aid and health impact tests
These changes would affect landfill operators, other businesses and other organisations that
send waste to landfill. There are no implications for legal aid or potential health impacts.

5. Caveats and risks
At this stage, the availability of quantitative evidence is limited and so it is difficult to draw strong
conclusions on the potential benefits and costs of the changes. Input and evidence from waste
industry and wider stakeholders would therefore be welcomed.

6. Conclusion
HMRC are of the initial view that these options achieve a good balance between the benefits
from reforming landfill tax to make sure it continues to achieve policy objectives and the costs to
the waste industry and wider economy of implementing the changes. We do not expect there to
be any significant increases in administrative burdens as a result of implementing these options.
HMRC recognises that there are some significant gaps in the evidence base within this
consultation Impact Assessment and are seeking further evidence and information through the
consultation process.
Where any options are implemented, HMRC will monitor progress continuously to ensure their
objectives are achieved.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within
the main evidence base; other results may be annexed.

Type of testing undertaken Results in
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency:
HMRC

Title:
Impact Assessment of Working with Tax Agents 

Stage: Consultation Version: 1 Date: 22 April 2009

Related Publications: Consultation Document – Modernising Powers, Deterrents and Safeguards: 
Working with Tax Agents

Available to view or download at: 
http://www.hmrc.gov.uk/consultations

Contact for enquiries: Tony Zagara Telephone: 0207 147 2861

What is the problem under consideration? Why is government intervention necessary?
Tax Agents play a vital role in helping HMRC to tackle risks to the tax base. The overwhelming 
majority of tax agents advise their clients appropriately and calculate the right amount of tax. They 
have good systems, processes and staff training in place leading to accurate returns. However, there
are occasions when the performance of a small minority of tax agents falls below the standards 
expected of their profession and this can lead to the risk of tax being lost. At the more serious end of 
the scale, the actions of a few unscrupulous tax agents can result in attacks against the tax system 
and/or tax being deliberately understated. Tax at risk in these cases can be significant, and 
considerable HMRC resource may be required to address it.

What are the policy objectives and the intended effects?
To improve HMRC’s relationship with tax agents by supporting professional standards, working more
closely with professional bodies and working with practitioners to identify and address tax risks 
generated by tax agents.
The intended effect is for fewer inaccurate returns to be submitted and to help tax agents provide 
correct information and make legitimate claims on behalf of their clients and for represented taxpayers 
to receive a good standard of service from their tax agent.

 What policy options have been considered? Please justify any preferred option. 1 Do nothing 
2 Create new information powers and sanctions and safeguards to specifically address tax risks which
involve tax agents.
3 Create a registration system that enables HMRC to monitor performance of the agent and where
appropriate offer support or seek to take appropriate action if the level of performance fell below 
agreed levels.
This consultation is intended to raise questions rather than prescribe solutions so there are no 
preferred options at this stage 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? Post implementation review would take place around three years after the full 
implementation of any option. 

Ministerial Sign-off For  Consultation Stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that, given the available 
evidence, it represents a reasonable view of the likely costs, benefits and impact of 
the leading options. 

Signed by the responsible Minister: 

  Date:      20th April 2009
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Summary: Analysis & Evidence 
Policy Option: 1 Description:  Do nothing

ANNUAL COSTS

One-off (Transition) Yrs

£ nil

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ This approach would mean preserving the status 
quo. HMRC would continue to engage with tax agents through the 
use of existing information powers. 

£ nil Total Cost (PV) £ nilC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ 

ANNUAL BENEFITS

One-off Yrs

£ nil

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Taking this approach would lose the benefits of 
properly considering the wider issues in a rounded way and an
opportunity to improve the integrity of the tax system. 

£ nil Total Benefit (PV) £ nilB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’

Key Assumptions/Sensitivities/Risks Significant risks generated by tax agents whose performance falls 
below acceptable standards would remain. More fundamental change would be needed in order to
properly address these risks.

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ nil

NET BENEFIT (NPV Best estimate)
£ nil

What is the geographic coverage of the policy/option? United Kingdom 
On what date will the policy be implemented? Already in force 
Which organisation(s) will enforce the policy? N/a
What is the total annual cost of enforcement for these organisations? £ N/a 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/a
What is the value of changes in greenhouse gas emissions? £ N/a
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Nil Decrease of £ Nil Net Impact £ Nil
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option: 2 Description:  Create new information powers and sanctions and 

safeguards to address tax risks generated by tax agents.

ANNUAL COSTS

One-off (Transition) Yrs

£ to be quantified 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Only tax agents who fall within an identified risk 
area or perform below acceptable standards would be significantly
affected. HMRC, tax agents and clients will incur costs of new
learning and guidance to familiarise themselves with any new 
powers and safeguards. 

£ to be quantified Total Cost (PV) £ to be quantifiedC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ It is not possible to identify or quantify 
such costs at this stage.

ANNUAL BENEFITS

One-off Yrs

£ to be quantified

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Any new approach to working with tax agents that 
improves risk assessment of careless or deliberately non 
compliant tax agents would help reduce the tax gap. Taxpayers 
would gain if poor practice were to be improved and the 
unscrupulous were to leave the market.

£  to be quantified Total Benefit (PV) £ to be quantifiedB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’   Agents who provide a 
professional service would benefit from any new approaches which reduced unfair competition
from less diligent or scrupulous elements of the market. This might include HMRC working more 
closely with professional bodies. 

Key Assumptions/Sensitivities/Risks The costs and benefits of any new powers or safeguards are yet 
to be quantified. We are developing plans for how to do this if new approaches do emerge from 
consultation.

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ to be quantified

NET BENEFIT (NPV Best estimate)
£ to be quantified

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? Not yet Known
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ N/a 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/a 
What is the value of changes in greenhouse gas emissions? £ N/a 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
  N/K

Small
N/K

Medium
N/K

Large
N/K

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £Negligible Decrease of £Negligible Net Impact £ Negligible
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:  3 Description:  Create a registration system that enables HMRC to 

monitor performance standards.       

ANNUAL COSTS 

One-off (Transition) Yrs

£ to be quantified

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’. Any form of registration would place additional 
costs on tax agents which might be passed to clients. Overall 
costs (time and money) in developing a mechanism for setting and 
monitoring standards would be significant for both tax agents and 
HMRC. Registration would impose new costs on agents not 
currently within professional bodies.

£ to be quantified Total Cost (PV) £ to be quantifiedC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ It is not possible to identify or quantify 
such costs at this stage.  

ANNUAL BENEFITS 

One-off Yrs

£ to be quantified

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Registration should incentivise good levels of 
performance across the full range of tax agents and, depending 
upon its type, should also actively address any issues of poor 
quality work. 

£ to be quantified Total Benefit (PV) £ to be quantifiedB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Taxpayers would get a better 
standard of service and better value for money. They would have greater protection from currently 
unregulated and unscrupulous tax agents and greater certainty that returns and claims were 
accurate

Key Assumptions/Sensitivities/Risks The key assumption is that all tax agents will be subject to the 
new provisions.  There is a risk that some will continue to trade outside of the scheme and not deal 
directly with HMRC. Costs and benefits have not yet been quantified.  

Price Base 
Year 2009

Time Period 
Years p.a.

Net Benefit Range (NPV)
£ to be quantified

NET BENEFIT (NPV Best estimate)
£ to be quantified

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? Not Known 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Negligible?       
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
N/K

Small
N/K

Medium
N/K

Large
N/K

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) Not yet known 

Increase of £ N/K Decrease of £ Nil Net Impact £ N/K
Key: Annual costs and benefits: (Net) Present 
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Introduction
Following the creation of HM Revenue and Customs (HMRC) from the merger of the Inland Revenue 
and HM Customs and Excise, HMRC has been taking forward through its Review of Powers, Deterrents 
and Safeguards a programme of consultation and legislative change to provide a modern and effective 
framework of law and practice for the new Department. The changes resulting from this work will help 
HMRC deliver the O’Donnell Review aims of better customer service, greater effectiveness and 
improved efficiency.  

Since the start of the Review, HMRC has consulted on a number of aspects of the tax system with a 
view to modernisation and reform. As part of this process, the Review is now looking at how HMRC 
interacts with tax agents across a number of fronts including: 

supporting professional standards; 
how HMRC works with professional bodies; 
how to identify and address tax risks generated by agents and 
the role of information powers and penalties in respect of tax agents. 

This consultation is intended to raise issues and ask questions rather than propose solutions. 
Consequently, a lot of the data needed for the purposes of this Impact Assessment, to quantify the costs 
and benefits of the options proposed is not yet available. As any options are developed during the 
course of consultation, details of cost implications and benefits for the main affected groups will be made 
available in subsequent Impact Assessments. 

Purpose and intended effect 
The policy objective is to improve HMRC’s relationship with tax agents and to work more closely with 
them so that risks generated by tax agents can be addressed more effectively. Risks can occur in the 
processes supported by tax agents and the processes of tax agents themselves leading up to the 
submission of tax returns or claims to HMRC.  

Where problems are identified, these can often be most effectively resolved where advisers and HMRC 
work together from the outset. For instance, sometimes risks are identified for relatively small amounts of 
tax in any given case, but if the error is replicated across a number of taxpayers or claimants, the 
cumulative impact could represent a significant risk in itself. Where risks apply across a taxpayer 
population or to particular sectors it is often possible for HMRC to work with advisers, representative 
bodies or trade organisations to address them. Their clients or members then have the opportunity to 
correct matters without a compliance check. Such a working relationship helps to improve mutual trust 
and can be less burdensome for all parties.

Rationale for Government intervention

Tax agents play a key role in the preparation of tax returns. They represent 70% of all SME businesses 
within the UK and over 60% of other Self Assessment taxpayers (mainly individuals). There are 
approximately 43000 tax agent establishments in the UK who act for more than five clients. Beyond this 
professional community HMRC recognises in the region of a further 80000 advisers who act for five or 
fewer clients, predominantly friends and family, but also supporting the not for profit community. 

Around 70% of those traditionally thought of as tax agents are affiliated to one of the main professional 
bodies within the UK. Although some 80% of agents have a professional qualification there are a 
considerable number who have neither any formally recognised training nor are subject to the monitoring 
procedures used by the main bodies. 

The vast majority of tax agents advise their clients appropriately and calculate the right amount of tax. 
The have good systems, processes and staff training in place leading to accurate returns. If this were not 
the case, the tax system as we know it simply would not function. In doing so, it is wholly appropriate for 
agents to take a firm stance to protect the interests of their clients, and HMRC fully accept this. 

Evidence Base (for summary sheets)
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But a minority of agents act in a manner that can or will result in the wrong amount of tax being 
calculated. In some instances, an agent may simply have made a mistake despite making every attempt 
to get it right. But in others cases, their performance may have fallen below the expected standards of 
their profession, and in a few the agent’s actions may have constituted a deliberate attempt to understate 
tax (e.g. by falsifying information or promoting fraudulent avoidance schemes).

HMRC’s risk based approach and agents 
Risk assessment is at the heart of HMRC’s approach to meeting its objectives.  Compliance checks
powers and safeguards in Finance Act 2008 have facilitated the addressing of risk while protecting
taxpayers’ interests.

In some cases, risk-based checks into individual taxpayers can identify problems which have the 
potential to be replicated across an agent’s wider client base. In other cases it may have been the 
actions of the agent that have led to the problem. It can be very resource intensive for HMRC to address
on a client by client basis, and if the problem is down to deficiencies in the agent’s work, there may be no 
effective means to improve this.

Policy options for addressing tax risks generated by agents 
The policy options considered so far are as follows:

Option 1 – Preserve the status quo 
The work of the Powers Review so far will already be having an impact on tax agents - in particular the 
information and inspection powers contained in Schedule 36 to Finance Act 2008 which came into effect 
from 1 April 2009.

The powers in Schedule 36 to FA 2008 enable HMRC to require information and documents from any 
third party, including a tax agent in order to check a person’s tax position. There are penalties for failing 
to comply with an information notice and for concealing, destroying or otherwise disposing of a document
that is required by a formal notice. The penalties also apply where the person has been told that the
document is likely to be the subject of a formal notice. In addition, it is proposed that penalties will apply
where a person carelessly or deliberately submits incorrect information or documents.

The powers may be used in respect of a particular known tax or taxpayers, but also for persons or a 
class of persons whose individual identities are not known to HMRC.  A notice in the latter category can 
only be issued with the approval of the Tribunal and serious loss of tax must be suspected. It is 
considered that such a notice could be used, for example to obtain a list of clients of an adviser known to 
have performed shoddy work on a particular client provided the information is not readily available from 
another source.

In addition various initiatives such as pre-return support, working together etc should secure a continuing
improvement to accuracy of taxpayer returns and a mutual understanding of and agreement to address 
key risks.

However, significant revenue risks remain which would require more fundamental change to address:

the expansion of online tax agent businesses allowing agents with little or no financial or tax training 
to offer services.  A specific developing aspect of this low and restricted contact market is an 
emerging risk around tax agents who submit a high volume of repayment claims. Left unchecked this
can be a major threat to tax revenues, and can place a further strain on HMRC resource, particularly
where individual agents submit thousands of claims in single batches, many of which have little or no 
merit. The relationship between the client and their main agent if one is acting (who may be 
completely unaware of the involvement of the secondary agent) may also be undermined;

agents’ performance falling below acceptable standards e.g. failure to keep knowledge up to date,
failure to take reasonable care, ineffective processes, inability to maintain objectivity and knowingly
submitting incorrect returns or claims;
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mass marketing of tax avoidance schemes producing results that were never intended when the 
legislation was drafted and ultimately leading to significant shortfalls of tax.

While it may be possible to address some of these concerns through discrete targeted measures, this 
would lose the benefits of properly considering the wider issues in a rounded way, fully engaging with all 
affected stakeholders. This fits with the remit of the Powers Review - to consider alignment and 
modernisation where it makes sense to do so, and to improve the integrity of the tax system.

Option 2 - Additional information powers and sanctions 

There is a duty on HMRC to address the risks of the type mentioned above which lie with the tax agent 
rather than (or possibly as well as) the taxpayer. The response to the risk needs to reflect the underlying
cause. Where a risk has not arisen deliberately, HMRC’s main objective would be for the position to be 
put right and to have assurance that the risk will not reoccur. The following paragraphs look at what
might be proportionate responses from HMRC in respect of different circumstances.

Assessing risks

HMRC will generally identify a risk in respect of individual taxpayers, and will address that risk in the
context of those taxpayers (by taking corrective action and perhaps charging penalties).  But a problem 
that recurs (or has the potential to recur) may flag up a risk involving the tax agent.  HMRC will need to 
be able to assess the extent of this risk as well, decide upon the appropriate remedial action and take a 
view on whether or not it was the result of careless or deliberate behaviour on the part of the tax agent. 

This could be achieved by undertaking a compliance check on a representative proportion or all of the 
tax agents’ clients.  This approach presents significant resource implications for the agent and HMRC 
and it could result in unnecessary costs for clients who have submitted correct returns.

Alternatively HMRC could seek to work with the agent to understand the extent of any risk and where 
appropriate agree a remedy. This would build on the evidence discovered as a result of the compliance 
checks into one or more of the agent’s clients. One option would be for HMRC to request that the agent 
commission an independent report assessing the extent and the cause of the risk. 

While this could often be done on a voluntary basis, if that were rejected, HMRC would need to be able 
to act more formally. This might include in appropriate cases obtaining access to the tax agent’s working 
papers. Any such approach would require strong safeguards to assure tax agents that such powers
would not be used inappropriately. Safeguards could include:

appropriate high level authorisation;

the degree of certainty that the risk could apply to more than one or a small number of cases; and

an ability to demonstrate that there was reason to believe the risk had been created carelessly or 
deliberately by the tax agent’s actions.

Where a tax agent has made a mistake 

Where HMRC has identified that tax is at risk due to the agent making mistakes, HMRC would wish to 
understand how this occurred, ensure that the position was put right for relevant past tax periods and 
that the tax agent took steps to guard against mistakes in future.

In addition depending on how the risk occurred, HMRC may want to put the agent on warning that 
reoccurrence may be treated as a failure to take reasonable care. 
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Where a tax agent has failed to take reasonable care

Where HMRC has identified a tax risk due to the agent having failed to take reasonable care, which may 
include a pattern of mistakes, HMRC would wish to consider the position beyond the case or cases that 
gave rise to the risk and would expect the agent to conform with specified standards across their entire
client bases. In significant cases this could be supported by independent confirmation that the necessary 
changes had been made. 

Where a tax agent has been deliberately non-compliant

Where there is sufficient evidence that the risk arose as a result of deliberate actions by the tax agent
HMRC would have to consider its relationship with the practitioner.  Options for HMRC could include:

a requirement to put matters right for the past and the future plus

- financial penalties, and/or

- a report to a representative body, and/or

- an appropriate period of monitoring.

a refusal to deal with the tax agent in future. 

Finally, there is a small minority of people who are determined not to pay tax or who set out to defraud
the tax and credit system. At the extreme end organised criminal gangs make sophisticated attacks on 
the system itself by making false claims to repayments or tax credits on a massive scale. It is essential
that this criminal element (in whatever role they play) is effectively investigated and prosecuted. Criminal
investigation is an important part of HMRC’s overall enforcement strategy, and as such there will 
continue to be a need for an effective criminal sanction to enable prosecution in the most serious cases. 

Option 3 – Create a registration system that enables HMRC to monitor performance standards.

In some countries tax advisers are self-regulated, generally within a framework provided by professional
bodies. In others the revenue bodies may have a regulatory role of some sort.

The UK is an example of the first of these. The ethical standards set by professional bodies are 
supplemented and exceeded by the major international accounting and legal firms’ own standards’.

It is important to be clear what level of engagement might be envisaged.  Registration in its most basic 
form may be a solely administrative function that recognises that a specific agent acts for the affairs of 
an individual or business.  Registration at this level provides access to basic services on behalf of the 
client and allows the Government body to address issues and communicate with nominated 
representatives.  At the next level a registration scheme would allow the Government body to monitor
performance of the agent and where appropriate offer support or seek sanction if the level of 
performance fell below agreed levels.

Full registration or ‘accreditation’ would require the Government body to set some form of standard 
setting and monitoring and an assurance process to ensure that the standards adopted by any agent
met an agreed level of competence in the carrying out of their business. From a business perspective
there may be distinct advantages in being ‘accredited’ but this would need to be considered against the 
costs of regulation, assessment and the impact of withdrawal. 

Professional bodies already play an important role in regulating their members. For example one of the 
main accountancy bodies has five fundamental principles: integrity; objectivity; professional competence
and due care; confidentiality; and professional behaviour.  However, while professional bodies can
provide such controls over their members, professional frameworks do not apply to unaffiliated agents.
At least 12,000 tax agents in business in the UK are unaffiliated to any major Institute but that does not 
suggest their observance of standards and internal controls is any less rigorous. 
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Downsides to a registration system could include:

Additional costs being incurred by agents who perform to an acceptable standard or who may
become subject to additional checks from HMRC, where that risk was not substantiated. There is a
potential of damage to professional reputation, should actions of HMRC not be well-founded.

Taxpayers may feel their safeguards in respect of compliance checks have been diminished if HMRC
are able to deal directly with the agent in more circumstances.

People may seek to work informally outside the scheme and not deal directly with HMRC

Significant costs in terms of the tax authority’s time and resources and much lower costs to tax 
agents if the authority charged a registration fee.

Specific Impact Tests: Checklist 

The consultation will explore different ideas and options. HMRC is not limited to the options listed on 
page 1 of this Impact Assessment 

The process of Equality Impact Assessment screening has been started and this will continue during the 
course of consultation and policy development.

Competition Assessment 

It will be necessary to ensure that the form of registration (if adopted) does not restrict a taxpayer’s
freedom to choose their own representation, nor discriminate for or against qualified or unqualified tax 
agents, or for or against foreign providers so as to amount to a restriction of trade.  Under European 
Law1  cross-border services (including accountancy) are regulated in the home state.  European Law 
requires any form of full registration to be necessary and demonstrably related to the regulation of the
practice of the accountancy profession, and the rules must not go beyond what is necessary to achieve
those objectives.

These proposals are aimed primarily at agents whose work falls below a professional standard. 

Small Firms Impact Test 

To exempt small businesses would be to exempt the vast majority of agents from any proposed changes.
If a more lenient approach was offered to businesses of less than 20 employees there would be a risk 
that larger businesses would disaggregate.

HMRC has carefully considered whether these proposals will have any impact on the following other
specific impacts:

Legal Aid 
Sustainable Development
Carbon Assessment 
Other Environment 
Health
Human Rights, and 
Rural issues 

and conclude that they do not impact.

1 Restrictions on the cross-border provision of services are prohibited by article 49 of the Treaty of Nice, albeit 
subject to exceptions.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken Results in 
Evidence Base? 

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HM Revenue and Customs 

Title:
 Changes to air passenger duty 

Stage: Implementation Version: 1 Date:   March 2009 

Related Publications: Aviation duty: response to consultation 
Available to view or download at: http://www.hm-treasury.gov.uk/prebud_pbr08_aviationduty.htm
Available to view or download at: 
http://www.hmrc.gov.uk/better-regulation/ia.htm 

Contact for enquiries: Wing Edmundson and Nick Warrington Telephone: 020 7147 0410/3091

What is the problem under consideration? Why is government intervention necessary? 
The Government announced at the 2007 Pre-Budget Report (PBR) that it would consult in early 2008 
on proposals for replacing air passenger duty (APD) with a tax payable per plane (‘aviation duty’).  The 
Government announced at the 2008 PBR that it would reform APD from a two-distance band regime 
to a four-distance band regime, rather than proceed with a per plane tax.  In reaching its decision, it 
took a number of factors into account, including the need to provide stability in the current economic 
conditions, agreement for the inclusion of aviation in the EU emissions trading scheme (EU ETS) and 
the responses to consultation. 

What are the policy objectives and the intended effects? 
Reforming APD into four destination bands provides better signals than current APD, to both 
passengers and the industry, about the environmental impact of their activities, while keeping the 
impact of changes and procedures on business to a minimum.   

 What policy options have been considered? Please justify any preferred option. 
Option 1 – reform APD.  This avoids the disruption and costs associated with the implementation of a 
new tax, while increasing the number of bands and associated duty rates provides better signals about 
the environmental impacts of flying.  This is the lead option. 
Option 2 – retain existing APD structure.  Both the Government and stakeholders agreed that the 
signals provided by the two-band APD could be improved.  For instance, under the existing regime, 
those flying to countries just outside Europe face the same tax charge as those flying to the Far East, 
despite the significantly different environmental impacts of these flights. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects?
Post Implementation Review will take place around three years after the introduction of the changes 
on 1 November 2009.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a)it represents a 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister:  

.......................................................Date:     7/3/09 
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Summary: Analysis & Evidence 
Policy Option:  1 Description:  Reform APD to a four distance band structure

ANNUAL COSTS 

One-off (Transition) Yrs

£ 85,000 - £160,000 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ One-off transition costs for airlines in 2009 
include familiarisation with the changes and updating systems to 
accommodate the new distance bands and duty rates.  Continuing 
costs are expected to be minimal as administrative procedures will 
be very similar to the existing APD regime. 

£ 45,000 - £85,000 Total Cost (PV) £ OngoingC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ Airlines will have to decide how to 
respond to the changes and whether or not to consult business advisers.  We have only looked at 
the actions all businesses have to take to comply with the changes.  No other compulsory key 
non-monetised costs are expected.

ANNUAL BENEFITS 

One-off Yrs

£ N/A

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Main benefit will be reduced carbon dioxide 
emissions from fewer flights.  This is valued at £10m in 2010-11 
and £20m in 2011-12 using the ‘shadow price of carbon’ 
recommended by the Department of Energy and Climate Change 
for use in policy appraisal (c£28 per tonne of CO2 in 2010-11).

£ 10m and £20m Total Benefit (PV) £ OngoingB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  Fewer flights will also lead to 
reductions in other pollutants, such as nitrogen oxides (NOx) and particulates, alongside less 
congestion and noise around airports.  Reforming APD to better reflect distance travelled (and 
thus environmental damage) makes the tax system fairer and more efficient.

Key Assumptions/Sensitivities/Risks All costs and benefits are compared with making no changes to 
APD (other than increasing rates each year for inflation).  Carbon savings are estimated using data on 
passengers and flights from APD returns, the International Passenger Survey, the Civil Aviation 
Authority and the Department for Transport. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Ongoing

NET BENEFIT (NPV Best estimate)
£ Ongoing

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 1 November 2009 
Which organisation(s) will enforce the policy? HMRC       
What is the total annual cost of enforcement for these organisations? 0.06p per £ collected 
Does enforcement comply with Hampton principles? N/A
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ Nil 
What is the value of changes in greenhouse gas emissions? £ 10m and £20m 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
~£125-250

Small
~£125-250

Medium
~£200-400

Large
~£200-400

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £40k-75k Decrease of £ 0 Net Impact £ 40k-75k
Key: Annual costs and benefits: Constant Prices (Net) Present Value 
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Evidence Base (for summary sheets) 

Background and summary of changes 
The Government recognises the contribution that the aviation industry makes to the UK 
economy: providing around 200,000 jobs directly in the industry; employing up to 500,000 
people in the supply chain; and contributing at least £11.4 billion to GDP1.  The Government 
believes that aviation taxation should ensure the sector pays its fair share towards public 
services and provide better environmental signals. 
The Air Transport White Paper (2003) set out the Government’s support for the sustainable 
growth of aviation.  In 2006 the sector accounted for around six per cent of the UK’s carbon 
dioxide emissions; however, this share is forecast to grow to around 10 per cent by 2020, and 
by 2050, it is estimated that the sector will account for 35 per cent2 of the UK’s carbon dioxide 
emissions. 
Aviation is by its nature international, so the Government believes that action at an international 
level is needed to ensure the sustainable development of this sector.  For this reason, in Budget 
2005, the Government highlighted its commitment to aviation joining the EU emissions trading 
scheme (EU ETS).  The Government made this a priority for the UK’s presidency of the EU in 
2005.  The Government has succeeded in its aim of obtaining unanimous agreement to include 
aviation in the EU ETS from 2012 at a cap of 97 per cent of 2004-06 emissions.  Phase III 
details are being negotiated as part of the EU Climate and Energy package. 
At the 2007 Pre-Budget Report (PBR), the Government announced it would consult on 
proposals to replace air passenger duty (APD) with a per plane tax.  Since the 2007 PBR: 

agreement has been successfully reached to include aviation within the EU ETS, as set 
out above; and 

the Government has completed a formal consultation exercise. 
The Government has listened to the points made during the consultation process, and in 
particular recognises the need to ensure greater stability in tax policy at a time of economic 
uncertainty, while maintaining its environmental objectives.  The Government has therefore 
decided to reform the APD regime rather than proceed with a per plane tax.  Reforming APD 
avoids the disruption and costs associated with the transition to a new tax, while continuing to 
send environmental signals to passengers and the industry alike, and ensuring that the sector 
contributes fairly to public services. 
From 1 November 2009, APD will be structured around four distance bands, set at intervals of 
2,000 miles from London.  This reform will ensure that those flying further will pay a higher rate, 
improving the signals provided by the duty.  Details of the reformed APD rates are set out in 
Table 1. 

1 Oxford Economic Forecasting, The Economic Contribution of the Aviation Industry in the UK, December 2006 
2 Department for Transport forecast 
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Table 1:  Air passenger duty rates 
Band and approximate 
distance in miles from the 
UK travel 

In the lowest class of travel 
(reduced rate) from: 

In other than the lowest class of 
travel (standard rate) from: 

1 November 
2009

1 November 2010 1 November 
2009

1 November 
2010

Band A (0-2,000) £11 £12 £22 £24

Band B (2,001-4,000) £45 £60 £90 £120

Band C (4,001- 6,000) £50 £75 £100 £150

Band D (over 6,000) £55 £85 £110 £170

If only one class of travel is available and that class provides for seating in excess of 40 inches then the 
standard (rather than the reduced) rate of APD applies. 

The current rates of APD are £10 (reduced rate) and £20 (standard rate) for travel to European 
Economic Area destinations3 and £40 (reduced rate) and £80 (standard rate) for travel to all other 
destinations. 

Reforming APD takes account of the need, in the present economic circumstances, to mitigate 
the potential impact on the air-freight sector, the impact on employment in this sector, and the 
wider business community which relies on air-freight services; it will also avoid the potential 
impacts on domestic routes and regional employment that a per plane tax could have had. 
Recognising the short-term economic pressures and consequential reduction in demand for air 
travel, revenues from the aviation industry have also been revised in the short term from Budget 
2008 forecasts.  The Government estimates the carbon dioxide impacts of the reform of APD to 
be 0.6 million tonnes of carbon dioxide (MtCO2) in 2011-12.  Coupled with savings from the 
doubling of APD rates in 2007, this will achieve a combined reduction of 1.2 MtCO2 in 2011-12. 

The following sections look at the impacts of the APD reform in more detail.

Number of businesses affected 

There are around 280 airlines operating flights to and from the UK which are registered for APD 
and will be affected by the changes to a greater or lesser extent.  No new businesses will be 
brought within the scope of tax.

Compliance cost analysis 

Compliance costs are made up of a number of components, including one-off costs arising from 
the transition to the new APD regime (e.g. time spent becoming familiar with the changes) and 
continuing costs of complying with the APD system, known as the administration burden.  This 
covers things such as providing information to HMRC to calculate or verify the amount of tax 
due and record keeping requirements.  The various costs are examined in more detail below.

One-off costs 

The one-off costs of the APD reform will include familiarisation with the new policy, software 
changes to update existing systems and, possibly, some re-pricing costs.

3 EEA destinations comprise all EU member states, Norway and Iceland and countries applying to join the EU.  The 
reduced rates of APD also apply to those in the European Common Aviation Area – Albania, Bosnia and 
Herzegovina, Croatia, the Former Yugoslav Republic of Macedonia, the Republic of Kosovo, Montenegro, Serbia 
and Switzerland. 
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Familiarisation 

Familiarisation refers to the time airlines will need to spend reading about and comprehending 
the nature of the changes.  This will mainly involve understanding the new distance bands and 
identifying those flights falling within each band. 

We have assumed a range of between 1-3 hours for small airlines (who are more likely to serve 
a limited number of destinations) and between 3-9 hours for large airlines who typically operate 
wide networks.  Using hourly wage rates informed by HMRC’s Standard Cost Model (SCM)4,
the estimated cost for a typical small airline is around £25-£75 and for a large airline might be 
around £65-£200. 

In total, familiarisation is estimated to cost around £14,500-£44,600 for all APD registered 
airlines.

System changes/updates 

Some work may be needed to ensure airlines’ booking and payment systems can cope with the 
new distance bands and duty rates.  As with familiarisation, much of the APD structure remains 
unchanged so any system changes or software upgrades are expected to be relatively 
straightforward, more in line with annual updates rather than wholesale system changes.

Using the SCM, these costs are estimated at around £100-£150 for a small airline and around 
£300-£500 for a large airline.  These average costs translate to total costs of about £72,000-
£118,000 for all APD registered airlines.

Re-pricing

It is recognised that some airlines may need to consider whether to change or reprint published 
material such as internet sites or catalogues as a result of the APD changes.  This would give 
rise to ‘menu costs’, the costs to a company of changing prices.  Airlines typically change prices 
very frequently, and make extensive use of the internet, and we expect that in most cases the 
changes will be built into existing re-pricing rounds (and so would not represent an additional 
unplanned cost).  The APD reform was announced at the 2008 PBR with an implementation 
date of 1 November 2009, giving airlines just under one year to plan for the changes. 

Total one-off costs 

The total one-off costs of the APD reform are estimated at around £85,000-£160,000.

Continuing costs

The SCM is used to estimate these costs. The model splits the process of returning and
recording information into a number of different information requirements, each with its own cost. 

Under the APD reform, the basic method of completing tax returns will be unchanged.  General 
administrative processes such as reporting an airline’s APD registration number, details of the 
period for which the return covers and the signatory of the account will be exactly the same, as 
will recording the total number of passengers carried in the reporting period, including those 
exempt from paying APD (e.g. cabin crew). 

4 The SCM is used to estimate the costs to business of complying with HMRC tax obligations.  The model looks at 
the activities a business has to undertake to comply with HMRC obligations, how many businesses are involved 
and how often they must do so. 
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Under the new four band distance structure, airlines (or their agents) will be required to collect 
and return information for passengers flying to a final destination in each of the four bands.
Band A (up to 2,000 miles) is very similar to the existing EEA band with the addition of a few 
North African countries and Russia (west of the Ural Mountains).  We assume that the cost to 
airlines of collecting the relevant information and calculating the duty for Band A passengers will 
be broadly unchanged from the current EEA band. 

Passengers currently accounted for within the non-EEA band will have to be split into three new 
bands depending on how far they are flying: Band B (2,001-4,000 miles); C (4,001-6,000 miles); 
or D (over 6,000 miles).  This process is expected to take slightly more time.  Many airlines will 
have automated systems and any manual checks should be reasonably quick and 
straightforward.  We assume that it will take no more than 50% longer to complete this task and 
probably less (we have used a range of 25-50% in this assessment).  Using hourly wage rates 
in the SCM, this gives an additional annual cost of around £45,000-£85,000.

Impact on HMRC 

APD is one of the cheapest taxes to collect, costing HMRC just 0.06 penny per pound of 
revenue collected in 2007-08.  Collection costs will be largely unchanged following the APD 
changes.  HMRC computer systems will need updating to reflect the new distance bands and 
duty rates but the cost of these changes is minimal.  Providing advice and guidance on changes 
to the tax system is a routine part of HMRC’s business and does not represent an additional 
cost to HMRC. 

Revenue impact  

The Exchequer impact of the APD reform is set out in Table B5 of the PBR on page 194, 
comparing revenue with that forecast at Budget 2008.  As explained in the PBR, tax revenue 
has been revised down to take account of economic conditions, by around £60m in 2009-10, 
£160m in 2010-11 and £50m in 2011-12.

Economic impacts 

Passenger demand

Changes to APD rates and the addition of new distance bands will have an effect on prices and 
therefore on the number of passengers who fly.  HMRC has a model that forecasts APD 
revenue and passengers based on historic data on air fares, GDP and passenger numbers.
Econometric techniques are used to estimate the relationship between these variables.

We estimate that the APD changes will reduce the number of passengers flying from the UK by 
around 1% in 2010-11 and by around 1.5% in 2011-12 compared with a baseline of no changes 
to APD (other than increasing rates each year for inflation).  Using data from the Civil Aviation 
Authority on average aircraft capacity and load factors (i.e. proportion of seats filled), this gives 
an estimated reduction in flights of around 4,000 (0.4%) in 2010-11 and 7,000 (0.6%) in 2011-
12, again compared with the baseline.  This has environmental benefits (see carbon and 
environmental assessment below).

Transit and transfer passengers 

APD has an exemption for transit and transfer passengers5, who make up around 13% of all 
passengers at UK airports.  About three-quarters of these passengers are international-to-

5 Transfer passengers change aircraft at connecting stops while transit passengers stay on the same aircraft for the 
onward journey. 
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international transfers6 who are exempt from APD so as not to damage the UK’s position as an 
international hub for air travel.  If they were subject to UK aviation taxation they might switch to 
using a European hub airport instead, reducing UK emissions but leaving total emissions in 
Europe broadly unchanged, and with a loss of traffic from the UK to European hubs.  In practice 
this effect is very difficult to quantify, although it is clearly a risk. Network airlines argue that 
transfer passengers can benefit the wider economy by allowing airlines to operate a wider 
network than they might otherwise, which in turn can make commercially marginal services 
more viable, potentially benefiting regional airports and economies. 

APD is also designed to minimise the incentive for passengers to take a short flight to Europe 
and then connect on to their final destination, instead of flying direct, in order to pay less tax.
The ‘connecting flight’ rule means that passengers departing from the UK pay APD based on 
their final destination, irrespective of whether this is a direct service or via a series of connecting 
flights.  This is important because it allows APD to be reformed to send better environmental 
signals, by adding new distance bands and duty rates, without leading to this unintended 
consequence.  It also makes aviation taxation fairer (those who fly longer distances and pollute 
more pay more) and more efficient (APD sends a better signal about the environmental costs of 
flying, helping to allocate resources across the economy more efficiently). 

Currently some passengers may take commercial decisions which reduce their APD liability by 
buying separate (i.e. non-connecting) air tickets, where this is possible.  This will remain an 
option under the APD changes.  However, in these cases there can be significant time penalties 
involved, since passengers not on connecting tickets must retrieve their luggage and re-check 
in at the European hub.  There could also be higher airport charges and other costs.  The added 
time and inconvenience will significantly limit the extent to which people choose to buy separate 
air tickets to avoid paying a modest increase in APD on longer distance flights. 

Air freight 

Freight only flights are outside the scope of APD since they carry no passengers so changes to 
APD do not directly affect the dedicated air freight industry.  Air freight is also carried in the 
cargo hold of passenger aircraft (‘bellyhold’).  These flights are liable to APD according to the 
number of passengers carried and their final destinations and this will continue to be the case 
following the APD reform.

Business and general aviation 

Business and general aviation is an industry term used to refer collectively to the smaller end of 
aviation.  The sector is highly diverse and varies from small air taxi firms and small businesses 
that operate or manage corporate jets to the private individual who builds and flies his own 
aircraft as a hobby. 

Most of the business and general aviation sector falls outside the scope of APD because the 
aircraft used in this sector are either less than 10 tonnes or equipped to carry less than 20 
passengers (the de minimis threshold for paying APD).  The APD changes will therefore have 
minimal impacts on the sector. 

Specific Impact Tests 

Full details of the specific impact tests can be found at: 
http://www.berr.gov.uk/whatwedo/bre/policy/scrutinising-new-regulations/preparing-impact-
assessments/toolkit/page44263.html.  These have been applied to the APD changes in this 
Impact Assessment. 

6 E.g. someone flying from New York to Dubai via London Heathrow 
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Carbon and Other Environment Assessment 

The APD reform is estimated to save approximately 0.4 million tonnes of carbon dioxide 
(MtCO2) in 2010-11 and 0.6MtCO2 in 2011-12 when compared with making no changes.
Allowing for the global warming effect of non-CO2 emissions released at altitude7, these 
savings are equivalent to around 0.7MtCO2 in 2010-11 and 1.2MtCO2 in 2011-12 emitted at 
ground level.  

The emissions savings can be valued (in terms of the avoided damage costs of climate change 
from fewer tonnes of carbon dioxide emitted) using the ‘shadow price of carbon’ recommended 
by the Department of Energy and Climate Change for use in policy appraisal8.  This gives 
values of approximately £10m in 2010-11 and £20m in 2011-12.  If radiative forcing is included, 
the values increase to around £20m in 2010-11 and £36m in 2011-12. 

There will be other environmental benefits from the APD reform, including reduced emissions of 
nitrogen oxides (NOx) and particulates and less noise and congestion around airports due to 
fewer flights.  These have not been quantified in this assessment. 

Competition Assessment 

All airlines operating taxable flights to a given destination band or country will be affected 
equally by the APD changes, so competition between these businesses will be unaffected. 

By altering the relative prices of long and short-haul flights, and introducing new distance bands, 
there might be competition effects between airlines operating different route networks, to the 
extent that passengers alter their travel patterns in response to tax changes (e.g. choosing to 
holiday in Europe rather than the US).  As explained in the PBR, the aim of the reform is to send 
better signals about the environmental impacts of flying, which makes APD fairer and more 
efficient from an environmental perspective. 

The Government recognises the pressures on the aviation industry at this time, from a 
combination of high oil prices last year and the global economic slowdown reducing the demand 
for air travel.  There have been a number of failures in the sector, including amongst UK airlines.  
By revising down APD revenues in the short term, the Government is helping support 
competition at a challenging time for airlines.

More generally, the reform should not limit the ability of suppliers to compete or reduce their 
incentives to do so.  For example, new routes often operate with low load factors initially as the 
service becomes established.  By charging per passenger, APD does not discourage the setting 
up of new routes.

Small Firms Impact Test 

The APD reform extends the number of destination bands, and consequently the number of 
rates applicable; however, it does not extend the tax base.  The changes therefore affect the 
existing 280 or so registered airlines, of which approximately 100 are classified as small 
businesses.  No new businesses are brought within the scope of tax. 

APD makes allowances for small businesses, with a de minimis exemption for flights made in 
aircraft of less than 10 tonnes and/or equipped to carry fewer than 20 passengers.  This 
allowance excludes the majority of the small businesses in the aviation sector.  As explained 
above, the vast majority of the business and general aviation sector, which is made up of many 
small businesses, does not pay APD as they are excluded from the tax and, therefore, are 

7 Known as radiative forcing.  The Government’s current central estimate is a radiative forcing multiplier of 1.9. 
8 See http://www.defra.gov.uk/environment/climatechange/research/carboncost/pdf/HowtouseSPC.pdf
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unaffected by the proposed banding changes.  We do not expect the small businesses that do 
pay APD to be disadvantaged by the changes relative to larger airlines.  In general, they are 
unlikely to operate flights to the long haul destinations affected by the changes, and 
consequently are less likely to incur the relatively more expensive compliance costs involving 
advisers and system changes/upgrades.  This should mean that a small airline will take less 
time to implement the changes.  

Rural Proofing 

Some services to UK regional airports operate with low load factors.  As a per passenger tax, 
APD should not adversely affect the ability of those living in rural areas to fly compared with 
those living elsewhere (since less full aircraft pay less tax).  

Other impacts 

The changes to APD are not expected to have any significant impacts on legal aid, sustainable 
development, health, race, disability, gender or human rights.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options
Department /Agency:

HMRC
Title:
Impact Assessment of Compliance Checks. Application
of Finance Act 2008 legislation to other taxes 
administered by HMRC.

Stage: Final/Implementation Version: 2.0 Date: 14 April 2009

Related Publications: Compliance Checks: The Next Stage – Consultation Document
Compliance Checks: The Next Stage – Draft Legislation and Commentary

Available to view or download at:
www.hmrc.gov.uk/better-regulation/ia.htm
Contact for enquiries: Vivienne Webb Telephone: 020 7147 3223

What is the problem under consideration? Why is government intervention necessary?
Non-compliance is a serious problem which gives an unfair advantage to those who fail to meet their 
tax obligations. HMRC inherited tax-specific powers which prevent a ‘whole taxpayer (or claimant) 
view’ being taken when checking a tax position. An aligned, flexible compliance checking framework 
with safeguards will minimise the impact of checks and enhance HMRC's effectiveness and improve 
certainty.

What are the policy objectives and the intended effects?
In the 2008 Finance Act (FA 2008) HMRC aligned record-keeping requirements, information and 
inspection powers and assessment time limits across Income Tax, Capital Gains Tax, Corporation
Tax, VAT and PAYE to support those who try to comply and to effectively tackle those who seek an 
advantage through deliberate non-compliance. Further alignment will give HMRC the ability to check 
risks across taxes and duties, taking a ‘whole taxpayer view’. This in turn should reduce and simplify 
administration for taxpayers who deal with multiple taxes. It will also improve HMRC’s effectiveness.
Extending the 2008 framework will introduce new taxpayer safeguards for other taxes.

What policy options have been considered? Please justify any preferred option.
1.Do nothing or 2. Align record-keeping requirements and time limits to change the tax due or claim 
across certain other taxes.
Option 2 is preferred. It will allow HMRC to fully realise the benefits of alignment for the taxes; making 
it simpler for taxpayers to adminster and achieving integration by a single HMRC intervention or action 
covering several taxes. It will improve taxpayer safeguards and experience. Throughout the 
consultation businesses are expressing favour to the proposed changes.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? Post implementation review will take place around three years after the full 
implementation of any option.

Ministerial Sign-off For implementation stage  Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs.

Signed by the responsible Minister:

Date: 14 April 2009
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Summary: Analysis & Evidence
Policy Option: 2 Description: Application of the Finance Act 2008 legislation to other 

taxes

ANNUAL COSTS

One-off (Transition) Yrs

£ 75,000 1

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ HMRC anticipates there will be no additional cost 
to compliant taxpayers as more checks are not envisaged. There
will be costs for HMRC to train staff and write guidance estimated 
to be £75,000. There will be one-off training costs for some
agents. HMRC will share the training.

£ Negligible Total Cost (PV) £ 75,000C
O

ST
S

Other key non-monetised costs by ‘main affected groups’ As with any change in policy there will
be an initial familiarisation process with the new compliance checking framework. This will be
minimised  by giving guidance to taxpayers and agents on how the framework works and
safeguards available.

ANNUAL BENEFITS

One-off Yrs

£ Negligible
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ Benefits from quicker checks cannot readily be 
quantified as it is difficult to compare existing checks to those 
which may be possible under the proposed framework. There may 
be a small reduction in taxpayer costs from cross tax checks. 
Timescales will vary between businesses.

£ Not quantified Total Benefit (PV) £ Not quantifiedB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ This option will benefit compliant 
taxpayers and those who have made mistakes in their tax declarations. Taxpayers will have 
greater safeguards against the inappropriate use of information and inspection powers.

Key Assumptions/Sensitivities/Risks  While this option should help to reduce taxpayers’ compliance 
costs and make HMRC more efficient in carrying out its responsibilities, HMRC does not have the 
evidence base to provide accurate figures for the overall impact. HMRC expects to quantify these 
benefits as part of the post implementation review.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£ Not quantified

NET BENEFIT (NPV Best estimate)
£ Not quantified

What is the geographic coverage of the policy/option? UK-wide
On what date will the policy be implemented? Not before April 2010
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ n/a
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ n/a
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Nil Decrease of £ Negligible Net Impact £ Negligible
Key: Annual costs and benefits : (Net) Present 
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Introduction

The Finance Act 2008 introduced provisions for a new HMRC civil compliance checking framework for 
the main taxes: IT (including PAYE and the Construction Industry Scheme), CGT, CT and VAT. This 
framework included a number of elements:

• there are aligned, high level record-keeping requirements with scope for detailed record-keeping
rules in regulations;

• there is a right for HMRC to inspect records which are required to be kept under the record-
keeping requirements and to inspect business premises and business assets ;

• there are information powers to ask taxpayers1 and third parties for information by way of a 
written notice with a right of appeal; and

• there are aligned time limits for making assessments and claims. Broadly these are 4 years for 
mistakes and 20 years for deliberate understatements. 

HMRC is now looking to extend all elements of the package to other taxes and duties administered by 
HMRC, specifically:

• environmental taxes (aggregates levy, climate change levy and landfill tax);
• insurance premium tax (IPT);
• stamp duty land tax (SDLT) and stamp duty reserve tax (SDRT);
• inheritance tax; and
• petroleum revenue tax (PRT).

Excise duties will be considered as part of the Review’s next stage of work. The Review’s Work 
Programme gives more details on this. 

More detail about the elements of the FA 2008 framework is set out under Policy Option 2 below:

Policy Option 1: Do Nothing

Existing powers were developed separately for each tax to suit particular taxes or specific situations. 
Over time this has led to the creation of a range of different powers, many intended to perform similar 
functions. This is confusing for taxpayers who deal with a number of HMRC taxes and duties. It is also 
the case that many of these taxes were designed a long time ago and have lower levels of taxpayer 
safeguards.

Current Record-keeping rules

The record-keeping requirements for environmental taxes, insurance premium tax and stamp duty land
tax are similar but not identical. For other taxes there are no record-keeping requirements at all. This 
lack of consistency across the regimes has the potential to be confusing for taxpayers.

Current Information and Inspection Powers

Environmental taxes currently have:
• powers to require information from those involved in a taxable activity;
• powers to require documents to be produced;
• powers to inspect businesses; and
• no right of appeal against the use of information powers.

1 Taxpayer for the purposes of this document includes claimants.

Evidence Base (for summary sheets)
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Insurance Premium Tax:
• a power to require information from someone involved in a contract of insurance;
• a power to require documents to be produced;
• a power to inspect businesses; and
• no right of appeal against the use of information powers.

Inheritance Tax:
• a power to require information from a person, requiring the approval of a Special Commissioner;
• a power to require information from someone liable to deliver an account for inheritance tax 

purposes. There is a right of appeal against this; and 
• a power to value property.

SDLT
• a power to require from someone documents and information relevant to their SDLT liability 

during an enquiry. There is a right of appeal against this power;
• a power to require from someone documents and information relevant to their SDLT liability at 

any time. This must be approved by an Appeal Commissioner;
• a power to require from a third party documents relevant to someone’s SDLT liability at any time. 

This must be approved by an Appeal Commissioner;
• a power to require from a third party documents relevant to an unnamed party’s SDLT liability at 

any time. This must be approved by an Appeal Commissioner, and there is a right of appeal; and
• a power to inspect any property for the purpose of ascertaining its value, or any other matter 

relevant to SDLT. There is no right of appeal against this power.

SDRT:
• a power to require any person to provide such information as HMRC may reasonably require for 

SDRT;
• a power to require every accountable person or operator to make records containing information 

relating to any relevant transaction available for inspection by HMRC; and
• no right of appeal against the use of information powers.

Petroleum revenue tax:
• a power to require information from a person relevant to their PRT liability;
• a power to require documents from a third party relevant to someone’s PRT liability;
• a power to require documents from a third party relevant to an unnamed person’s PRT liability, 

which must be approved by a Special Commissioner, and there is a right of appeal.

Current assessing and claim time limits

There are a variety of time limits across the remaining taxes and duties. Some of these vary according to 
taxpayer behaviours, but the descriptions of behaviours do not align with the more recent descriptions for 
penalties and assessing time limits.

Environmental taxes and insurance premium tax have a 3-year assessing and claim time limit, with a 20-
year assessing time limit for fraud. 

Petroleum revenue tax, stamp duty land tax and stamp duty reserve tax have a 6-year assessing and 
claim time limit. PRT and SDLT have a 21-year assessing time limit for negligence and fraud. SDRT has 
an extended time limit of 6 years from the date that fraud or negligence comes to HMRC’s knowledge.
Inheritance tax has a 6-year time limit for adjustments.
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Policy Option 2: Aligned compliance checking powers

The taxes and duties covered by this proposal all work in very different ways. Nonetheless, the way in 
which HMRC check that the right tax has been paid is similar to the way in which the main taxes are 
checked. Having a single aligned checking framework will allow a single compliance check to cover more 
than one tax. Applying the FA 2008 legislation will mean only one set of rules and more safeguards for 
taxpayers applying across all taxes. It will further improve the effectiveness of the compliance checking 
process and reduce costs for taxpayers and HMRC, realising the full benefits of the merger.

It is proposed that the aligned compliance checking framework provided by FA 2008 legislation should 
be further extended to a wider set of taxes and duties as set out above. The section below sets out this 
framework.

FA 2008 Record-keeping rules

The general record-keeping requirement is for taxpayers to keep the records they need in order to 
complete an accurate return. This overarching requirement allows taxpayers to decide what to keep 
given their individual circumstances.

The high level record-keeping requirement already exists for a number of the other taxes. This alignment
of the rules about keeping records is unlikely to have a quantifiable impact on taxpayers except for the 
simplification by expressing them in the same way. For IHT, PRT and SDRT no requirement currently 
exists and as a result of consultation HMRC does not propose to introduce a statutory requirement for 
record-keeping for these taxes.

For IPT, SDLT and the environmental taxes, taxpayers will be able to write to HMRC to request a 
shortening of how long they are required to keep records. This will be appropriate where a taxpayer has 
particularly bulky records which impose an unnecessary administrative burden.

The new framework will remove the requirement for taxpayers to ask for HMRC’s approval in order to 
keep the information contained in records rather than the original records themselves. This should
reduce the administrative burden on taxpayers who can store records in the form most suitable to their 
business.

FA 2008 Information and inspection powers

This section summarises the new inspection powers. For more detail on this (in particular on safeguards)
see Chapter 4 of the November 2008 consultation document ‘Compliance Checks: The Next Stage’ or
Schedule 36 to FA 2008.

Taxpayer information notices

HMRC can issue a notice to a taxpayer, asking them to produce a document or provide information.

A notice must:
• be in writing;
• be a reasonable requirement to check the tax position;
• set out a reasonable amount of time to comply with the notice; and
• set out a reasonable time and place for the information to be provided.

If the notice asks for something going beyond the records a taxpayer is required to keep by law 
(‘statutory records’), then one of two further safeguards must apply:

• taxpayers will have a right of appeal against a notice to the independent Tribunal, for example if 
they think a requirement is unreasonable; or

• alternatively, HMRC may ask the independent Tribunal to approve the notice.

Third party information notices

65



HMRC can issue a notice to a third party asking for documents or information. 

A notice must:
• be in writing;
• be a reasonable requirement for the purpose of checking the tax position of a taxpayer whose 

identity is known;
• name the taxpayer;
• set out a reasonable amount of time to comply with the notice; and
• set out a reasonable time and place for the information to be provided.

There are additional safeguards for a third party notice, in order to protect the taxpayer’s right to privacy 
and avoid unreasonable requests from the third party.

Unnamed taxpayer information notices

The notices described above can only be used where HMRC knows the identity of the taxpayer whose 
tax position is being checked. HMRC has retained previous provisions2 for asking questions about an 
unnamed taxpayer. Such notices can only be given with the approval of the independent tribunal and 
only where non-compliance is likely to lead to serious prejudice to the assessment or collection of UK tax.

Inspection of premises

HMRC can enter a taxpayer’s business premises and carry out an inspection, if it is reasonably required 
to check the taxpayer’s tax position. HMRC may also enter and inspect premises used for the supply or 
acquisition of goods if those goods are on the premises, or if the premises are used as a fiscal 
warehouse.

FA 2008 Assessment and claim time limits

The variety of different lengths of time limits for tax claims and assessments have been brought together 
across the main taxes. One set of rules for making claims and being liable to further assessment is 
simpler for taxpayers to understand and remember.

The normal time limit for claims and assessments is 4 years from the end of the tax period. For direct 
taxes, if the taxpayer has failed to take reasonable care, the time limit is 6 years from the end of the tax 
period. For all taxes, if the taxpayer has deliberately underpaid tax, or has failed to notify HMRC that 
they are liable to tax or has failed to provide information about a disclosable avoidance scheme, the time 
limit is 20 years. Some special rules remain for certain specific claim provisions.

New proposals: Impact

The O’Donnell Report suggested that alignment across taxes was necessary to deliver the new 
Department’s potential. In particular an integrated approach to taxpayers’ affairs will:

• permit more flexible deployment of resources between direct and indirect taxes; and
• enable more effective customer-focused activity by supporting checks which are flexible, 

proportionate to risk and tailored to the taxpayer group. 

A new aligned framework will mean that one check can cover all relevant taxes, rather than each having 
to be looked at separately. Applying the framework to further taxes will take this further. One check could 
cover VAT and IPT, or one check of a property transaction could look at both the VAT and the SDLT
implications. There is therefore potential for reduced costs to the taxpayer from fewer checks.

As the aligned framework covers more taxes, all powers and safeguards will be in one place, making it 
easier for taxpayers to know their rights and responsibilities. Knowledge from one tax will be transferable 
to another. There will therefore be benefits to taxpayers from there being fewer sets of rules to know.

Alignment means certain specific changes for specific taxes. For insurance premium tax and the 
environmental taxes it means new appeal rights. Where HMRC asks for information beyond statutory 

2 This provision was previously at sections 20(3) and 20(8A) of the Taxes Management Act 1970.
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records, there will be a right of appeal. This will protect taxpayers from unnecessarily large administrative 
burdens from information requests. The framework also has greater safeguards to ensure third parties 
only face costs in providing information where this is appropriate.

There will be new safeguards for inspections for insurance premium tax and the environmental taxes. A 
visit will have to take place after 7 days’ notice; visits without prior notice will only be made exceptionally
or with the taxpayer’s consent. This protection also has the potential to reduce burdens on taxpayers. 

New Valuation Power

The legislation includes new features including an aligned valuation power. The effect of this is to 
introduce and increase safeguards where HMRC needs to visit to carry out a valuation for inheritance tax,
SDLT or SDRT. The new power means that the taxpayer’s consent or independent external pre-
authorisation will be needed before visiting non-business premises. This will protect taxpayers’ rights to 
privacy and safeguard against unnecessary visits.

Involved Third Party Power

Provision for aligned third parties aligns and simplifies existing powers to visit and check the records and 
processes of specific entities upon whom taxpayers rely to make a correct return. For example, HMRC 
will be able to check insurance brokers whose reports of policies sold are essential to the insurance 
company reporting the correct IPT. It will not apply generally to third parties who help taxpayers with their 
returns such as tax agents.

Revenue

There will be an impact on revenue from changes to time limits. The increase in time limits for insurance 
premium tax and environmental taxes will mean increased revenues from assessments, and more paid
out to taxpayers in claims. The changes (generally decreases) in time limits for inheritance tax, 
petroleum revenue tax and stamp taxes will mean decreased revenues from assessments arising from 
compliance interventions, and less paid out to taxpayers in claims.

As an indication of the amounts involved, in 2007-08 for environmental taxes there were:
• £3 million in net additional revenue from assessments; and
• £2 million net repayments from voluntary disclosures.

Assessments and voluntary disclosures could cover periods of up to 3 years. The majority of the 
adjustments that were made in 2007-08 referred to the previous two years, meaning that the implications 
of extending the time limit from 3 to 4 years will be likely to be negligible.

However, the value of assessments and voluntary disclosures are hard to predict as they can vary 
significantly due to large one-off cases. This is particularly a feature of environmental taxes where a 
small number of the large businesses account for the significant majority of the revenue.

Overall the revenue implications are therefore negligible, but there are risks due to the unpredictable 
nature of claims.

Costs

There will be costs to training operational and policy staff involved in environmental taxes, insurance 
premium tax, stamp duty land tax, stamp duty reserve tax, inheritance tax and petroleum revenue tax.
The type and intensity of training will vary according to their roles, but will be based on that given to IT, 
CGT, CT and VAT staff about the new framework. The cost of training existing staff following legislation 
is estimated to be around £75,000 for all staff employed in the other taxes. This will be a one-off cost as
future training programmes will incorporate the changes for new staff.

Drafting new guidance and revisiting existing guidance will be carried out by existing staff dedicated to 
these tasks. Therefore these small costs will be included in normal business activity.
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There will be one-off implementation costs for agents and some taxpayers. Agents will need to learn 
about the new framework. The total cost will depend on the number of agents directly affected by the 
measures.

There is a risk that the additional appeal rights that will be available could result in additional costs to 
taxpayers and HMRC from an increase in appeals. The current position is that 90 per cent of disputes 
are resolved without a tribunal hearing. We expect this will remain unchanged. HMRC therefore
anticipates a negligible increase in costs for HMRC and taxpayers.

Benefits

It has not been possible to precisely quantify the benefits of alignment, although HMRC has gained a 
picture of high level benefits from taxpayer research, responses to its prior consultation and feedback 
from frontline staff.

The responses to the HMRC proposals on extending the compliance checking provisions were, on the 
whole, supportive. There was appreciation of ‘the logic of having a common framework for all taxes’ and 
welcome for the ‘simplification of processes and procedures for taxpayers’.

The impact on HMRC costs and yield from checking will depend on a large number of factors, including 
how many checks are carried out, how well they are targeted, and the extent and nature of non-
compliance in the UK in future years. This will in turn be affected to some degree by reforms to penalties,
which take effect from 2009.

Key benefits for taxpayers will stem from checks being quicker and more risk based. Given the variety of 
taxpayers in the UK, HMRC is not able to reliably quantify the financial impact of a shorter compliance 
check. Different taxpayers need to do different things to respond to different types of check. For some 
the cost will be the taxpayer’s own time, for some it will be that of employees, for others a professional 
agent.

Further benefits will arise from the increased safeguards for taxpayers in the FA 2008 framework 
compared with current powers for these taxes. Again, this is difficult to quantify due to the variety of 
different kinds of checks carried out on different types of taxpayer.

Specific Impact Tests

Full details of the specific impact tests are listed at:
http://bre.berr.gov.uk/regulation/ria/toolkit/specific_impact_tests.asp. These have been applied to the 
new compliance checking powers and timing provisions.

Competition assessment

The proposed new compliance checks framework will provide businesses with more certainty about how 
HMRC views the way in which they manage and conduct their tax affairs. Those businesses that HMRC 
does not view as low risk could expect to spend more time dealing with HMRC and those classified as 
low risk will usually spend less. But this will not impact on any business’s capacity to enter markets or 
compete rigorously within them.

Small firms impact test

Given that this measure is designed to reduce burdens on the average compliant business it is 
appropriate to encompass all small firms. In focus groups representative businesses have said they 
welcome the proposal. HMRC has consulted on information powers and timing as part of Review of 
Powers, Deterrents and Safeguards with a Consultative Committee which consists of representatives of 
the wider taxpaying community including small businesses. This committee has considered the ideas in 
these proposals. Compliant businesses will generally not face increased costs under the ideas in this 
document. HMRC has sought views on the impact on small businesses during its consultation.
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These proposals will not significantly impact on legal aid.

These proposals are in accordance with the principles of sustainable development. In particular more 
effective finance arrangements across taxes promote good governance and a sustainable economy. 

These proposals will have no significant impact on emissions of greenhouse gases, or other 
environmental impact.

These proposals will have no significant impact on health and well-being.

These proposals will have no significant race equality impact.

These proposals will have no significant disability equality impact.

These proposals will have no significant gender equality impact.

These proposals are compatible with the Human Rights Act.

These proposals will not have a significant different effect in rural areas.
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options
Department /Agency:
HM Revenue and Customs

Title:
Corporate Transparency: Personal Tax Accountability of 
Senior Accounting Officers of Large Companies.

Stage: Final Version: 1 Date: 20 April 2009

Related Publications: 

Available to view or download at:
http://www.hmrc.gov.uk

Contact for enquiries: John Connor Telephone: 020 7147 2434

What is the problem under consideration? Why is government intervention necessary?
Large companies are major contributors to exchequer finances.  Inadequate accounting systems 
within such companies (or groups) can lead to significant misreporting of tax liabilities.  Under tax law 
companies, like other taxpayers, are expected to take reasonable care to ensure that they declare the 
correct tax liability.  Failure can lead to the imposition of a penalty. However, HMRC may not discover 
that care has not been take or the accountabilities within the company may be insufficient.
Intervention is necessary in order to reinforce the obligation.

What are the policy objectives and the intended effects?
To provide a clear point of accountability within a company for ensuring that systems and processes 
are sufficient to ensure that an accurate tax return is made or to identify that there are areas that 
require improvement within internal systems. A requirement to certify personally that adequate 
controls to prepare accurate tax computations were in place would make that responsibility clear and 
transparent.  The clarity of the obligation would help Senior Accounting Officers to be sure of their 
responsibilties and would protect tax yield.

 What policy options have been considered? Please justify any preferred option.
Only this option which reinforces an existing obligation.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The policy will be reviewed within 18-24 months.

Ministerial Sign-off For Final Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and reasonable view 
of the expected costs, benefits and impact of the policy, and (b) the benefits justify the costs.
Signed by the responsible Minister:

   Date: 20 April 2009
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Summary: Analysis & Evidence
Policy Option:  1 Description:  Introduce a process of personal tax accountability of 

senior accounting officers of large companies. 

ANNUAL COSTS

One-off (Transition) Yrs

£ Neg

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ The measure will impose no significant burden on 
those companies that have adequate accounting systems. Those 
companies that do not have adequate systems will need to invest 
some time in setting these up. 
There will be no additional costs to HMRC as costs will be 
absorbed in current processes.

£ Neg Total Cost (PV) £ NegligibleC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ 
Clarity of accountability will reinforce the position of the Senior Accounting Officer (SAO) to 
ensure adequate controls are in place.

ANNUAL BENEFITS

One-off Yrs

£  Neg
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ The measure will result in some reduction in 
errors and improvements in system integrity for most companies. 
These benefits will accrue to both businesses and HMRC. 

£  Neg Total Benefit (PV) £ NegligibleB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks 
There may be an increase in tax revenue as a result of more accurate tax computations by those 
companies who do not presently have adequate accounting systems and for whom this measure 
prompts them to improve them to the required standard. We estimate there will be additional yield to 
the exchequer of £140 million over 4 years.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£ Negligible

NET BENEFIT (NPV Best estimate)
£ Negligible

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? Finance Bill 2009
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ Negligible
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A
What is the value of changes in greenhouse gas emissions? £ N/A
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
0

Small
0

Medium
N/A

Large
N/A

Are any of these organisations exempt? Yes Yes No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Decrease of £ Net Impact £ Negligible
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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This measure draws on the US 2002 Sarbanes-Oxley Act which put obligations on senior officers of US 
corporations to certify amongst other things that:

• they have established and are monitoring certain internal controls, and

• they have disclosed any material weaknesses in those controls to the company auditors.

Initial evidence is that this has led to a greater emphasis on internal accounting controls by US 
corporations and non-US multi-nationals.  US corporations also report indirect benefits of enhanced 
shareholder and customer confidence. It would not be unreasonable therefore to expect a comparable 
improvement in voluntary tax compliance in the UK. 

This clause would make SAOs of the largest companies and groups of companies liable to UK taxes 
personally responsible for ensuring and certifying that the accounting systems in operation are adequate 
for the purposes of accurate tax reporting.

In terms of tax gap closure, given the current set of powers and sanctions, our initial view of the 
additional impact of extending sign-off to the SAO is that it would have a relatively modest effect on the 
tax gap. We forecast an improvement in exchequer receipts of £140m over 4 years.

Companies within the proposed scope of this measure
The proposition is that this measure would apply only to ‘large’ companies as defined by the Companies 
Act 2006; [i.e. satisfying at least 2 out of the following 3 criteria]:

-   Turnover, more than £22.8 million

-   Balance sheet total, more than £11.4 million

-   Employees, more than 250.

(The measure could be extended later to other companies if it proves its worth).

The total number of all live incorporated companies is around 2 million.  Of these, just over 3% (circa 
60,000) would fall within the Companies Act definition of ‘large’.  However, because most of these 
companies will be part of a group, and because in a group situation the obligation would fall on the group 
SAO only, the number of SAOs affected will be a fraction of that number. 

The average size of a group is 3 or 4, but larger companies tend to be in larger groups.  There are 
around 1600 groups with 10 or more members and most of these will be ‘large’ companies. We therefore 
estimate this obligation would apply to around 1,600 to 2,000 SAOs. 

Requirement for SAOs

This would involve a rule that SAOs would have to certify that:

• they have established and are monitoring certain corporate tax governance controls, and satisfied 
themselves that these controls are adequate to produce accurate tax computations; and

• they have disclosed any material weaknesses in those controls to HMRC.

It is important to stress that the critical test will not be whether the tax return contains any inaccuracies,
but whether sufficient controls were in place.  The declaration made by the officer would be based on a 
similar duty of care to that applying to the declaration on a tax return. Therefore the additional impact on 
compliance costs and admin burdens is negligible.

The requirement would have to be backed up by a penalty for non-compliance.  If a certifying officer 
failed to ensure that the necessary controls were in place, we propose that a fixed penalty of up to 
£5,000 should be charged on that officer.  This would be in addition to any penalty levied on the 
company for submitting an incorrect return.

Evidence Base (for summary sheets) 
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Specific Impact Tests: Checklist

The process of Equality Impact Assessment screening has been carried out.

Competition Assessment

The measure has been subjected to the competition filter and confirmed that it has no impact on 
competition issues.

Small Firms Impact Test

Small businesses are not subject to the measure.

HMRC has carefully considered whether these proposals will have any impact on the following other 
specific impacts: 

• Legal Aid
• Sustainable Development
• Carbon Assessment
• Other Environment
• Health
• Human Rights, and
• Rural issues

and conclude that they do not impact. 
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options
Department /Agency:
HM Treasury

Title:
Temporarily enhancing loss carry back for business

Stage: Implementation Version: 1 Date: 20 April 2009

Related Publications: 

Available to view or download at:
http://www.hmrc.gov.uk/better-regulation/ia.htm

Contact for enquiries: Garry Siveyer Telephone: 020 7270 6018

What is the problem under consideration? Why is government intervention necessary?
As the downturn progresses some businesses will make tax losses, not due to the viability of their 
business, but because of wider economic conditions.  Loss-making businesses are particularly 
affected by cash flow and credit problems as they have more limited means to respond to these 
pressures.  All companies and unincorporated businesses making losses from trades, professions or 
vocations can currently carry losses back against profits of the preceding year to get a repayment of 
tax.  Although this already provides considerable support for businesses the Government believes that 
businesses should be further helped by temporarily extending the trading loss carry back rules, to 
support otherwise viable businesses now making losses, so they can continue to trade.

What are the policy objectives and the intended effects?
The Government’s objective is to provide further help for loss-making businesses who are 
experiencing worsening cash flow positions in the current challenging economic climate.  Enhanced 
loss carry back provides additional, temporary cash flow benefits to these businesses as they will get 
a repayment of tax.  Such changes could keep loss-making, but viable, businesses trading until the 
economy improves.

 What policy options have been considered? Please justify any preferred option.
Option 1:  Do nothing.  Failure to support loss-making businesses would risk some viable businesses 
ceasing trading.
Option 2:  Provide support to loss-making businesses by temporarily extending the carry-back of 
losses from one year to three years, for losses up to £50,000 per year.
The preferred option is to provide temporary support for businesses that are experiencing worsening 
cash flow positions for a period of two years, targeting support on smaller businesses.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? 
The policy will be reviewed around two years after implementation to assess the actual impacts.  This 
would follow the receipt of data from tax returns for 2009-10 during 2011.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs.

Signed by the responsible Minister:

    Date: 20 April 2009
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Summary: Analysis & Evidence
Policy Option: 2 Description:   Temporarily enhance loss 

carry back for business

ANNUAL COSTS

One-off (Transition) Yrs

£ 1.7m per year 2

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ 
Increased compliance costs of £1.7 million per year of enhanced 
loss carry back.  In order to calculate the repayment of tax to 
which they are entitled some loss-making businesses will have a 
more complex tax calculation.

£ 0 Total Cost (PV) £ £3.4 mC
O

ST
S

Other key non-monetised costs by ‘main affected groups’
Estimated Exchequer loss of £10 million in 2008-09, £230 million in 2009-10, £215 million in 
2010-11 and £30 million in 2011-12.

ANNUAL BENEFITS

One-off Yrs

£ unquantifiable
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’
The benefits from providing temporary financial support to prevent 
viable businesses from ceasing to trade are unquantifiable.

£ unquantifiable Total Benefit (PV) £ unquantifiableB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ 
Long term economic benefits associated with businesses that are saved as a direct result.

Key Assumptions/Sensitivities/Risks 
The taxpayer population benefiting from the temporary enhancement is assumed to be unchanged 
since 2006-07, the latest year for which complete information is available.

Price Base
Year 2009

Time Period
Years N/A

Net Benefit Range (NPV)
£ unquantifiable

NET BENEFIT (NPV Best estimate)
£ unquantifiable

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 24 November 2008
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ No change
Does enforcement comply with Hampton principles? N/A
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ 0
What is the value of changes in greenhouse gas emissions? £ 0
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
0

Small
0

Medium
0

Large
0

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ 0 Decrease of £ 0 Net Impact £ 0
Key: Annual costs and benefits: (Net) Present 
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Evidence Base (for summary sheets)

The Issue

As the downturn progresses many businesses will make losses, not due to the viability of their 
business, but because of wider economic conditions.  Loss-making businesses are particularly 
affected by cash flow and credit problems as they have more limited means to respond to these 
pressures.
Current loss relief rules already provide considerable support for businesses.  Under current 
rules businesses already have a number of mechanisms to ensure tax from profitable years is 
repaid through off-set against losses that arise in subsequent periods when times are harder:

� firstly, businesses can offset unlimited trading losses against profits in the preceding year 
and thereby reclaim tax previously paid;

� secondly, businesses can offset unlimited trading losses against profits in any 
subsequent year;

� thirdly, start-up unincorporated businesses in the early years of operation can carry 
trading losses back for three years; and

� finally, any business ceasing to trade can also carry trading losses back for three years.
The Government remains committed to helping businesses affected by the downturn however it 
can, and believes that temporarily making these rules more generous will help achieve this 
objective.

Policy Objectives and Intended Effects
The policy objective is to temporarily help businesses with worsening cash flow positions.
Providing such support could keep loss-making but viable businesses in operation until the 
economy improves.  Businesses benefiting from the policy would get a larger repayment of 
corporation tax or income tax (depending on their legal status) immediately improving their cash 
flow.  The policy would apply to all businesses, irrespective of size.  Limiting the amount of 
losses eligible for enhanced carry back to £50,000 per year ensures resources are targeted on 
smaller businesses.

The Options
Option 1: Do nothing

Failing to provide support to loss-making businesses risks some otherwise viable businesses 
ceasing to trade.

Option 2: Temporarily enhance loss carry back relief for businesses

The preferred option would apply for two years and extend the period that trading losses from 
businesses could be carried back against previous profits, from the current one year entitlement 
to a period of three years, with losses being carried back against later years first.
The amount of losses that could be carried back to the preceding year would remain unlimited.
After carry back to the preceding year, a maximum of £50,000 of the balance of unused losses 
would then be available for carry back to the two earlier years. This £50,000 limit would apply 
separately to unused losses of each 12 month period or tax year within the duration of the 
extension. For companies this means a cap of £50,000 on the extended carry-back of losses
arising in accounting periods ending in the 12 months to 23 November 2009 and a separate 
£50,000 cap on the extended carry-back of losses arising in accounting periods ending in the 12 
months to 23 November 2010.  For unincorporated businesses, this means a cap in each of the 
tax years 2008-09 and 2009-10.
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A company could make a loss relief claim when it makes its return for accounting periods 
ending in the period 24 November 2008 to 23 November 2010.  Unincorporated businesses 
could make a loss relief claim as soon as they have calculated their losses for their basis period 
for the tax years 2008-09 and 2009-10.  HM Revenue and Customs (HMRC) could make 
repayments arising from such loss relief claims on or after Budget Day 2009.  The 
implementation date of 24 November 2008 is the date of the 2008 Pre-Budget Report when an 
extension of trading loss carry back was first announced. 
This option is considered a proportionate response as it targets available resources at viable 
businesses.  Businesses ceasing to trade are already eligible to carry back all their trading 
losses for three years and so are unaffected by this option.

Taxpayer Populations
HM Revenue and Customs receive annual tax returns from businesses.  The latest year for 
which complete information is available is 2006-07.  Longitudinal analysis of historical tax 
returns for the years 2002-03 to 2006-07 enables us to model the numbers of taxpayers who 
would benefit from enhanced loss carry back.  Estimates of the business population affected by 
a temporary enhanced loss carry back are shown below.

Table 1: Estimated business population

Type of taxpayer Estimated number of taxpayers benefiting per 
year from a temporary enhancement increasing 

loss carry back to three years*

Self-employed: sole traders 25,000

Self-employed: partners 15,000

Small and Medium companies 30,000

Large companies 5,500

Total 75,500

*Detailed forecasts of how individual businesses’ profits and/or losses have changed since 
2006-07 are not available.  HMRC do not forecast the future profits and losses of individual 
businesses so all modelling has been based on 2006-07 and earlier data.
Not all taxpayers making losses would benefit from the preferred option.  Only those ongoing 
viable businesses with a balance of unused losses after one year carry back and with profits in 
the earlier two years would benefit from the option.  Longitudinal analysis of tax returns 
suggests that around 75,500 taxpayers per year would benefit from enhanced loss carry back 
relief – around 40,000 self-employed taxpayers and 35,500 companies.  This is around one per 
cent of the total number of unincorporated taxpayers, and around two per cent of all companies.
Administrative Burden

HMRC is subject to quantified targets to reduce one aspect of compliance costs in particular; 
the administrative burden of disclosing information to HMRC or to third parties.  This burden is 
assessed through the ‘Standard Cost Model’ (SCM), an activity based costing model that 
identifies what activities a business has to do to comply with HMRC’s obligations, and which 
estimates the cost of these activities, including agent fees and software costs.
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Costs and Benefits / Impacts
Option 1: Do nothing

There are no changes in compliance costs.  Not supporting businesses making losses could 
result in some viable businesses ceasing to trade. 
Option 2: Temporarily enhance loss carry back relief for businesses 

Table 1 shows that around 40,000 self-employed taxpayers and 35,500 companies could 
benefit per year from enhanced loss carry back.  However these businesses would have 
increased compliance costs arising from a more complex tax calculation. 

The SCM already has information on the administrative burden associated with i) businesses 
carrying losses back against any profits of the preceding year; and ii) where a business ceases 
to carry on a trade, carrying losses back three years.

Data from the SCM suggests it is fair to assume that all unincorporated taxpayers and almost 
three-quarters of companies carrying back losses for three years are represented by an agent.
The SCM suggests an increased compliance cost of £25 each for represented businesses and 
around £6 for unrepresented businesses.  There is an increased compliance cost of around 
£1.7 million for each year the temporary extension applies.  The total increased compliance cost, 
assuming the same eligible population as observed in 2006-07 is around £3.4 million, although 
the eligible population may have increased.  A 2005 wage rate of £11.70 is assumed for in-
house tasks.
There is no ongoing increase in the administrative burden on taxpayers as this is a temporary 
measure.
Consultation
It was not possible to consult publicly on the effects of these changes prior to their 
announcement. As a result, there was no consultation stage Impact Assessment to inform this 
final Impact Assessment.
HMRC costs

HMRC would incur additional administrative costs from extending loss carry back.
Unincorporated businesses could make a standalone repayment claim outside of the tax return
resulting in increased HMRC costs.  HMRC would need to develop guidance for taxpayers and 
staff.  However, these costs are not monetised.
Competition assessment

Applying the Office of Fair Trading competition filter to the affected sectors to assess the impact 
of the proposed measure, it was found that an in depth competition assessment is not 
warranted because the estimated impacts on competition are not significant. 
Small Firms Impact Test
Analysis of tax returns suggests that over 90 per cent of businesses who would benefit from 
enhanced loss carry back are small or medium sized businesses.  Small businesses are more 
likely to utilise all their losses against previous profits than larger businesses.  This is a measure 
that will help small businesses.
Other Impact Tests
Other Impact Assessments were undertaken and found that the changes should have no 
significant impact on legal aid or sustainable development. Assessments for carbon or 
environmental impacts or health impacts concluded that these issues are not applicable.
The Equality Impact Assessment Screening procedure has been undertaken for the measure.
Some race, disability, gender and rural specific impacts are probable, but only insofar as these 
characteristics are correlated with the incidence of individuals running businesses. 
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HM Revenue and Customs 

Title:
Impact Assessment of withdrawing warehousing for 
export for claimants of Drawback 

Stage: Final Proposal Version: 1.0 Date: 22 April 2009 

Related Publications: Excise News 02/07 &  customs.hmrc.gov.uk/channelsPortalW, 

Available to view or download at: 
http://www.hmrc.gov.uk/better-regulation/ia.htm      
Contact for enquiries: Bob Wales Telephone: 0161 827 0356

What is the problem under consideration? Why is government intervention necessary? 

Drawback allows businesses to claim repayment of excise duty on ‘duty paid’ alcohol that they 
destroy, export or warehouse for export (WFE).  Repayments relating to beer WFE have more than 
doubled (from £21m to £53m) over the past year and there is no obvious commercial rationale to 
explain this. There is evidence that WFE is linked to alcohol fraud.   

What are the policy objectives and the intended effects? 
The objectives and intended effects of the measure are: 
1. to have an immediate and substantial impact on fraud including the risk of claims being made on 

non-eligible goods and the onward diversion of WFE goods re-entered into the duty suspension 
system 

2. to reduce unfair competition in the SME wholesale sector 
3. to contribute to the reduction of losses from alcohol fraud. 

 What policy options have been considered? Please justify any preferred option. 
1. Withdrawal of warehousing for export (the preferred option).  We believe this will immediately and 

substantially reduce drawback-related fraud. 
2. Requiring original duty payment document to be presented with claims to drawback as evidence 

that duty was paid on the goods in the first place.   
3. Tightening up alternative (ie other than the original duty payment document) evidential 

requirements of duty payment.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects?  
Within two years of the changes being introduced.   

Ministerial Sign-off For final proposal/implementation stage Impact Assessments::

I have read the Impact Assessment and I am satisfied that, given the available 
evidence, it represents a reasonable view of the likely costs, benefits and impact of 
the leading options. 

Signed by the responsible Minister:  

        Date:  06/04/2009    
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Summary: Analysis & Evidence 
Policy Option:  Policy 
Option 1

Description:  Withdrawal of warehousing for export

ANNUAL COSTS 

One-off (Transition) Yrs

£ Low 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Delay in receipt of drawback due to need to wait 
for confirmation of export. Increased administrative burden of 
direct export process. One off costs of changing business model 
are likely to be low because 75% of business affected already use 
direct export for some claims and only around 50 businesses are 
affected.

£ 0.04m Total Cost (PV) £ 0.19mC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ HMRC does not expect any additional 
operational costs.  The one off costs to change business operating systems are not quantifiable 
because no businesses provided estimates in response to the 2006 consultation exercise. 

ANNUAL BENEFITS 

One-off Yrs

£ Not quantifiable

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 

£ Not quantifiable Total Benefit (PV) £ Not quantifiableB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Protection of legitimate wholesale 
and retail sector from unfair competition as a result of undutied beer.  The retail value of trade 
expected to transfer to legitimate traders is £60m in the first year, reducing to £30m a year 
thereafter.

Key Assumptions/Sensitivities/Risks This measure is expected to increase the amount of duty 
collected by £20m in 09/10 and £10m pa thereafter.   The PV is based on a 5 year period and discount 
rate of 3.5% and does not include one off costs.  A 3.5% interest rate has been applied to estimate the 
cash flow cost. 

Price Base 
Year 2009

Time Period 
Years 5

Net Benefit Range (NPV)
£ Likely to exceed costs 

NET BENEFIT (NPV Best estimate)
£ Likely to exceed costs

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 1st June 2009 
Which organisation(s) will enforce the policy? HMRC  
What is the total annual cost of enforcement for these organisations? £ None 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ None 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
900

Small
900

Medium
900

Large
900

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 8,000 Decrease of £ 5,500 Net Impact £ 2,500
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

The issue

1. The drawback system allows businesses to claim repayment of excise duty on duty paid 

alcohol that they destroy, export or warehouse for export (WFE).  The largest proportion 

of repayments relates to beer WFE and in the past year there has been a sharp 

increase, with claims more than doubling (from £21m to £53m) compared with the same 

period last year.  We believe these increases are substantially linked to fraud, and that 

duty losses may well be as high as £25m in 08/09 – of a projected £70m duty we expect 

will be claimed on all alcohol intended for export.  In the absence of a robust regulatory 

response to this threat, it is feared losses may rise as high as £40m in 2009/10.  The 

fraud itself bears some of the hallmarks of VAT MTIC fraud, with claimants sourcing 

alcohol from lengthy complex supply chains containing occasional missing traders.  This 

has hampered HMRC’s ability to establish the eligibility of goods for drawback.

2. We consulted formally with businesses on reform of the drawback regime in 2006 and in 

particular on withdrawing WFE (a summary of the responses to this consultation is 

available on the HMRC website). We were eventually persuaded, at that time, by 

arguments that fraud-related problems could be contained by applying more rigorous 

evidence of UK duty payment.  However, we undertook to continue to monitor the 

drawback system closely and stated, in supporting documents published at Budget 

2007, that options for further reform would remain under review, including abolishing the 

WFE provisions.   

3. After a measure of initial success, the changes we made proved to be ineffective as 

fraudsters found ways to circumvent the more rigorous evidence requirements. We have 

therefore concluded that, in its present form, the drawback system is inherently risky and 

the only way that we can make a real impact on drawback-related fraud is through 

regulatory change, the aim of which is to design out two risks that the WFE system 

presents: 

(i) claims for drawback on goods that were never duty paid in the first place; and

(ii) the re-entry – via WFE – of goods into the duty suspension system that are later 

diverted onto the UK market without payment of duty.
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4. In line with what we said in 2007, we believe it is now necessary to go ahead and 

remove the WFE provisions.  As an alternative, businesses will be able to use the ‘direct 

export’ drawback scheme where UK duty is repaid only after evidence of duty payment 

in another EU Member State. We acknowledge that this will place certain additional 

requirements on businesses that were brought to our attention in the 2006 consultation 

exercise.  In response to this, where possible, HMRC will work with legitimate 

businesses to make the operation of the direct export scheme as straightforward as 

possible.     

Policy objectives and intended effects

5. The proposed measure will: 

have an immediate and substantial impact on the frauds described above 

contribute to the reduction of the tax gap 

reduce unfair competition for those businesses currently competing with the 

illicit market, thus creating a more level playing field 

streamline the processing of claims to the benefit of both legitimate claimants 

(who should receive a more prompt and tailored service) and HMRC (enabling 

processing, assurance and enforcement resources to be redeployed on higher 

impact activities).

Options

6. Option 1 - Withdrawal of warehousing for export.  This is our preferred option which 

we believe will meet the objectives and have the intended effects set out above.

7. Option 2 – Presentation of original duty payment document with claim.  This option 

could only seek to address the first risk identified in para 3 above: claims to drawback on 

goods that were never duty paid in the first place.  It would not address the risk of goods 

re-entering the duty suspension system (via WFE) and later being diverted onto the UK 

market without payment of duty.  Also, we considered that there would be a high risk of 

successful legal challenge to this course of action under EU law - Council Directive 

92/12 (on the general arrangements for the holding, movement and monitoring of 

products subject to excise duty) – which states that Member States authorities cannot 

refuse repayment solely on the grounds of non-production of the document certifying 
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that the initial payment has been made.  There would also be issues of commercial 

confidentiality in businesses providing original duty payment documents and a potentially 

high risk of fraud in organisations providing or producing forged or duplicate documents.          

8. Option 3 – Tightening evidential requirements.   We tried this approach following 

consultation in 2006.  Although initially successful, this measure proved to be ineffective 

as, we believe, fraudsters quickly found a way of circumventing our controls by providing 

manufactured evidence in support of non-eligible claims.  Also, discrediting suspect 

claims involves complex and intensive supply chain audits and with claim numbers and 

values increasing it is becoming increasingly difficult to justify the disproportionate level 

of resources required to undertake this work. 

Claim numbers have risen from 3874 in 2007/08 to over 5000 in 08/09. 

There are 565 WFE claims currently on hand pending litigation/investigation with a 

combined value of £8.3 million. 

At any given time, up to 20 staff can be tied up on this work (in policy, processing, 

assurance, enforcement and legal services).       

Costs and Benefits and Impacts

9. Our analysis shows that the value of beer WFE claims from SMEs between May 2006 

and October 2006 was £18m. After we introduced stricter controls, this figure, for the 

same period in 2007, declined to £8m. In 2008, claims for the same period rose to £21m.

Other alcohol drawback claims remained steady over the period.   

10. The above analysis, together with operational evidence, suggests that the higher 

levels of WFE beer drawback claims before May 2007 and after October 2007 are linked 

to fraud.  There has been little of evidence of any upward trend or seasonal effects for 

other drawback claims.  HMRC impact estimates are therefore based on the following 

assumptions.

The average monthly level of beer WFE drawback claims by SMEs for the 

period May 2007 to October 2007 represents the legitimate business need for 

beer WFE drawback from SMEs. 

All drawback claims other than beer WFE claims by SMEs are legitimate. 
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If the measure is introduced, all businesses making legitimate WFE claims will 

continue to make the same average monthly number and value of claims using 

the direct export drawback regime. 

11. Under the above assumptions, around 2000 claims from 50 businesses would be 

affected with the total value of these claims being around £30m.  HMRC considers the 

above assumptions are more likely to overestimate the level of legitimate WFE drawback 

claims than to underestimate it. 

12. The value of claims for WFE drawback that are linked to fraud is estimated by 

subtracting total beer WFE drawback in 2008/9 from the estimated level of legitimate 

WFE drawback claims.  This gives rise to an estimated loss of duty revenue in 2008/9 

of £25m.  Trends indicate that this would be likely to rise to £30m in 2009/10 if no 

action is taken.  Not all of the £30m potential revenue loss would result in additional 

revenue collected by HMRC, because there would be a degree of displacement to 

other types of fraud and the higher price of duty paid alcohol would reduce 

consumption to an extent.  After allowing for these factors, HMRC estimates that 

excise duty receipts will be £20m higher than forecast in 2009/10 if the measure is 

introduced with these savings forecast to fall to £10m thereafter.  HMRC estimates that 

an additional £5m of revenue per annum would be at risk due to increases in WFE 

drawback fraud from 2009/10 onwards if no action is taken. 

Costs

13. HMRC has identified the following costs to legitimate trade. 

Additional administrative burden of direct export drawback claims compared to 

WFE.

Delays in receipt of payment for the claim due to the requirement of proof of 

export and foreign duty payment. 

One off costs of changing business operating systems. 

14. The above costs were identified through the consultation exercise.  No other significant 

costs were identified. 

15. HMRC has estimated the additional administrative burden using its standard cost 

model which provides estimates of the costs to business associated with its 

administrative processes.  The net additional annual administration cost associated 
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with the change to direct export drawback for legitimate claims is estimated to be 

around £3000 at current prices.

16. The estimated cash flow costs assume a delay of 14 days and annual interest rate of 

3.5%.  This is gives rise to an estimated annual loss of interest of £43,000 on 

legitimate claims (£30m). 

17. Together these give rise to an estimated total annual on-going cost of £0.04m. 

18. HMRC has been unable to quantify one off costs of changing business operating 

systems because the consultation responses provided no quantitative information on 

which to base these estimates.  However HMRC expects these to be low because 75% 

of those businesses who currently make use of WFE drawback already also use the 

direct drawback regime and the total number of businesses affected is small (around 

50).

Benefits

19. HMRC expects there to be benefits to the legitimate retail and wholesale sector as a 

result of the reduction in unfair competition from those currently trading in non-UK duty 

paid beer.  The estimated revenue savings would translate into an increase in 

legitimate trade to the retail value of around £60m.  However the complex nature of the 

supply chain both for legitimate and fraudulent trade in alcohol means that it is not 

possible to quantify the net benefits to these sectors. 

Geographic coverage 

20. The measure will apply to all revenue traders eligible to claim drawback in the UK. 

Caveats and Risks 

21. There remains a risk (over time) that criminal gangs could adapt and establish new 

networks / warehouses in other Member States to legitimise movements through the 

alternative ‘direct export’ drawback scheme, where UK duty is repaid only after 

evidence of duty payment in another member state is provided, and that fraudulent 

repayment levels may rise.  But the ‘direct export’ system is inherently more secure 

and it will be more difficult for the would-be fraudster to abuse that system.  But we 

shall be monitoring the position very closely and keeping it under review.   
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Specific Impact tests:

Competition assessment/ Small firms Impact test 

22. The main beneficiaries of these changes will be SME UK wholesalers and retailers 

trading legitimately in the UK market.  It should reduce unfair competition for those 

businesses currently competing with black market traders thus creating a level playing 

field.  We estimate that the retail value of trade expected to transfer to legitimate 

businesses will be £60 million in the first year.

23.  For legitimate businesses currently operating WFE there will be an impact but we

judge that this will be marginal for most businesses for which WFE is not a core 

business activity.  As an alternative, businesses will be able to use the ‘direct export’ 

drawback scheme where UK duty is repaid only after evidence of duty payment in 

another member state.  Although inherently more secure from a revenue point, this 

system does place certain additional requirements on businesses.  HMRC will work 

with them, taking a pragmatic approach, to make it as simple to work as possible.

Legal Aid 

24. This does not apply as the measure does not impose new criminal sanctions or civil 

penalties. 

Sustainable Development 

25. This is primarily an anti-fraud measure, it is intended to close the tax gap and reduce 

the number of illicit products on our streets as such it will support the legitimate alcohol 

wholesale sector who will be able to better compete in the market place.

Carbon Assessment/other environment 

26. This measure will have a negligible impact on carbon/ environment or other green 

issues.

Health

27. This measure will have a negligible impact on health issues. 
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Race Equality/Gender Equality 

28. This measure is race and gender neutral 

Human Rights 

29. We believe this does not directly impact on HRA. 

Rural Proofing

30. This measure will have no impact on rural areas. 

Monitoring and evaluation

31. We intend to monitor the effectiveness of the measure and the impact it has on the 

sector affected within two years of the changes taking effect.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options
Department /Agency:
HM Treasury

Title:
Review of the taxation of the foreign profits of 
companies

Stage: Final Proposal Version: 2.0 Date: 21 April 2009

Related Publications: http://www.hm-treasury.gov.uk./media/E/9/consult_foreign_profits020707.pdf;
http://www.hm-treasury.gov.uk/d/foreignprofits_impactassessment111208.pdf

Available to view or download at:
http://www.hm-treasury.gov.uk/consult_foreign_profits.htm

Contact for enquiries: Alex Harris Telephone: 020 7270 6104

What is the problem under consideration? Why is government intervention necessary?
The current "tax-with-credit" system that gives relief from double taxation on dividends from foreign
subsidiaries is administratively burdensome, expensive and results in relatively little tax. The 
Government's conclusion is that the system hinders the competitiveness of UK businesses. 
Intervention is needed to modernise the system and create a more straightforward regime for taxing 
foreign profits. 

What are the policy objectives and the intended effects?
The primary policy objective is to improve the competitiveness and attractiveness of the UK as a 
location for multinational companies while ensuring that the new regime does not undermine the UK 
tax base.  The effect will be to move to a system in which most foreign dividends paid to UK 
companies will be exempt from UK tax, accompanied by a limited restriction of interest relief to protect
UK tax revenues and some consequential changes to the Controlled Foreign Companies (CFC) rules. 
The current Treasury Consent rules will also be replaced with an information reporting requirement, 
targeted at high-risk transactions. 

 What policy options have been considered? Please justify any preferred option.
Consultation identified 4 options: Option 1: In FB 2009, introduce exemption from UK tax for most 
foreign dividends received by UK companies; worldwide debt cap for interest; some consequential 
changes to CFC rules and replacement of the Treasury Consent rules. The Government has chosen 
to adopt this option. Option 2: Change to the treatment of portfolio dividends; changes to Treasury 
Consents in FB 2009; delay other reforms to FB 2010. Option 3: Abandon wider dividend exemption, 
but change the treatment of portfolio dividends; changes to Treasury Consents in FB 2009. Option 4: 
Do nothing - maintain the status quo.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The reforms will be monitored once they are implemented. Compliance costs are 
routinely reviewed 1-3 years after implementation.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and
reasonable view of the expected costs, benefits and impact of the policy, and (b) the
benefits justify the costs.

Signed by the responsible Minister:
Date: 21 April 2009
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Summary: Analysis & Evidence
Policy Option:
Option 1 (preferred)

Description: Exemption for most dividends , worldwide debt cap for 
interest, changes to existing CFC rules and replacing the Treasury
Consent rules.

ANNUAL COSTS

One-off (Transition) Yrs

£ Nil

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ The introduction of a worldwide debt cap is 
expected to result in an annual admin burden of £8.6m (£7.5m in 
2005 prices).

£ 8.6m Total Cost (PV) £ N/AC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ The Standard Cost Model (SCM) only 
identifies admin burdens. Compliance costs not captured by the SCM include cost of business 
uncertainty, cash flow costs and the cost of deciding whether or not to do something. 

ANNUAL BENEFITS

One-off Yrs

£ Nil
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ There is a yearly admin burden saving of £2.2m 
(£1.9m in 2005 prices), which represents a 100% reduction of the 
burden of complying with the current credit method for foreign 
dividends. For Treasury Consents, the new threshold for reporting
transactions will reduce the annual admin costs by 75% i.e. by 
£5.7m (£5m 2005 prices) from £7.7m (£6.7m) to £2m (£1.7m).

£ 7.9m Total Benefit (PV) £ N/AB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ The SCM only identifies reduction 
in admin burdens. Other benefits not captured by the SCM are substantially simplified rules for 
taxing foreign profits and deregulatory benefits with the replacement of the Treasury Consent 
rules, which will give business greater flexibility in managing their commercial affairs. 

Key Assumptions/Sensitivities/Risks This package of measures is expected to decrease the amount of 
tax collected by 2011/12 by £650m. All figures have been quoted in present-day terms except for the 
admin burden figures, which are based on 2005 baseline SCM prices. 

Price Base
Year 2009

Time Period
Years

Net Benefit Range (NPV)
£ N/A

NET BENEFIT (NPV Best estimate)
£ N/A

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? Finance Bill 2009
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ Absorbed
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A
What is the value of changes in greenhouse gas emissions? £ N/A
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
Nil

Small
Nil

Medium
N/A

Large
N/A

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ 7.5m Decrease of £ 6.9m Net Impact £ 0.6m increase
Key: Annual costs  and benefits: Constant Prices (Net) Present Value
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Evidence Base

1. The Issue

Current Regime
1.1 Under the current system of taxing foreign profits, the profits of the foreign subsidiaries of 

UK groups (this includes both UK headed groups and UK subgroups of foreign headed 
groups) are taxed in one of two ways:
• the dividends from the profits are taxed when they are received in the UK; and

• where profits are diverted to a low tax jurisdiction, a charge may be imposed on the 
UK parent company in respect of those profits by the Controlled Foreign Companies 
(CFC) regime.

1.2 When taxing foreign dividends, the UK tax due on those dividends is reduced by the 
amount of foreign tax already paid by foreign subsidiaries on the repatriated profits. As 
the profits of UK subsidiaries are taxed directly, no further tax is imposed on dividends 
paid between UK companies. The rules for determining the correct amount of credit are 
complex to apply for multinational groups, as dividends can pass through several
subsidiaries and countries before arriving in the UK. 

1.3 In broad terms, the CFC rules prevent UK companies from diverting UK profits to
subsidiaries set up in tax havens. A company is a CFC if it is resident outside the UK, is 
controlled by UK persons and suffers a lower level of tax. The profits of a CFC are taxed 
provided that the UK person’s interest in the CFC is at least 25 per cent. There are a 
number of exemptions to this rule e.g. if the CFC pursues an acceptable distribution 
policy or satisfies the holding companies test for exemption. 

1.4 The Acceptable Distribution Policy (ADP) allows a UK company an exemption from a 
CFC charge if 90 per cent of those profits are returned to the UK by way of dividend 
within 18 months.

1.5 A holding company is a company that owns part, all, or a majority of other companies' 
shares. The holding company test allows a company to be exempt from the CFC rules if 
90 per cent of the income is ‘good’. ‘Good’ income is defined as qualifying dividends and 
income actually received in the territory of the holding company. Qualifying dividends are 
defined as any dividends other than those for which there is an entitlement to a deduction 
for tax purposes in the territory of the payer. 

1.6 The holding company test allows groups to mix 90% of their ‘good’ and 10% of ‘bad’ (e.g. 
cross border interest from surplus cash deposits) sources of income and thereby shelter 
‘bad’ income from UK tax. This practice is known as ‘swamping’. There are currently
three types of holding company exemption: superior, non-local and local. The exact
definition of ‘good’ income differs between these types of exemption.

1.7 The Treasury Consent rules (sections 765 & 765A ICTA 88) require UK companies with 
overseas subsidiaries to obtain advance clearance from the Treasury before carrying out 
certain transactions with those subsidiaries. Under the existing rules, a criminal penalty 
of imprisonment can be imposed for failure to comply. This will be removed, and a 
modernised post-transaction reporting requirement (with an appropriate monetary
penalty) will be introduced in its place.
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The case for reform

1.8 The current system of taxing foreign dividends and relieving double taxation through 
crediting foreign tax produces only a modest amount of direct tax yield and results in 
significant administrative burdens for both business and HMRC. Business has long held 
that the system for taxing foreign profits is over-burdensome and hinders UK
competitiveness.

1.9 The Government recognises that the current method of taxing foreign dividends, and 
allowing credit for underlying tax, is less than straightforward for businesses and hinders 
the competitiveness of UK based companies. 

1.10 The Government recognises that changing the current method of taxing foreign dividends 
could leave the UK’s current tax regime at risk of abuse. One form of such abuse would
be if a UK company within a multinational group were to claim excessive tax deductions 
arising from inappropriate amounts of debt being loaned to the UK.  In response to this, 
the Government has decided that tax deductions for interest claimed by the UK members 
of a group will be capped at the group’s consolidated gross external finance costs. This
“debt cap” is a principled approach, and UK interest relief will remain generous, allowing 
groups to claim a UK tax deduction for all worldwide external debt financing costs, but 
not to go beyond that.

1.11 Business has asked for the repeal of the Treasury Consents rules. This is in part
because of the criminal sanction provision, but also because of the outdated requirement 
to apply to the Treasury for consent before carrying out certain commercial transactions, 
and the resulting administrative burden.

1.12 The Government acknowledges that repealing the Treasury Consents rules and
replacing them with a modern targeted reporting system will remove the need for
business to apply to the Treasury before entering into commercial transactions . The new 
information-reporting requirement will target high-risk transactions over £100m. This will 
result in a fall in the number of reports required compared to current rules, and reduce 
admin costs.

1.13 In June 2007 the Government published a discussion document on proposals for radical 
reform as a response to discussions with business in the preceding year. After extensive 
consultation, the Government issued a technical note on 21 July 2008 that set out a 
number of possible options for change and invited the views of business, tax advisers 
and other interested parties on these as well as welcoming other ideas on the way
forward.

1.14 Nearly 200 representations were received from business in response to the taxation of 
foreign profits draft clauses published on 9 December 2008. These covered a range of 
issues for all measures, but the policy objective and design of the worldwide debt cap 
were the main themes of most business representations. As this is the revenue raising 
measure in the package, the Government expected it to attract most attention. 

1.15 The responses to the discussion document, as well as the subsequent consultation and 
engagement with stakeholders, have informed this Impact Assessment.

2 Policy Objectives and Intended Effects

2.1 The primary policy objective is to enhance the competitiveness and attractiveness of the 
UK as a location for multinational business, while ensuring that the new regime cannot 
be used to undermine the UK tax base.

2.2 Further policy objectives are to simplify the system for taxing foreign profits and to reduce 
administrative costs wherever possible.
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2.3 The intended effects are to improve UK economic performance through attracting more 
investment and enabling multinational business to operate more effectively.

3 Measures introduced

3.1 The following measures will be implemented in Finance Bill 2009. 
• Exemption from tax for dividends received by any UK-resident companies broadly in 

the following situations (effective 1 July 2009): 
o dividends on non redeemable ordinary shares;
o dividends received from a company that is controlled by the recipient;
o dividends from portfolio holdings of the share class concerned; 
o dividends derived from a transaction not designed to reduce UK tax (motive 

test); and
o dividends in respect of shares accounted for as liabilities.

All are subject to targeted anti-abuse rules (TAARs).
• Worldwide debt cap whereby tax deductions for interest claimed by the UK members 

of a group will be restricted by reference to the group’s total consolidated external 
finance costs (effective for accounting periods beginning on or after 1 January 2010). 

• Consequential changes to the existing CFC rules. This will mean removing some 
exemptions, namely the ADP and the superior and non-local holding company tests 
(see paragraphs 1.4 – 1.5). Following the introduction of dividend exemption, these 
exemptions will no longer be appropriate or necessary. The Government however 
recognises the need to make transitional provisions for existing holding company 
arrangements, which will run for a period of two years. 

• Repeal of the Treasury Consent Rules (sections 765 & 765A ICTA 88) and
replacement with a modernised post-transaction reporting requirement (effective 1 
July 2009). 

Small business
3.2 Last December’s draft legislation did not propose a wide dividend exemption for small 

business, as the Government’s view was that a better understanding of the risks and 
costs involved was needed especially if anti-avoidance legislation is widely applied to 
small business. Following further consideration, the Government has now decided to 
extend the dividend exemption to small business. Broadly, dividends received by small 
companies will be exempt where received from the UK or from a country that is not a tax 
haven, and where the dividend is not paid as part of a scheme that has the obtaining of a 
UK tax advantage as a main purpose.

3.3 The de minimis carve-out from the debt cap will mean that small businesses are highly 
unlikely to be affected by the debt cap measure. 

4 Costs and Benefits / Impacts

4.1 The main affected groups in practice are:
• large and medium UK multinationals that have controlling interest in foreign

subsidiaries; and
• large and medium non-UK multinationals.

4.2 The Government does not expect the package to affect any one sector disproportionately. 
In the light of consultation, a carve-out from the debt cap for financial services companies 
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has been introduced, to ensure that these companies do not suffer a disproportionate
burden. Different elements of the reform package will affect different businesses in
different ways and there will be winners and losers in each sector depending on a 
company’s ownership model, structure, and its method of financing. Broadly, it is likely 
that groups with headquarters in the UK will benefit from dividend exemption and the 
removal of the advance consent requirements under the repeal of the Treasury Consents 
rules.

4.3 Those groups affected by the worldwide debt cap and not gaining a benefit from the 
dividend exemption are likely to see an increase in tax liability. This measure targets 
those companies that have previously taken advantage of the UK’s generous interest 
rules by putting more debt into the UK than they have borrowed externally for their
worldwide business. Other countries have interest restrictions to target inappropriate use 
of deductions.

4.4 The package will have the following impact:
4.4.1 For those UK multinational groups with headquarters in the UK the benefits of 

dividend exemption will be a modernised and more straightforward system as well 
as simplicity and certainty year-on-year. The Government believes that this will 
give business greater flexibility in managing their commercial affairs, increase
competitiveness and reduce admin costs.
In relation to interest, ‘outbounds’ with upstream loans and excessive debt in the 
UK compared to their external worldwide debt, may have some of the interest 
disallowed under the worldwide debt cap.
The removal of the superior and  non-local holding company exemption may lead 
to some outbounds having to restructure their holdings to take full advantage of 
dividend exemption, or to avoid triggering a CFC charge, subject to the two-year
transition.

The advance Treasury Consent requirement is seen as unpopular and
administratively burdensome by business. Its replacement with a new, targeted 
information reporting requirement (with fewer reportable transactions) and the 
removal of the criminal sanction for failure to comply, will be seen as beneficial by 
all businesses affected. This will save both time and internal compliance costs.

4.4.2 Multinational groups with headquarters outside the UK are not expected to benefit 
from dividend exemption, as they do not usually have subsidiaries below the UK
subsidiary from which to receive dividends.

The worldwide debt cap will affect them only if the interest deduction claimed is in 
excess of the interest that the worldwide group is paying on its external
borrowings.
These groups will not be affected by the consequential changes to the CFC rules 
or the Treasury Consent rules.

4.4.3 Private equity owned groups are unlikely to be affected by dividend exemption, 
changes to the CFC requirements or changes to the Treasury Consent rules
unless they invest in a UK group with overseas subsidiaries. If so, the group as a 
whole would benefit from the changes, as is the case with outbound groups. For 
most private equity owned groups, the worldwide debt cap is not expected to have 
an impact.

4.4.4 Collective investment vehicles and life insurers will benefit from the package, as 
they will receive exemption for the dividends they receive on their investments and 
are unlikely to be affected by the debt cap or the changes to the CFC rules. 

4.4.5 The Government does not expect banks or insurance companies to be adversely 
affected by the changes, as the debt cap measure includes a carve-out for these 
sectors.
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Revenue effects

4.5 The package is expected to reduce the amount of tax collected year-on-year on a 
permanent basis. The amount of tax collected in the period from 2009/10 to 2011/12 is 
expected to decrease by £650 million.

Conclusion
4.6 The Government expects that in the long term the main beneficiaries will be multinational 

groups with UK headquarters. This is because these groups should benefit from dividend 
exemption.

4.7 The worldwide debt cap mostly affects UK headed multinationals, because this measure 
is designed to target excess debt located in the UK, which for a UK headed group is 
typically in the form of upstream loans. With the introduc tion of dividend exemption, these 
upstream loan arrangements can be largely unwound and profits can instead be brought 
back into the UK in the form of exempt dividends. 

4.8 In the consultation process, stakeholders were supportive of a broad dividend exemption
to be introduced in 2009, and this forms the basis of the final package. The package is a 
successful outcome for both business and Government, and fits with the Government’s 
primary objective of enhancing the UK’s competitiveness. 

5 Compliance Costs

Administrative Burden
5.1 HMRC has targets to reduce the administrative burden on business. Administrative

burdens, which are a subset of wider compliance costs, are measured through the 
‘Standard Cost Model’. This is an activity-based costing model that identifies what
activities a business has to do to comply with HMRC obligations. It also estimates the 
cost of these activities, including agents’ fees and software costs. 

5.2 In understanding the figures, it is important to note that the ‘Standard Cost Model’ (SCM) 
has been used to derive an estimate of the costs to business of complying with HMRC 
obligations to disclose information to HMRC or to third parties. The SCM considers which 
activities a business has to carry out to comply with an HMRC obligation, how many
businesses have to comply, and how often they need to comply. The SCM considers the 
burdens applying to different sizes of business.

5.3 The SCM estimates the cost of using agents, the cost of undertaking work in-house and 
the cost of actually transmitting the information. The SCM does not consider one-off
costs or transitional costs. The SCM does not consider costs that a business would have 
incurred had the relevant HMRC obligation not existed. It considers the costs that apply 
to a normally efficient business and the costs to businesses that comply with their
obligations. The SCM does not consider wider compliance cost issues, such as the costs 
of business uncertainty, cash flow costs, or the costs of deciding whether or not to do 
something, as noted above. 

5.4 The Impact Assessment requires SCM figures to be presented in May 2005 prices, as 
admin burden reduction targets relate to a May 2005 baseline. 

5.5 The summary points are:

• An existing burden of £1.9m has been identified for dividend taxation in the SCM 
almost all of which is incurred by large and medium business.

• Alternative methods of calculating the compliance burden were considered, which 
suggest that there will be significant compliance benefits from the dividend
exemption measure in addition to the SCM reductions. This was borne out by the 
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fact that business representatives estimated the existing cost of the current “tax-with-
credit” system of taxing foreign dividends to be £7m. 

• The design of the proposed debt cap has changed since the version costed at PBR
2008. This change has had both an impact in the Government’s estimate of the yield 
from the policy, as well as the compliance burden on businesses. The changes 
proposed make the calculations easier and provide more certainty for groups in 
applying the rules.

• The change in design should lead to a decrease in the total yearly administrative 
burden for a group to comply with the policy. However, it has been necessary to 
reduce the number of “Gateway Tests” (simple tests which, if passed, mean that 
detailed calculations are not required). The effect of this is that more groups will 
need to comply with the full debt cap data gathering and calculations, though for 
these groups the burden will be lower.

• In the responses from stakeholders following the publication of draft clauses, they 
expressed concerns that implementing the debt cap would be more complex than 
envisaged, and would likely lead to higher compliance costs than estimated in the 
previous Impact Assessment.

• We have identified that the current CFC rules have an administrative burden of 
around £48m, a large proportion of which goes on agents’ fees. Removing the ADP, 
superior holding company and non-local holding company exemptions will not have a 
significant impact on admin burdens, assuming that groups will apportion their
income instead. Therefore, the Government estimates that there will be no change to 
the admin burdens for this particular part of the package.

Table 1 Summary of admin burdens

Existing
burden New burden Change % Reduction in 

burden
Dividend exemption

1. Standard Cost Model

           Large only £1.2m -£1.2m 100%
Large & Mediums £1.6m - -£1.6m 100%
Large, Medium & 
Small

£1.9m -£1.9m 100%

Interest debt cap £0 £7.5m +£7.5m
CFC amendments £48m No change
Treasury consents £6.7m £1.7m -£5m 75%

6 Implementation Plan

6.1 The proposed reform to the taxation of foreign profits will be implemented with effect from 
1 July 2009, with the exception of the debt cap, which will apply to accounting periods 
beginning on or after 1 January 2010. This will give sufficient time for business to prepare 
for, and adapt to, the new rules.
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7 Impact tests

7.1 Competition Assessment 
The Government’s assessment is that the measures introduced are unlikely to have an 
impact on the capacity of any business to enter markets or to compete rigorously within 
them. This is because for any given economic sector, each measure applies equally to all 
UK companies competing within that sector.

7.2 Small Firms Impact Test
The legislation will apply to small business.

The measures introduced will chiefly affect large and medium business. The de minimis 
carve-out from the debt cap will ensure that the compliance impact on small business is 
negligible.
Following consultation, the Government has decided that small business is to be
included in the dividend exemption, and to the extent that there is any compliance or 
administrative impact on small business, this should be a benefit rather than a cost.

7.3 Legal Aid

The Government’s assessment is that the measures introduced will not have any
implications for Legal Aid.

7.4 Sustainable Development

The Government’s assessment is that the measures introduced will not have any effect 
on sustainable development.

7.5 Carbon Assessment
The Government’s assessment is that the measures introduced will not affect carbon 
emissions.

7.6 Other Environment
The Government’s assessment is that the measures introduced will not cause any other 
environmental impacts.

7.7 Health Impact Assessment
The Government’s assessment is that the measures introduced will not impact on
people’s health.

7.8 Equality Assessments
The impact on equality groups covered by the NI Act and including disability, gender and 
race as covered by GB equality legislation has been considered with reference to the 
following criteria: 
• Is there a reason to believe that people are, or could be, differently affected because 

of their equality group?
• Is there concern from staff/customers that the policy/activity or proposal is causing 

discrimination?
• Is there any concern from staff/customers that the policy/activity or proposal is 

damaging race relations or not taking opportunities to improve equality outcomes? 
No disproportionate impact or opportunity for promotion of equality has been identified in 
the consultation process and so a full EQIA was not considered necessary.

7.9 Human Rights
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The Government has been advised that the measures introduced do not have any
Human Rights Act implications. This position will continue to be monitored throughout the 
legislative process.

7.10 Rural Proofing
The Government’s assessment is that the measures introduced will not be to the
detriment of rural communities.

8 Caveats and risks

8.1 As discussed above, analysis shows that there is a potential fiscal risk associated with 
the introduction of dividend exemption. Since assessment of these costs is based on 
assumptions about likely behavioural responses, it is vulnerable to a degree of
uncertainty. There is therefore a risk that the fiscal impact of dividend exemption is 
significantly greater or less than the central estimate. 

9 Monitoring and evaluation

9.1 The reforms will be monitored once they are implemented. Compliance costs are
routinely reviewed 1-3 years after implementation.

10 Conclusion

10.1 The Government’s assessment is that the measures introduced achieve the primary
objective of enhancing competitiveness while protecting the UK tax base. 
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Specific Impact Tests: Checklist

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No

All the above issues have been considered as part of this impact assessment. 
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury 

Title:
Impact Assessment of changes to land remediation relief

Stage:      Final Version:      2 Date: March 2009

Related Publications: Consultation Partial Assessment. (Annex A of the Consultation Document.) 

Available to view or download at: 
http://www.hm-treasury.gov.uk/d/bud07_taxincentives_256.pdf

Contact for enquiries: Anna Silvester Telephone: 0207 270 6028

What is the problem under consideration? Why is government intervention necessary? 
High demand for housing, lack of supply and consequent problems of affordability have become an 
issue for many parts of the country, whilst some other areas have been affected by housing market 
failure. The Government aims to achieve a better balance between housing supply and demand 
through increasing the supply and addressing the market failures in housing. The Government has set 
out an ambition to increase housing supply by at least 240,000 net additional homes per year by 2016. 
At the same time, it is committed to maintaining a high proportion of development on brownfield sites 
(i.e. previously developed land).

What are the policy objectives and the intended effects? 
The principal change considered in the Impact Assessment extends land remediation relief to certain 
costs of clearing long-term derelict land (which may or may not also be contaminated). Derelict land is 
not in productive use because of previous development, and cannot be put into use without the 
removal of buildings or other structures. This is intended to support companies with the higher costs of 
developing sites with substantial dereliction, so returning that land to beneficial use and helping to 
maintain Government ambitions. There are also further changes in the same legislation to refocus 
existing elements of the relief on contamination of brownfield sites, for which no Impact Assessment 
would ordinarily be required, but which are referred to where appropriate in this assessment.

 What policy options have been considered? Please justify any preferred option. 
1. Do nothing. 
2. Introduce the changes announced in the 2008 Budget and Pre Budget Report 2008 to extend land 
remediation relief to expenditure on long-term derelict land. The legislation also includes a number of 
changes to give companies greater certainty about what categories of expenditure qualify for relief, in 
particular the costs of eradicating Japanese Knotweed. 
The second option is preferred as it provides support for companies to clear up and develop 
contaminated and long-term derelict land and bring it back into productive use. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? HMRC will conduct a post-implementation review within 3-5 years of introduction. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister:  

                       Date: 27/03/09       
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Summary: Analysis & Evidence 
Policy Option: 2 Description:  Implement changes to land remediation relief

ANNUAL COSTS 

One-off (Transition) Yrs

£ 15,000 5

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ The one-off cost arises from companies 
familiarising themselves with the changes and the annual ongoing 
cost reflects the small increase in administrative burdens from 
companies claiming the relief. 

£ 17,000 Total Cost (PV) £ 90,000C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Not quantifiable 5

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 

£ Not quantifiable Total Benefit (PV) £ 0B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ The main expected benefit from 
the changes is the return of contaminated and derelict land to productive use, particularly 
brownfield sites.

Key Assumptions/Sensitivities/Risks The key assumptions are the number of companies affected by 
the changes and the scale of the average additional cost. The extension of relief is estimated to 
provide a benefit to business of around £30-£40 million of tax relief per year. 

Price Base 
Year 2009

Time Period 
Years 5

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ 90,000 cost

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 1/04/2009
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ negligible 
Does enforcement comply with Hampton principles? no
Will implementation go beyond minimum EU requirements? no
What is the value of the proposed offsetting measure per year? £ - 
What is the value of changes in greenhouse gas emissions? £ - 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
neg

Small
neg

Medium
neg

Large
neg

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 15,000 Decrease of £ - Net Impact £ 15,000 increase 
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

Background and objective 
The Government aims to create prosperous, inclusive and sustainable communities. Everyone 
should have the opportunity of a decent home at a price they can afford, in a place in which they 
want to live now and in the future, that promotes opportunity and a better quality of life in a 
secure and attractive environment. 
High demand for housing, lack of supply and consequent problems of affordability have become 
an issue for many parts of the country, whilst some other areas have been affected by housing 
market failure. The Government aims to achieve a better balance between housing supply and 
demand through increasing the supply of housing, both full market and affordable, and through 
a series of programmes to address market failure. 
The Government is committed to a step change in housing supply. It has set out an ambition to 
increase housing supply by at least 240,000 net additional homes per year by 2016. (See for 
example http://www.hm-treasury.gov.uk/d/bud08_chapter5.pdf Page 85.) At the same time, it is 
committed to maintaining a high proportion of development on brownfield sites. Brownfield land 
is previously developed land. 
(http://www.communities.gov.uk/documents/planningandbuilding/pdf/planningpolicystatement3.
pdf)
The proposed changes are intended to return those brownfield sites, which are either long-term 
derelict or contaminated land to beneficial use helping to maintain Government ambitions. 
Under the planning process any site has to be cleaned up so that it is in a fit state for its 
proposed use. Contaminated land is also subject to obligations under environmental protection 
legislation. Lord Rogers’ Urban Task Force reported in 1999 and the Government responded 
with the Urban White Paper in 2000, recommending that additional tax relief should be given to 
help developers decontaminate contaminated land. Land Remediation Relief was introduced in 
2001, providing a 150 per cent Corporation Tax relief for the costs of decontamination. 
Kate Barker’s 2004 Review of Housing Supply recommended that the relief should be extended 
to long-term derelict land, as long as the extra public money levered into the market would 
encourage genuine new investment in brownfield remediation, and not simply subsidise 
development that would take place anyway. 

Options and consultation 
The Government published a Consultation Impact Assessment of Land Remediation Relief at 
Budget 2007. Six options were considered at that time, which was put out for consultation. The 
Response to Consultation was published in December 2007. It was announced at Budget 2008 
that the Government had decided to go forward with option 2 to extend Land Remediation Relief 
to long-term derelict land.
The option to extend Land Remediation Relief to include certain costs of clearing long-term 
derelict land is preferred over the option to do nothing, as it will provide support for companies 
to clear and develop these sites, so bringing them back into productive use. This is in line with 
Government aims to maintain a high proportion of development on brownfield sites and 
ambitions to increase housing supply. 
In addition, an option to end the exemption from landfill tax for waste from clearing 
contaminated land was also accepted and is the subject of a separate Impact Assessment 
published on 23 September 2008. http://www.hmrc.gov.uk/ria/sub-order-annxc.pdf
Consultations with stakeholders also suggested that
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more and better publicity for the relief was needed as many corporations carrying out land 
remediation work were not aware of their right to claim the relief; and 
more detailed guidance on the types of costs that qualified for the relief was also needed. 

The Government is also amending the existing regime to align the qualifying conditions more 
closely with the work that is done to obtain planning consent. The intention is that, as often as 
possible, companies will be able to tell whether they will qualify for the relief at the time they 
submit the planning application. This would mean that the relief is more likely to influence 
decisions as to which land to re-develop.
It is hoped that increased publicity will encourage more businesses to consider developing long-
term derelict land to meet our needs for land rather than looking to develop on greenfield sites 
where land may be more expensive but does not require any work prior to development. 
Greenfield land includes sites which have not previously been developed, in contrast with 
brownfield land. The full definition of “brownfield” may be read via this hyperlink. 
http://www.communities.gov.uk/documents/planningandbuilding/pdf/planningpolicystatement3.p
df) As land remediation is a niche market, publicity will be targeted through key stakeholders 
such as other Government departments, local authorities and industry bodies who have 
expressed a willingness to cascade information via planning and property development web 
sites. There have already been a number of articles in property and remediation magazines, 
although no formal press release has been issued. 
The extension of Land Remediation Relief under the preferred option is estimated to cost the 
Exchequer around £30-£40 million a year over the next 5 – 10 years 
Businesses affected 
The changes are likely to affect companies carrying out development on contaminated and 
long-term derelict land. Around 1,000 companies claimed Land Remediation Relief in 2005-06 
(the latest year for which data is broadly complete) and the same companies will most probably 
be involved in clearing and developing long-term derelict sites as well. Therefore, it is assumed 
that up to around 1,000 companies will be affected by the changes to Land Remediation Relief. 

Estimated benefits 
Government help through the tax system will be targeted more closely on developers allowing 
funds to be recycled into hard to remediate sites. It should encourage development on 
brownfield land, and so support Government housing ambitions for England through the 
National Brownfield Strategy and similar programmes in Scotland, Wales and Northern Ireland. 
It is not possible to quantify these wider benefits with any degree of certainty. 

Estimated costs 
Administrative Burdens 
HMRC is subject to quantified targets to reduce one aspect of compliance costs in particular; 
the administrative burden on business of disclosing information to HMRC or to third parties. This 
burden is assessed through the ‘Standard Cost Model’, an activity-based costing model which 
identifies what activities a business has to do to comply with HMRC’s obligations, and which 
estimates the cost of these activities, including agent fees and software costs. 
The extension of Land Remediation Relief to long-term derelict land was designed with the 
intention that companies are able to use existing databases to substantiate their claims, as far 
as possible. In particular, the changes are designed to enable companies to use the work that 
they already have to carry out as part of the planning process to substantiate their claims. The 
intention is to minimise any additional burden of claiming relief. 
As companies claiming relief in relation to long-term derelict land will do so as part of their 
existing Land Remediation Relief claims, the additional burden will be relatively small. Therefore,
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it is assumed that a company will spend an extra half hour on average to claim support. At an 
hourly wage of £25 (from the Standard Cost Model at 2005 prices), this gives an average 
additional burden of £12.50 per company. This average cost is expected to be higher where a 
company uses an agent to make the claim and it is assumed that the average cost is double 
that of companies not using an agent. 
Three-quarters of the 1,000 companies estimated to be affected are assumed not to use 
external agents, suggesting a total additional burden of around £9,000. The remaining quarter 
of companies affected are assumed to use an agent, suggesting a total additional burden of 
around £6,000. Overall, this suggests a total ongoing additional burden of around £15,000 each 
year at 2005 prices, which converts to an annual burden of around £17,000 at current prices. 
Wider Compliance Costs 
All of the 1,000 companies will need to familiarise themselves with the extension of Land 
Remediation Relief to long-term derelict land. Companies are assumed to need half an hour on 
average to familiarise themselves with the changes, which, at an hourly wage of £27.50, gives a 
total one-off cost of around £15,000 (at current prices). External advisors and accountants may 
also require some familiarisation with the changes, but it is assumed that this cost will be 
passed onto companies in some form and so is not explicitly identified. 
Impact on HMRC 
The impact on operational costs for HMRC is expected to be negligible. 
Total estimated costs 
Overall, the changes are estimated to involve a one-off familiarisation cost of around £15,000, 
plus ongoing costs of around £17,000 a year (at current prices). Over a five-year period, the 
total estimated cost is £100,000, representing an average annual cost of around £20,000 (at 
current prices). In net present value terms (assuming a 3.5% discount rate), the estimated total 
cost converts to around £90,000 over five years, representing an average cost of around 
£18,000 a year (at current prices). 

Implementation plan, monitoring and evaluation 
These changes will be implemented for Budget 2009. Secondary legislation will also be 
published at the same time. HMRC will conduct a post-implementation review within 3-5 years 
of introduction. 

Specific Impact Tests 
Competition Assessment 
This change is not expected to have any adverse impacts on competition, as it should not: 

directly limit the number or range of suppliers; 
indirectly limit the number or range of suppliers; 
limit the ability of suppliers to compete1; nor 
reduce suppliers' incentives to compete vigorously. 

Indeed, the extension to Land Remediation Relief may promote competition by attracting new 
suppliers into the market. 

1 A small number of suppliers for Japanese Knotweed remediation who have previously offered removal to landfill may be 
disadvantaged. However, most are moving away from this method as there are increased restrictions and costs on landfill, and 
as a result are moving into other methods which will benefit from LRR. 
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Small Firms Impact Test 
Although the changes are likely to impact on small companies, they are not expected to be 
disproportionately affected. Indeed, excluding small companies from this relief would 
disadvantage them more than allowing them to claim, as they would be unable to claim tax relief 
for renovating long-term derelict land that would be available to larger companies. 
Nothing specific was raised at the time of consultation on small businesses. The Federation of 
Small Businesses and the British Retail Association did not respond. The National Farmers’ 
Union broadly supported the proposals. None of the small consultancy firms or remediation 
firms made mention of any particular issues for small businesses. 
Legal Aid 
LRR is part of the Corporation Tax regime affecting land; it is not introducing criminal sanctions 
or civil penalties, so there are no Legal Aid implications.

Sustainable Development Test 
This change is expected to contribute to Government’s commitment to sustainable development, 
which consists of five principles: 

living within environmental limits;
ensuring a strong, healthy and just society;
achieving a sustainable economy;  
promoting good governance; and 
using sound science responsibly. 

Sustainable development is about making economic, social and environmental progress in a 
holistic way, so that we achieve “development that meets the needs of the present without 
compromising the ability of future generations to meet their own needs”. 
This reform is particularly focused on this commitment as it is focusing on the long-term benefits 
of utilising long-term derelict land rather than greenfield sites; by concentrating on the broader 
global perspective rather than the immediate impacts.
Including the remediation of long-term derelict land in the relief will mean that more brownfield 
areas are redeveloped for building rather than using greenfield areas. This option, which might 
not always have been cost effective without the relief, should benefit the environment and 
society as a whole. 
Carbon Assessment 
LRR aims to encourage the re-use of previously developed land (brownfield land) as part of the 
Government’s drive for sustainable development. Long-term derelict land and land 
contaminated with Japanese Knotweed are already being re-developed or treated outside of the 
relief system by Regional Development Agencies (RDAs), local authorities and others. The 
changes in the relief aim to encourage greater use of these types of site by corporate 
businesses. There should be no increase in carbon usage to develop these sites over that used 
already in the construction industry. 
Other Environment 
The disposal of waste from contaminated land and from long-term derelict land is already 
regulated by a number of bodies depending on the substance. For example, the Environmental 
Agency already gives guidance on the management of Japanese Knotweed and the use of 
herbicides to eradicate it.
 http://www.environment-agency.gov.uk/homeandleisure/wildlife/ 
Health Impact Assessment 
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The disposal of waste from contaminated land and from long-term derelict land is already 
regulated by a number of bodies, depending on the substance involved. For example, the 
Health and Safety Executive already gives guidance on the safe handling of asbestos. 
http://www.hse.gov.uk/asbestos/essentials/

Gender, race and disability tests 
These changes affect a relief in the Corporate Tax system; it has no impact on individuals, and 
so there is no impact on gender, race and/or disability. 
See Annex. 
Human Rights 
As LRR is part of the Corporation Tax regime, it does not impact on the human rights of 
individuals. 
Rural proofing 
This measure was analysed by the Commission for Rural Communities who said: 
“This relief is welcomed and should help encourage the development of sites, which have been 
derelict since 31 March 1998, regardless of location (subject to certain qualifying criteria). 
However, this relief is currently limited to companies only.” 
The National Farmers’ Union broadly supported the proposals, as did the Campaign to Protect 
Rural England. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes no

Disability Equality Yes no

Gender Equality Yes no

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options
Department /Agency:
HM Revenue and Customs

Title:
Impact Assessment of changes to rules on loan 
relationships

Stage: Final Version: 1 Date: 20 April 2009 

Related Publications: HM Revenue and Customs Consultation Document 'Changes to corporation tax 
rules on late payments of interest between connected companies'

Available to view or download at:
Changes to Rules of Late Payments of Interest between Connected Companies

Contact for enquiries: Tony Sadler Telephone: 020 7147 2608

What is the problem under consideration? Why is government intervention necessary?
Recent decisions of the European Court of Justice have raised the question of whether one of the 
current corporation tax rules on interest payments between connected companies is compatible with 
principles of European law which guarantee non-discrimination. A consultation exercise on options for 
changing the rule was carried out in July 2008.

What are the policy objectives and the intended effects?
- To amend the current rule in such a way that it is compatible with European law.
- To prevent tax avoidance arising from payments of interest between connected companies.
- To ensure, as far as possible, minimal impact upon Exchequer receipts for the Government and tax 
liabilities and administrative burden for companies.

 What policy options have been considered? Please justify any preferred option.
Two options were proposed in a consultation document published in July 2008. 
- To deny a deduction to a UK company for late interest paid to a connected creditor company where 
the creditor is within UK tax rules, in the same way that currently applies to interest paid by a UK 
company to a connected creditor company that is not within the UK corporation tax rules.
- To repeal the current rule and replace it with an anti-avoidance measure.
The consultation indicated that legislation based broadly on the second option would result in less 
impact on most companies, although respondents argued that the anti-avoidance rule would be 
difficult to apply and was unnecessary in the light of existing and proposed anti-avoidance measures.
The Government has decided not to introduce an anti-avoidance rule, but if the relaxation of the late 
interest rule is abused, an anti-avoidance provision will be introduced in a future Finance Bill.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The impact of the changes to the legislation will be monitored over the next 3-5 years.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it representsa fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs.

Signed by the responsible Minister:
Date: 20 April 2009
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Summary: Analysis & Evidence
Policy Option: Description: Disapply the current rule for most companies

ANNUAL COSTS

One-off (Transition) Yrs

£ negligible

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ Fewer companies will be required to make 
computational adjustments. There will be a one-off cost of 
familiarisation with the new rule.  Overall the change will not have 
a significant impact on administrative costs for companies. 

£ negligible Total Cost (PV) £ negligibleC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ None.

ANNUAL BENEFITS

One-off Yrs

£ negligible
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ The option will remove uncertainty over the 
current legal position and make compliance with tax rules clearer 
where there are late payments of interest between connected 
companies.

£ negligible Total Benefit (PV) £ negligibleB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ None.

Key Assumptions/Sensitivities/Risks 1. That the compliance cost of the amended rule will be very 
similar to that of the current rule. 2. That this option is not expected to have a significant effect on 
companies’ tax costs.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ negligible

What is the geographic coverage of the policy/option? UK wide
On what date will the policy be implemented? April 2009
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ 0
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ n/a
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
Neg

Small
 Neg

Medium
Neg

Large
Neg

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ nil Decrease of £ nil Net Impact £ nil
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets)

Introduction

1. The corporation tax rules on loan relationships are set out in Chapter 2 Part 4 Finance Act (FA) 
1996.  These rules govern the taxation of interest and other amounts paid and received by 
companies in relation to loans and other forms of corporate debt. The legislation is in the course 
of being rewritten in Part 5 of the Corporation Tax Bill 2009.  Full guidance on the loan 
relationships rules can be found in HM Revenue and Customs Corporate Finance Manual.  See 
CFM500 - Corporate Finance home page.

2. The loan relationships rules apply to all companies, regardless of whether they are small, 
medium or large enterprises.  Any change to these rules may, therefore, affect all companies
within the charge to corporation tax. The rules apply only for the purposes of corporation tax and 
do not apply to unincorporated businesses.

3. The basic principle of these rules is that for tax purposes a company’s profit or loss from its loan 
relationships is that computed from the ‘credits’ and ‘debits’ which, in accordance with generally 
accepted accounting practice, are recognised in the company’s accounts.  Generally accepted 
accounting practice is, for both the creditor and the debtor company, to recognise accrued 
amounts, regardless of when those amounts are paid.  In most cases, therefore, the loan 
relationships rules achieve symmetry between the taxation of interest payable and receivable 
between companies.  A debtor company gets a tax deduction for interest or other payments 
recognised in its accounts in respect of a loan, and the creditor company is taxed on the 
corresponding amounts recognised in its accounts. 

4. However, where debts are between connected parties, the tax treatment departs from the normal 
‘follow the accounts’ principle found in the loan relationships rules.  One such connected party 
provision denies a tax deduction in the debtor company for interest paid late (‘the late interest 
rule’).

5. This rule is currently set out in paragraph 2 of Schedule 9 FA 1996, which applies in a number of 
cases, where interest payable by a debtor company to a connected creditor is not paid within 12 
months of the end of the accounting period in which it accrues, and is not brought into account by 
the creditor under the loan relationships rules. In such a case, the debtor company is allowed a 
deduction for the interest only when it is paid (a ‘paid basis’).  The rule addresses the asymmetry 
which may arise where a debtor is allowed a tax deduction for interest accrued, but the creditor is 
taxable only on receipt.

6. One of the cases in which the late interest rule operates is where the connected creditor is a 
company that is not within the UK’s loan relationships rules.  This affects a relatively small
number of companies which are debtor companies within the loan relationships rules, and which 
have not paid interest accruing in the accounts, where the connected creditor company is not 
resident in the UK.

7. Recent decisions of the European Court of Justice have raised the question of whether the rule 
as it stands may constitute a restriction of European Community Treaty freedoms, because it in 
effect discriminates against borrowing from non-UK resident company.  Whilst the correct legal 
position is debatable, the Government has decided to put the matter beyond doubt by amending 
the law.

Options for change

8. Two main options for amending the late interest rule were set out in a consultation document 
issued in July 2008.  These options were as follows.
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i. To apply the late interest rule to all UK to UK loans between connected companies, 
denying a deduction in such cases regardless of whether the latter brings in credits under 
the loan relationships rules.

ii. To repeal relevant parts of the late interest rule and address the issue of asymmetry 
between connected debtor and creditor companies where there is late-paid interest by an 
anti-avoidance rule. 

9. Other options such as denying a UK debtor company a deduction for late interest payable to a 
connected foreign creditor company only where the foreign company is not taxable in its home 
state on a basis that is equivalent to the loan relationships rules, or taxing the interest receivable 
by a connected creditor company only on receipt, were also referred to in the consultation 
document.  However, these options were not considered to be practical, or might not fully 
address the issue of the compatibility of the current rule with European law.

10. Thirty responses were received to the consultation.  The majority of respondents were opposed 
to Option A (to apply the rule in UK-UK cases as well as those where the creditor is not taxed 
under the loan relationships rules).  Arguments against the option were that it would present 
administrative difficulties for groups with centralised banking arrangements, would require carve-
outs in a number of cases, and was inconsistent with the key principles of the loan relationships 
regime.

11. Option B was the preferred option for most respondents with UK-UK intra-group loans, but many 
were opposed to the proposal for an anti-avoidance rule. Some respondents, mainly those in 
groups with inward loans from foreign parent companies, argued for an election to allow 
companies to opt for a paid basis.

12. Respondents and other interested parties were invited to a meeting to discuss the options in 
November 2008, and comments made at this meeting were taken into account in developing draft 
legislation.

Draft legislation

13. In the light of the responses to the consultation, draft legislation was issued in December 2008. 
The draft legislation broadly followed the approach in option B, by disapplying the late interest 
rule where a debtor company is ‘connected’ (within the terms of the loan relationships legislation) 
with the creditor company, or both are ‘major interest’ companies, except where the creditor is 
located in a ‘non-qualifying territory’ (essentially, a tax haven), or where an anti-avoidance rule 
applies.  This disapplication of the legislation was extended to cases where the creditor company 
is a close company that is also a connected or ‘major interest’ company, and to cases where 
deeply discounted securities are issued between connected companies.

14. Comments were invited on the draft legislation. Respondents argued that the anti-avoidance rule
would be difficult to apply and was unnecessary in the light of existing and proposed anti-
avoidance measures. The Government has decided not to introduce an anti-avoidance rule, but if
the relaxation of the rule is abused, an anti-avoidance rule will be introduced in a future Finance 
Bill.

15. Respondents also sought the extension of the disapplication of the late interest rule to cases in 
which the connected creditor is a company that is a close company participator and to cases in 
which deeply discounted securities are issued to a company that is a close company participator, 
which is reflected in the draft legislation. 

Impact on companies within the loan relationships rules

16. The loan relationships rules apply to all companies within the scope of corporation tax in the UK 
(around 2 million), but only the minority of these are within groups or are otherwise likely to be 
affected by special rules on connected parties.  The most significant compliance costs from this 
legislation will fall on fewer than 1000-2000 large groups, and it is estimated that fewer than 1000 
companies would be affected by any change to the current rules.
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17. The proposed amendment to the legislation involves minor changes to the loan relationships 
rules, with which all companies are required to comply in preparing their corporation tax 
computations. Fewer companies will need to make computational adjustments under the 
amended late interest rule.  In cases where the creditor is a connected company, or a ‘major 
interest’ company, or a company that is a participator in a close company, interest will be 
allowable on the normal loan relationships accrual basis except where the creditor is located in a 
‘non-qualifying territory’ (a tax haven), in which case it will be allowable (as now) on a paid basis.
For most companies this will represent a modest reduction in the cost of compliance.

18. There will be a negligible one-off compliance cost arising from familiarisation with the amended 
rules, but this will not be significant in terms of the overall impact of annual changes to tax 
legislation.  The amendment to the legislation will provide for an election to permit the paid basis 
for a period after the changes, to allow companies time to adjust to the new rule.

Impact on small firms

19. The loan relationships rules do not apply to unincorporated businesses and there will be no 
impact on such firms from any change to these rules.

20. Any change to the corporation tax rules on loan relationships will have a potential impact on all 
companies, although overall the impact is expected to be small; small companies are unlikely to 
be disproportionately affected.  Small companies are less likely than medium or large companies 
to be part of a group of companies or otherwise be connected within the loan relationships rules, 
and as such any change to the rules is less likely to have an impact upon them.

Competition Assessment

21. There is unlikely to be any difference in impact on particular companies or sectors of the 
economy from changes to the tax rules on late payments of interest between connected 
companies, and no competition issues arise.

Legal Aid

22. The proposals for amending the late interest rule affect only companies and will have no impact 
on Legal Aid.

Sustainable Development, Carbon Assessment, Other Environment, Health Impact 
Assessment

23. The proposals for amending the late interest rule affect only the computation of corporation tax 
liabilities of companies and will have no impact, either positive or negative, on either the 
environment or public health.

Race Equality, Disability Equality, Gender Equality, Human Rights Equality

24. The proposals for amending the late interest rule affect only the computation of corporation tax 
liabilities of companies and will have no impact on race, disability, gender or Human Rights 
equality.

Rural proofing

25. The proposals for amending the late interest rule affect only the computation of corporation tax 
liabilities of companies and will neither impact on nor be impacted on by rural proofing.
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury 

Title:
Modernising tax relief for business expenditure on cars 

Stage: Implementation Version: 2.0 Date: March 2009

Related Publications: Modernising tax relief for business expenditure on cars: a technical note 
http://www.hm-treasury.gov.uk/taxrelief_cars_technote.htm
Available to view or download at: 
http://www.hmrc.gov.uk/ria/index.htm 

Contact for enquiries: Roze Ahmad Telephone: 0207 270 5000

What is the problem under consideration? Why is government intervention necessary? 
Businesses currently face restrictions on the extent to which they are allowed to claim capital 
allowances for expenditure on buying cars costing more than £12,000.  There is an associated 
disallowance on the cost of leasing cars costing more than £12,000 that can be off set against profits 
when calculating tax liability. These rules have been identified by business as an area that would 
benefit from reform. Following a consultation in 2006 and an update in 2007 the Government 
announced at Budget 2008 its intention to reform the exisiting rules by moving to a CO2 emissions 
based regime.

What are the policy objectives and the intended effects? 
The aim of the reform is to modernise the existing rules that relate to tax relief for business 
expenditure on cars in a way that reduces compliance costs while ensuring consistency with the 
Government's wider objectives on the environment and public finances. This measure is one of a 
wider package of measures that have been introduced to provide a framework of tax incentives to 
promote the switch to cars with lower carbon dioxide emissions.      

What policy options have been considered? Please justify any preferred option. 
The following options have been considered and consulted on since 2006. 
1. Do nothing.  2. Replace the existing rules with new legislation based on CO2 emissions.   
3. Straight abolition. 
4. Place expenditure on cars in a new capital allowance pool, with a lower writing-down allowance 
than that of the general plant and machinery pool.   
Option 2 is being introduced because it is the only option that meets the objectives for reducing 
compliance costs in a way that is consistent with wider policy objectives.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The Government will review the compliance cost impact of the measure after the end 
of the transitional period 5 April 2014. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister:  

                      Date: 15/03/09       
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Summary: Analysis & Evidence 
Policy Option:  2 Description:  Replace existing rules with new legislation based on CO2 

emissions

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ The cost to business of complying with the new 
arrangements will, generally, be minimal. However, daily hire 
businesses and certain taxi operators will become subject to the 
new capital allowance and lease rental restriction (LRR) regimes.  
The admin burden of this is estimated to be between £50k- £400K.   

£ Max £400k Total Cost (PV) £ 1.9mC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ All businesses affected by the 
measure will experience decreased cash flow as a result of full balancing adjustments no longer 
being generated on outstanding depreciation at the time of disposal of the car.  Instead these 
outstanding balances will be fully relieved over time at 10% or 20% on a reducing balance basis.    

ANNUAL BENEFITS 

One-off Yrs

£

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Businesses operating cars (which are not subject 
to the private use adjustment) will benefit from no longer having to 
maintain single asset pools for cars costing over £12,000.  
Expenditure will be allocated to one of two general pools.  Those 
businesses that lease / hire cars will benefit from a simplified flat 
rate LRR.

£ 8m Total Benefit (PV) £ 37.4mB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  While it is difficult to measure, this 
option is designed to complement measures aimed at encouraging the purchasing of cars with 
lower CO2 emissions in order to benefit the environment.  

Key Assumptions/Sensitivities/Risks This option assumes manufacturers will continue to make 
advances in technology to introduce fuel-efficient cars and businesses take a more positive attitude 
towards using low-emission cars. Estimated Exchequer yield of around £55m in 09/10 with a total 
impact of £485m over the next five years.    

Price Base 
Year

Time Period 
Years 5

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ 35.5m

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? April 2009 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0      
Does enforcement comply with Hampton principles? Yes/No
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £  See Annex 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small Medium
     

Large

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 50-350k Decrease of £ 7.25m Net Impact £ 6.9 - £7.2m      
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

THE CURRENT RULES FOR BUSINESS EXPENDITURE ON CARS 

Capital allowances allow the cost of acquisition of capital assets to be written off against a 
business’ taxable profits. As such, they take the place of depreciation in the commercial 
accounts, which is not allowed for tax. There are special rules for calculating the tax relief 
available for business expenditure on cars and also for determining the amount of expenditure 
incurred on leasing cars that can be charged against profits. 

For capital allowances, the rules for cars that cost more than £12,000 are: 

the car is not included in the general plant and machinery pool but accounted for 
separately in a single asset pool

writing down allowances are restricted to a maximum annual amount of £3,000. 

When an asset that has been dealt with in a single asset pool is disposed of, the pool ceases 
and a balancing adjustment (charge or allowance) is made. This brings the total allowances 
given during the period of ownership of the asset into line with the actual depreciation suffered 
on the asset over that period. 

The £12,000 threshold has not been changed since 1992 and therefore applies to a significant 
proportion of all business cars – currently estimated to be more than 50%.  Qualifying hire 
cars1are exempt from the existing rules and are therefore accounted for in the general plant and 
machinery pool, regardless of cost.  Cars with emissions of 110g/km or below qualify for 100 
per cent first year allowance and are exempted from these rules regardless of their cost. The 
administrative burden for cars that are used partly for non-business purposes will not be 
affected by these reforms.  This is assumed to be the case for cars owned by the majority of the 
smallest businesses. 

An example of the tax calculations for a car costing £20,000 that is sold after four years for 
£9,000 is shown in the table below.
Illustrative example of capital allowance (CA) restrictions

WDV2

b/f
Purchases Disposals CA WDV 

c/f
Tax

implications3

Year 1 0 20,000 0 3,000 17,000 -840

Year 2 17,000 0 0 3,000 14,000 -840

Year 3 14,000 0 0 3,000 11,000 -840

Year 4 11,000 0 9,000 2,0002 0 -560 

1 These include certain taxis, Daily Hire cars, and Cars leased to the disabled. 
2 Written Down Value (WDV) 
3 based on a tax rate of 28%. For unincorporated businesses and companies not subject to the full CT rate, this will 
not apply.
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For the lease rental restriction

Under the current rules for taxation of business expenditure on cars there is also a restriction on 
the amount of expenditure incurred on the hire of a car that is deductible in computing taxable 
profits (the lease rental restriction (LRR)). Ordinarily leasing costs can be deducted in full. 
However, in the case of cars costing more than £12,000, a formula restricts the amount that can 
be claimed. This restriction is a permanent disallowance and is currently applied to every lessee 
in a chain of leases.  It was introduced to prevent businesses circumventing the restriction on 
the capital allowance rules by hiring rather than buying their motor vehicles.

BACKGROUND TO INTERVENTION
Over the years the Government has received representations from business that the present 
system is in need of reform.  This has been mainly on the grounds that the current rules impose 
a compliance burden because of the need to maintain a single asset pool for each car costing 
over £12,000.  For owners of large fleets this can result in a particular burden as cars tracked 
separately in this way can number hundreds.

Another reason put forward by business for the change is that the current regime is outdated 
because the cost threshold for the single asset pool treatment has not been updated for many 
years. Some businesses suggest that, at the very least, the threshold needs to be raised in 
order to bring the rules back into line with the policy intention when they were first introduced, 
which was to restrict allowances for luxury cars.  This option was considered, but rejected 
because it was not in line with Government’s wider objectives.

CONSULTATION AT BUDGET 2006
At Budget 2006 the Government launched a formal consultation on modernising tax relief for 
business expenditure on cars.  In particular it set out a number of options, and specifically 
sought views on a preferred option.
The following options in bold were set out in “Modernising tax relief for business expenditure on 
cars”4:

1. Do nothing. 

2. Treatment of expenditure on cars in a new pool alongside a range of first-year 
allowances based on CO2 emissions. 
(Preferred option) 

3. Straight abolition. It was considered, however, that this option would run counter 
to the Government’s environmental objectives.

4. Treatment of expenditure on cars in a new capital allowance pool for cars, with a 
lower writing-down allowance than that of the general plant and machinery pool. It 
was pointed out, however, that this option would be inconsistent with the 
Government’s environmental and fiscal objectives. 

Following the consultation the Government published an update in Budget 2007, which sought 
further comments on a refinement of its preferred option.  A summary of responses to both the 
original consultation, and the update, was published in October 2007. 

4 http:www.hm-treasury.gov.uk.budget/budget06/other documents/bud bud06 cars.cfm 
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The refined option was to: 

place cars with CO2 emissions not exceeding 165g/km in the general plant and 
machinery pool 

introduce a new pool, with a lower writing-down allowance than that of the general 
plant and machinery pool, for cars with CO2 emissions above 165 g/km. 

BUDGET 2008

Budget 2008 announced the Government’s proposals following the consultation, and stated that 
with effect from 1 April 2009 for corporation tax purposes (6 April 2009 for income tax) the 
capital allowance treatment of all cars will be reformed. Expenditure on cars with CO2 emissions 
above 160g/km will attract 10 per cent Writing Down Allowance (WDA) and expenditure on cars 
with CO2 emissions of 160g/km or below (but above 110 g/km) will attract 20 per cent WDA.
The Government also announced its intention that, subject to State aid approval, cars leased to 
those in receipt of certain disability allowances will be placed in the 20 per cent main pool, 
regardless of their CO2 performance.
The rules, which disallow a proportion of car lease rental payments, will be reformed in line with 
the new capital allowances rules. The new disallowance will be 15 per cent of the relevant 
payments, applied to cars with emissions above 160g/km. The Government also announced 
that it was considering the option of applying the disallowance only to the final business user in 
a chain of leases. 
Having considered all the options for reforming the rules for business expenditure on cars in the 
light of its policy objectives, the Government believes that the "do nothing" option would not be 
appropriate. Option 2 is, in the Government’s opinion, the best option. A Technical Note with 
draft legislation, explanatory notes and an Impact Assessment was published on 8 December 
2009 to allow interested parties to make technical comments. The period for comment ended on 
27 February 2009. A summary of responses can be found in Annex 2. 

THE NEW RULES FOR TAX RELIEF FOR BUSINESS EXPENDITURE ON CARS

With effect from 1 or 6 April 2009 the current rules will be abolished and replaced with the 
following.

Qualifying expenditure on all cars with CO2 emissions above 110 g/km but not 
exceeding 160g/km will be placed in the main plant and machinery pool and attract 20 
per cent WDA on a reducing balance basis. 

Qualifying expenditure on cars with CO2 emissions greater than 160g/km will be 
placed in the special rate plant and machinery pool and attract 10 per cent WDA on a 
reducing balance basis. 

The lease rental restriction (LRR) will only apply to leases commencing after 1 April 
2009 (6 April for Income Tax purposes) for cars with CO2 emissions over 160g/km 
and will be applied at the flat rate of 15%.  Further, it will only be applied to one lessee 
in a chain of leases. 
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The new rules represent a simplification.

 They replace the requirement for businesses to maintain single asset pools 
(except where there is non-business use of the car) for cars costing over £12,000 
by utilising two existing plant and machinery pools, the main (20 per cent) pool 
and the special rate (10 per cent) pool.
The LRR is simplified by replacing the formula with a flat rate 15 per cent 
disallowance. The disallowance will only be applied to one lessee in a chain of 
leases.

Transitional Arrangements
The current rules will continue to apply for expenditure incurred before 1 April 2009 (for 
Corporation Tax) or 6 April 2009 (for Income Tax) for a period of five years; any balance of 
unrelieved expenditure will then be transferred to the main (20 per cent) plant and machinery 
pool. However expenditure on cars that is dealt with in single asset pools due to the need to 
make “private use adjustments” will remain in single asset pools until the car is disposed of. The 
existing LRR rules will continue to apply to leases that commenced before 1 or 6 April 2009 until 
the expiry of the lease.

As the majority of business cars are owned by larger businesses and are disposed of within 36-
48 months of acquisition, the number of cars that will still be held after five years by these 
businesses is expected to be small.  

ASSESSMENT OF POTENTIAL IMPACTS OF OPTION 2- REPLACING EXISTING RULES 
WITH NEW LEGISLATION BASED ON CO2 EMISSIONS

Population of Vehicles

HMRC receive annual sales data for new cars which shows the number of car sales to 
businesses by the specification of the model, fuel type, engine size, transmission type, number 
of doors, body type, drive (4 or 2 wheel), list price, mpg, CO2 emissions g/km, discount price 
and estimates of the residual values of the vehicles after years 2 to 5.

As at December 2008 it is estimated that there were approximately 3 million cars in business 
use – this includes hire cars, cars provided to employees as part of their remuneration package, 
and those registered to proprietors of unincorporated businesses.  Approximately 1.4 million 
new cars are sold to businesses within the UK each year. The latest currently available data 
covers sales to 2007.

Economic Impact

The new policy will potentially impact on all business sectors that purchase or hire cars. The 
economic benefits come from reducing the administration burden of complying with the existing 
rules.

Small Business 

In calculating the impact on businesses it is assumed that the majority of the smallest 
unincorporated businesses will have some private usage of their business vehicles. As such, 
these businesses will still be required to track expenditure on these vehicles in single asset 
pools, and it has been assumed they will not experience any reduction in admin burden as a 
result of the measure.
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Qualifying Hire Cars

At present, expenditure on qualifying hire cars (covering daily hire cars, cars leased to the 
disabled and taxis other than black cabs) is accounted for in the general plant and machinery 
pool, regardless of their cost. However, under the new rules, these will be subject to the CO2
emissions-based regime, and be accounted for in one of the two plant and machinery pools.  
Expenditure on these cars is already dealt with in the general pool so currently there are no 
balancing adjustments on disposal. It is expected that most of the businesses affected will be 
large, and many of them will already be operating 10 per cent capital allowance pools for assets 
other than cars.  As such the administration cost of having to record some cars in the 10 per 
cent pool rather than the 20 per cent pool (the current state of play) is considered to be 
negligible.  There is likely to be a marginal admin increase in costs for certain large businesses 
that will need to carry out some minor modifications to accounting systems in order to record 
their CO2 emissions. The businesses most likely to be affected are those in the daily hire sector, 
and the incremental cost has been factored in to the admin burden calculations. 
Cars costing less than £12,000

The new rules are based on CO2 emissions, not cost, and it is estimated that some 280,000 
cars that cost less than £12,000 have CO2 emissions exceeding 160g/km.  In future if a 
business incurs qualifying expenditure on such cars the expenditure will be allocated to the 
special rate pool because of their CO2 emissions.  For smaller businesses that may not, in the 
normal course of events, operate a special rate pool, this could result in their having to maintain 
two capital allowance pools for the first time.

Cars subject to LRR

The reform of the lease rental restriction will give an admin burden saving for businesses 
leasing cars that were previously subject to the old rules, as the restriction will only apply to one 
lessee in a chain of leases. The flat rate of 15 per cent will also mean that a lessee will no 
longer need to know the retail price when leasing a car but will now only need to identify a car’s 
CO2 emissions.

The restriction has been retained to prevent business circumventing the lower rate of WDAs for 
cars with higher CO2 emissions by leasing from overseas lessors (who may enjoy more 
generous capital allowances (for these cars) than are available in the UK).  A flat rate 
disallowance of 15 per cent will be more favourable to lessees of more expensive cars than the 
previous rules. It is estimated that the admin burden savings arising from the flat rate 
disallowance as compared to the previous formula will be considerable.  

Qualifying hire cars: certain taxis, Daily Hire cars and Cars leased to the disabled

The cars leased or rented across these sectors were previously exempt from the expensive car 
rules. Expenditure on these cars was pooled in the main plant and machinery pool regardless of 
the cost. Under the new rules expenditure on cars emitting CO2 over 160g/km will be dealt with 
in the special rate (10 per cent) pool and high-emission leased cars subject to the 15 per cent 
flat-rate disallowance. 

At Budget 2008 the Government indicated its intention to provide special treatment for cars 
leased to the disabled (subject to State aid approval); this remains the Government’s intention. 
However this has been deferred for the present time. The impact of this deferral is included as a 
small part of the Exchequer impact of the wider measures set out below.
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Environmental Impact– carbon assessment

Although the CO2 savings attributed to this policy are difficult to estimate separately, the 
Government expect some behavioural effects to result from linking the tax treatments to CO2
emissions. As VED and Company Car Tax are also emissions-based tax regimes there should 
be a behavioral shift towards the purchase of cars with lower levels of emissions resulting from 
the combined incentive effect of all the measures. 

In addition to direct Government intervention, reductions in CO2 emissions by cars are believed 
to have been influenced by a variety of other factors including increased consumer awareness 
of environmental concerns, expectations of a more volatile fuel price and increased penetration 
of diesel powered cars as a share of the car stock brought about by new better performing 
engine technology. 

It should be noted that analysis has indicated that for the majority of high emission (particularly 
petrol) engine cars, there are near equivalent lower emission models of a similar price and 
specification (most often available from the same manufacturer) e.g. a diesel equivalent model. 
It is expected that the new rules may act (in conjunction with other factors) to influence some 
businesses to switch to lower-emission equivalent diesel models.

Estimates of effects on administrative burdens
Overall, the annual admin burden savings including the simplification of the lease rental 
restriction (when the measure becomes fully effective) are estimated to be around £8 million. 
This has been calculated using the Standard Cost Model fixed at 2005 prices up rated to reflect 
2008 prices (see Annex for analysis of the administrative burden). This estimate was derived 
by comparing the estimated admin burdens for businesses that will be subject to the new rules 
with the admin burdens of continuing with the existing arrangements. In total it is estimated that 
the overall admin burden should fall almost 30% of the baseline.  As the car hire sector is 
dominated by large operators the overall cost to them of the new regime is estimated at 
between £50,000 and £400,000 p.a. with the cost likely to lie towards the lower end of this 
banding.
Estimates of effects on HMRC staff costs
There will be no increase in HMRC administrative costs in ensuring compliance with the new 
legislation, as compared to the old. HMRC will need to develop guidance for compliance staff 
and business to enable them to fully understand the new rules. However, these will be minor 
costs and hence are not monetised. 
Exchequer Impact 

The estimated Exchequer impact of this reform has been updated since PBR to reflect the 
legislative changes necessary to achieve the policy objective following the December 2008 
consultation on the draft legislation.  The costing assumes that the measure will be effective 
from April 2009. The cost to businesses in the table below includes the impact of qualifying hire 
cars, which will now be included in the rule changes (all figures are £’s million). 

Year 08/09 09/10 10/11 11/12 12/13 5 yr total 
Exchequer Impact 

(£m)
0 +55 +105 +115 +210 +485

Although business will be able to receive tax relief for all their expenditure under the new 
arrangements, it will accrue more slowly than hitherto because balancing adjustments will no 
longer be made on disposal of cars where expenditure was allocated to single asset pools 
under the current rules.
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Transitional Arrangements
The administrative costs of moving to the new arrangements are expected to be negligible. 
Where businesses maintain both main and special rate pools, the cost of changing systems to 
track expenditure on high emission cars in the special rate pool is expected to be negligible. 
In the main, any transitional cost could fall on smaller businesses that do not operate a special 
rate pool and do not have any non-business use of their vehicles. It is difficult to estimate the 
transitional cost to these businesses accurately, but it is expected to be low. 

IMPACT ON BUSINESS OF THE NEW RULES

BENEFIT COST
Businesses purchasing cars (which 
are not subject to the private use 
adjustment) which are not qualifying 
hire cars will benefit from no longer 
having to maintain single asset pools 
for cars costing over £12,000.
Expenditure will be allocated to one of 
two general plant and machinery 
pools.

Businesses purchasing qualifying 
cars that cost over £12,000 will no 
longer be restricted to the maximum 
writing down allowances of £3,000 
per annum.

The Lease Rental Restriction will only 
apply to one lessee in a chain of 
leases.

The current formula for calculating the 
amount of rentals that are restricted 
will be replaced by a flat rate 
disallowance applying to all leases 
with CO2 emissions above 160 g/km. 

Lessees under new leases of 
qualifying cars worth more than 
(approximately) £17,000 with CO2
emissions above 160g/km will no 
longer suffer from deducting higher 
LRR than 15 per cent flat rate. 

Pooling expenditure in the plant and 
machinery pools will mean that 
businesses will no longer be able to 
make balancing adjustments on the 
disposal of cars.  Instead full relief will 
be given through the 10 per cent or 
20 per cent pools (as appropriate) 
over time. 

Businesses that currently purchase 
cars costing less than £12,000 but 
that have CO2 emissions over 160 
g/km will be subject to the lower 
WDA.

Lessees under new leases of 
qualifying cars worth between 
(approximately) £12,000 and £17,000 
and with CO2 emissions above 160 
g/km will suffer a higher rate of 
disallowance than under the previous 
LRR rules.

Lessees under new leases of 
qualifying cars that emit over 160 
g/km CO2 and that cost less than 
£12,000 will now be subject to a 15 
per cent flat-rate restriction.

Manufacturers producing both petrol 
and diesel car models with emissions 
generally over the 160 g/km CO2 limit 
may find businesses switch to 
similarly-priced lower-emission 
models which may potentially be 
produced by rival car producers. 

SPECIFIC IMPACT TESTS

The various elements of this measure would apply to all UK businesses that own or hire 
business cars.  They are not expected to have any legal aid impacts.  The new rules are in 
accordance with the principles of sustainable development and are compatible with the Human 
Rights Act.  They would not have a significantly different effect in rural areas.   
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Neither would they significantly impact on: 
Health and well being; 
Race equality 
Gender equality 

Disability equality

At Budget 2008, the Government announced its intention that, subject to State aid approval, 
expenditure on cars leased to those in receipt of certain disability allowances would be placed in 
the 20 per cent pool, regardless of their CO2 performance. This remains the Government’s 
intention. However, the Government has agreed with the main UK supplier of leased cars to 
disabled people that it would be in the best interests of their customers to defer an application 
for State aid approval at the present time. Initiatives are being taken to increase the availability 
of cars with low emissions for lease by disabled people within a wide choice of affordable cars.

Environmental Tests 
- Waste management. 
- Air quality. 
- The appearance of landscape and towns. 
- Habitat and wildlife. 
- Noise levels and climate change. 

As mentioned earlier it is difficult to assess the extent of the environmental impact of this 
measure, but some positive behavioural effects are expected to result from linking the different 
tax treatment to CO2 emissions. 

Sustainable development and other environmental concerns
The five principles of sustainable development.
- Living within environmental limits.  
- Ensuring a strong, healthy and just society.  
- Achieving a sustainable economy.  
- Promoting good governance.  
- Using sound science responsibly. 

This measure is intended to contribute to delivery of the above five principles as part of a 
package of measures aimed at incentivising businesses to purchase lower-emission cars.   

Small Firms Impact Test

All business cars have been included in the reform as it aims to be consistent with the 
Government’s wider environmental objectives to promote the switch to cars with lower CO2

emissions. The 2006 Budget consultation specifically invited comments on the impact the 
proposals would have on self-employed individuals and other unincorporated businesses.   

Small businesses with cars used for both business and non-business use will continue to 
allocate expenditure to single asset pools to enable an adjustment to be made to disallow the 
proportion of the allowances attributed to non-business use.  As such, small business may be 
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impacted less than large business. If a car has dual-purpose use then the qualifying expenditure 
will be allocated to a single asset pool. However, unlike the old rules the rate of WDA of the 
single asset pool will depend on the car’s CO2 emissions. There will be a balancing adjustment 
made when the pool ceases whether the rate of writing down allowances is 10 per cent or 20 
per cent. 

Small businesses have been specifically included in this measure to incentivise the purchasing 
of cars with lower CO2 emissions. Also to the extent that self-employed individuals and other 
unincorporated businesses (e.g. partnerships) provide cars for their employees, or own cars 
they do not use for purposes other than business, those unincorporated businesses would enjoy 
the same compliance cost savings as companies would from the new measure.

There may be some very small businesses that incur expenditure on cars that are used wholly 
for business purposes.  If the car’s CO2 emissions are more than 160g/km these businesses will 
need to maintain a special rate pool of expenditure for plant and machinery in addition to the 
main pool. This might potentially give rise to a slight increase in administrative burdens because 
it is unlikely they would own any other assets for which the expenditure is dealt with in the 
special rate pool. However these businesses are potentially able to benefit from the new rules 
introduced at Budget 2008 that enable businesses to claim a plant and machinery writing down 
allowance of up to £1,000 where the unrelieved expenditure of the main pool or the special rate 
pool is £1,000 or less.

Competition Assessment

Manufacturers are continuously innovating to produce lower carbon emitting cars such as hybrid, 
electric and bio-fuel cars. Some manufacturers may be affected because businesses may 
switch to lower-emission alternatives. However this measure in the long term is not expected to 
have any adverse impacts on competition, as it should not: 
   -  directly limit the number or range of suppliers; 
   -  indirectly limit the number or range of suppliers; 
   -  limit the ability of suppliers to compete; or 
   - reduce suppliers' incentives to compete vigorously. 

This measure does not affect cars subject to the private use adjustment, i.e. to the majority of 
the smallest businesses. The Government do not expect that the four dimensions of competition 
outlined above will be affected by the fact that this measure affects different sizes of business in 
different ways

RISKS
Many of the administrative burden and compliance cost estimates in this assessment are based 
on assumptions.  These are informed by the most recent data available.  However, they are 
believed to be broadly indicative of expected impacts. 

IMPLEMENTATION TIMETABLE 

The final legislation for the new policy is scheduled to apply to all qualifying expenditure 
incurred after 1 April 2009 (for Corporation Tax) and 6 April 2009 (for Income Tax).
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annexes

Annex 1 
Analysis of the administrative burden 

HMRC is committed to reducing the administration burden placed on business in disclosing 
information to HMRC or to third parties.  This burden is assessed through the 'Standard Cost 
Model'5 (SCM), an activity-based costing model which identifies the activities a business has to 
do to in order to comply with HMRC's obligations, and then estimates the cost of these 
activities, including agent fees and software costs.  The Impact Assessment template requires 
SCM figures to be presented in relation to a May 2005 baseline, that is, the prices and 
populations on which the original data was produced.

The present administration burden costing uses the same SCM approach, based on an 
estimation of how the baseline data has changed.  As a matter of principle, the baseline is taken 
as a given and is not reviewed.  The purpose of the present cost estimates is to assess how 
burdens might have changed in relative terms.  Using this approach, the SCM model indicates 
that this measure will produce an overall reduction in the administration burden of just over 
£7m, based on the following assumptions: 

The baseline burden relating to the existing “single asset pool” capital allowance arrangements 
for cars costing more than £12,000 is just over £10m. This burden should be removed for 
businesses which place all qualifying cars in one of the two general pools in future.  Cars 
subject to the private use adjustment are excluded as they will continue to be accounted for in 
single asset pools.  As a result, it is assumed that the global burden should be reduced by 
around three quarters.  According to the database baseline this generates a total administration 
burden saving of just over £7.5m.   

However, there is also an additional burden of moving to these new pools. It has been assumed 
that all the cars owned by businesses with no employees ('nano businesses') have an element 
of private use, and are therefore subject to the private use adjustment, i.e. that they will still be 
required to maintain single asset pools in respect of these cars. The database baseline 
assumes that around 550,000 nano businesses and around 200,000 other businesses are 
affected by the private use requirements.  For all other businesses it is assumed that the burden 
of each of the new pools is half that of the current long life assets pool (in terms of the in-house 
business costs), and that where an agent is used, the agent's fee is around a third of that 
applying to the current long life assets pool.  According to the database baseline these 
assumptions generate a total increase in admin burdens of around £3m.

Qualifying hire cars are presently exempt from the existing rules.  Including these going forward 
is estimated to impact on just over 2,000 businesses.  According to the database this generates 
a total increase in admin burdens of just over £100,000.  The £400,000 upper limit mentioned in 
the summary page was based on more cautious assumptions covering how the new 
administrative costs might impact on the daily car hire sector.  As such it can be regarded as a 
theoretical upper limit of the increased administration burden that could impact the sector. 

The burden of the Lease Rental Restriction (LRR) is identified separately in the administration 
burden baseline.  The baseline data assumes that the LRR will not generally apply to nano 
businesses, but does apply to all other sizes of business, of which the baseline assumes there 
are around 650,000.  The existing baseline burden of the LRR is just under £15.5m.  It has been 

5 Figures in annex are rounded, unlike those in the summary sheet. This explains why the sum of the figures from the annex does not appear to 
equal the figure in the summary sheet.
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assumed that the existing in-house business costs of the current obligation will fall by one sixth 
in the future, and that where an agent is used, the agent's fee will also fall by one sixth.  This 
results in a total reduction in administration burdens of around £2.5m.  These savings assume 
that there will be limited change to information retrieval costs, but there will be savings 
associated with the assessment of information which has been retrieved, performing the 
necessary calculations, presenting figures, and then with checking the calculations and 
presentation.

In total these assumptions generate an administration burden reduction of between £6.9-7.2m 
(based on 2005 prices and data) relative to an initial total administration burden baseline of 
£25.5m.  This constitutes a reduction in the baseline of almost 30%.  Up-rating the 2005 data to 
2008 prices gives the £8m per year savings shown on the summary page of this impact 
assessment (N.B. figures have been rounded). 
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Annex 2

December 2008 Technical note on modernising tax relief for business expenditure on cars 
Summary of responses

Introduction

Following two rounds of consultation, the Government announced at Budget 2008 its intention 
to reform the tax relief available for business expenditure on cars and to introduce new rules 
that would reduce compliance burdens and have an environmental focus. A Technical Note with 
draft legislation, explanatory notes and an impact assessment was published on 8 December 
2008 to allow interested parties to make technical comments. This Summary sets out the main 
views received on the points for consideration both in general terms and, where possible, 
against specific questions raised in the consultation document.  

History of the consultation
During the first phase of the Budget 2006 consultation there were 23 responses from a wide 
range of stakeholders. Building on these responses, the Government published an update in 
Budget 2007, which sought further comments on a refinement of its preferred option.  Overall, 
most respondents who commented on the merits of the refined proposal felt that it offered an 
improvement on the option aired in the previous consultation document and that it was simpler. 
A summary of the responses received to both the 2006 consultation and the 2007 consultation 
update was prepared and published in October 2007.

Policy background

In light of the responses received, the Government announced that the existing capital 
allowances rules for cars costing over £12,000 would be replaced by an emissions-based 
regime. The related restrictions on lease rental payments would also be replaced by a flat rate 
disallowance, but only for cars with CO2 emissions above 160g/km. The further details 
announced were as follows: 

The existing 100 per cent first-year allowances for cars with very low CO2
emissions would be extended for a further 5 years (from 1 April 2008 until 31 
March 2013) with a lowered CO2 emissions threshold of 110 grams per kilometre 
(g/km). This extension was enacted in Finance Act 2008. 
From April 2009, capital expenditure on other cars will be allocated to one of the 
two main plant and machinery pools – 

-  expenditure on cars with CO2 emissions of 160g/km or below will be 
allocated to the main pool, attracting writing-down allowances of 20 per 
cent a year, and 

-  expenditure on cars with CO2 emissions above 160g/km will be allocated to 
the ‘special rate’ pool attracting writing-down allowances of 10 per cent a 
year.
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Responses to the 8 December 2008 Technical note 
There were 15 responses to the Technical note from a range of stakeholders (Five professional 
representatives, nine business representatives and one corporate entity). The responses were 
largely a mixture of general comments on the Government’s reform alongside responses to 
individual questions posed within the technical note.

Comments to specific questions 

1. Do the draft clauses deliver the Government’s stated policy aims, and, if not, what 
changes are required to do so? 

Overall there was agreement that the proposed legislation delivered the policy objectives 
and a shared view that the legislation offered simplification, in particular the removal of 
the Lease Rental Restriction from every link in a chain of leases. One respondent noted 
disappointment that no alternative option was put forward to deal with cars with a private 
use element.  Only two respondents argued that the new rules did not achieve 
simplification and will not reduce compliance costs, one of the respondents suggested 
that the existing £12,000 expensive car limit should be raised to £25,000.

2. Would it be a desirable simplification to exclude motorcycles from the capital 
allowances definition of a “car”? 

Five respondents commented on the treatment of motorcycles and the majority agreed 
that this was a reasonable simplification. 

3. Is the proposed 5-year transitional period reasonable? 

Noting that the consultation indicated that the Government is proposing a five-year 
transitional period eight respondents provided comments. Most of the respondents 
commented that this was appropriate given that most cars are likely to be replaced three 
or four years after acquisition. One respondent added that the extent to which the 
transitional period becomes a burden, in particular to small businesses, is very 
dependent on the availability and clarity of HMRC guidance. Another respondent 
suggested that the transitional period could actually be shortened to enable businesses 
to reduce their record-keeping requirement sooner.

4. Would it be reasonable to allocate all expenditure incurred after commencement on cars 
registered before 1 March 2001 to the main (20 per cent) capital allowances pool? 

Eight respondents commented that allocating all expenditure on cars registered before 
1st March 2001 to the main pool is a reasonable simplification.

5. Would it be reasonable to allocate expenditure on all cars, registered on or after 1 
March 2001, without an approved CO2 emissions figure, to the special rate (10 per 
cent) pool? 

From the eight respondents that provided comments on whether it was reasonable to 
allocate expenditure on all cars that do not have approved figures for CO2 emission to the 
special rate pool, seven were in favour. One respondent pointed out that there is likely to 
only be a very small number of cars registered after 1 March 2001 without an approved 
CO2 figure and thought that it would be more reasonable to allocate these to the general 
pool.
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General comments

Definition of a car 
Although industry welcomed the simplification of the definition of a “car”, one respondent noted 
that more explicit exclusions should be made for businesses that operate certain vehicles 
necessary for specific tasks and are consequently restricted in their choice of vehicles.

Emissions certificate 
One respondent also pointed out that under the proposed rules businesses with activities 
abroad would be disadvantaged; they suggested that the legislation should be extended to 
include emissions certificates provided by car manufacturers under the law of other jurisdictions. 
Two of the respondents pointed out there could be a disparity between the CO2 emissions figure 
available when a vehicle is ordered and the actual figure stated on the V5 and recommended 
that the vehicle’s CO2 data at the point of order be used for simplicity.

Lease Rental Restriction
Although the majority of respondents were satisfied that the legislation delivers the stated policy 
objectives, there was one particular area that eight respondents said could benefit from further 
consideration. Notwithstanding views favouring abolition, six of the respondents welcomed the 
option of removing the restriction for cars below the 160g/km CO2 threshold.   One respondent 
suggested that in its current form section 50A on short-tem hire and hiring to other business
may not operate as intended and would need to be expanded. In particular, the use of “short-
term hire” could lead to certain sectors of the industry escaping the Lease Rental Restriction 
when the intention is that it should apply to all businesses. 

CO2 Thresholds 
Three of the respondents also suggested that in future business should be given at least one 
year’s notice if there are changes to the CO2 threshold, to allow time to make the necessary 
transitional adjustments and to avoid unintended consequences. One respondent pointed out 
that for cars above the 160g/km CO2 threshold, a WDA of 10 per cent would be less than the 
commercial depreciation suffered. 

Government response

The Government has updated the proposed legislation, in particular Section 50A on Short-term 
hire and hiring to other business, following the responses from stakeholders.
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Glossary of terms
Car

For Plant and machinery allowances purposes a car is a mechanically propelled vehicle except 
a vehicle: 

1. constructed in such a way that it is primarily suited for transporting goods of any sort, or
2. of a type which is not commonly used as a private vehicle and is not suitable for use as a 

private vehicle. 

Expenditure Pool 

Expenditure is pooled in order to calculate writing down allowances, balancing allowances and 
balancing charges. You pool expenditure by adding it together and deducting disposal values 
from the total. If the disposal values are more than the expenditure in the pool the difference is a 
balancing charge. There are no balancing allowances until the qualifying activity ends. When it 
does, the balancing allowance is equal to the unrelieved qualifying expenditure. [CA23210]

Vehicle Excise Duty (VED) 
Every vehicle registered in the United Kingdom (UK) must be taxed if used or kept on a public 
road. For futher information please visit
Vehicle Excise Duty
http://www.direct.gov.uk/en/Motoring/OwningAVehicle/HowToTaxYourVehicle/DG_4022118 

G/km
Grams per kilometre

First Year Allowance (FYA): Expenditure on cars with low carbon dioxide emissions 
Businesses of all sizes can claim 100% FYAs on capital expenditure on a car provided that: 

the car is "unused and not second hand", and is first registered on or after 1 April 2008;
it is an electric car, or
a car with CO2 emissions of not more than 110gm per km driven.
the expenditure is incurred between 1 April 2008 and 31 March 2013.

More related links 

Consultation on modernising tax relief for business expenditure on cars: summary of 
responses

http://www.hm-treasury.gov.uk/pbr_csr07_cars.htm

Budget 2007: Modernising tax relief for business expenditure on cars: a consultation update

http://www.hm-treasury.gov.uk/bud_bud07_tax_relief_cars.htm

Modernising tax relief for business expenditure on cars: A consultation document 

http://www.hm-treasury.gov.uk/bud_bud06_tax_relief_for_business_cars.htm
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury and HM 
Revenue and 
Customs

Title: North Sea fiscal regime: New Field Allowance 

Stage: Implementation Version: 1.0 Date: 22 April 2009

Related Publications:  

Available to view or download at: 
http://www.hm-treasury.gov.uk 

Contact for enquiries: Mike Crabtree Telephone: 0207 438 6576

What is the problem under consideration? Why is government intervention necessary? 
The Government has an objective to maximise the economic recovery of the UK's oil and gas reserves. 
The remaining new opportunities in the North Sea are increasingly either small in size or are 
technologically challenging. Many projects that are economic are commercially marginal in the context 
of global investment opportunities. To assist in encuring the realisation of the North Sea’s potential, the 
Government believes the best solution is to introduce a fiscal incentive.   

What are the policy objectives and the intended effects? 
To incentivise investment in economic, but currently commercially marginal fields.  

 What policy options have been considered? Please justify any preferred option. 
Option 1: Do nothing 
Option 2: Introduce an across the board uplift on capital expenditure for new fields of 25 per cent 
Option 3: Introduce a volume allowance 
Option 4: Introduce a New Field Allowance, available to new small fields, Ultra High Pressure High 
Temperature and Ultra Heavy Oil fields (Preferred Option) 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The effects of the policy will be monitored to assess its effectiveness on an ongoing 
basis.

Ministerial Sign-off For final proposal/implementation stage  Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister:  

                                                           Date: 14/4/09     
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Summary: Analysis & Evidence 
Policy Option:  1 Description:  Option 1: Do nothing

ANNUAL COSTS 

One-off (Transition) Yrs

£ 0

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ No change compared to current position 

£ 0 Total Cost (PV) £ 0C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ No change compared to current 
position

ANNUAL BENEFITS 

One-off Yrs

£ 0

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ No change compared to current position

£ 0 Total Benefit (PV) £ 0B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 
No change compared to current position

Key Assumptions/Sensitivities/Risks As now, economic but commercially marginal North Sea 
developments may lose out to investment opportunities elsewhere in the world, and consequently fail 
to receive the investment needed to proceed.  

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ 0      

NET BENEFIT (NPV Best estimate)
£ 0     

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? n/a
Which organisation(s) will enforce the policy? n/a
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 0 Decrease of £ 0 Net Impact £ 0
Key: Annual costs and benefits: Constant Prices
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Summary: Analysis & Evidence 
Policy Option:  2 Description:  Introduce an uplift of 25 per cent on all capital expenditure 

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ There would be significant cost to HMRC as the 
option would not function within the current legislation and 
administrative processes.   
A capital uplift would be a departure from the normal SC 
computation and for companies accessing it would result in modest 
implementation as well as recurring costs. 

£ Negligible Total Cost (PV) £ less than £50k     

C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ 0

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Companies would benefit from additional tax 
relief against CT and SC for new expenditure in the North 
Sea.     

£ Investment related Total Benefit (PV) £ related to sum of 
new investmentB

EN
EF

IT
S 

Other key non-monetised benefits by ‘main affected groups’  

Key Assumptions/Sensitivities/Risks Although Option 2 might attract North Sea investment that would 
otherwise not take place it would be a significant change from the normal operation of the capital 
allowances regime and would be very difficult for HMRC to administer. For projects that were already 
commercially viable the Exchequer would incur a significant deadweight cost. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ investment related      

NET BENEFIT (NPV Best estimate)
£ investment related     

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £       
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ < 50k Decrease of £ 0 Net Impact £ < 50k 
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:  3 Description:  Introduce a Volume Allowance

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ A field production-linked volume allowance would 
be a departure from the normal SC computation and for 
companies accessing it would result in modest implementation as 
well as recurring costs.     

£ Negligible Total Cost (PV) £ 50-100kC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Companies developing new fields would be able 
to reduce their SC liability in accordance with how much they 
produced up to a fixed amount.     

£ Negligible Total Benefit (PV) £ production relatedB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  

Key Assumptions/Sensitivities/Risks The volume allowance, where x barrels would be free of SC, 
would deliver more value to companies as the oil price increases. This would have the perverse effect 
of delivering the most support when companies need it the least. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day      
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £       
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 50-100k Decrease of £ 0 Net Impact £50k to 100k
Key: Annual costs and benefits: (Net) Present 
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Summary: Analysis & Evidence 
Policy Option: 4  Description:  Introduce a New Field Allowance for small fields, Ultra High 

Pressure High Temperature fields and Ultra Heavy Oil fields

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’   A new field allowance would be a departure 
from the normal SC computation and for the companies accessing 
it would result in modest implementation as well as recurring 
administrative costs.     

£ Negligible Total Cost (PV) £ circa 50k     

C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ 0

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Companies developing new small fields, High 
Pressure, High Temperature fields and Heavy Oil fields will be 
able to reduce their SC liability. 

£ New field profit 
dependent

Total Benefit (PV) £ New field profit 
dependent

B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks Introducing a New Field Allowance for the types of fields 
mentioned will encourage production from these fields. If the oil price increases, companies will use up 
the New Field Allowance more quickly and will then return to paying SC at the full rate. 
There will be a small annual deadweight cost to the Exchequer resulting from fields that receive the 
incentive but would have gone ahead anyway. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£

What is the geographic coverage of the policy/option? UKCS       
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Circa 20k      
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ c. 50k Decrease of £ 0 Net Impact £ circa 50k

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

Rationale for Intervention
Hydrocarbon extraction from the United Kingdom Continental Shelf (UKCS) is facing increasing 
challenges as the basin matures. The easy to recover hydrocarbons have generally been 
exploited and the remaining opportunities are, increasingly, either small in size or require the 
use of cutting edge technologies to enable extraction. One result of this is that many potentially 
viable projects have become commercially marginal under the existing fiscal regime and as a 
result are unable to compete for investment with other projects around the globe. These 
challenges are exacerbated by the current uncertainty over future oil prices and the difficulty in 
raising finance. 

The Government believes that a correctly targeted incentive will lead to both an increase in 
investment and a subsequent increase in production, thereby aiding the security of the UK’s 
energy supply.

Policy Proposal
The preferred option, Option 4, will take the form of a “New Field Allowance.” Each new field 
that meets the qualifying criteria will have a New Field Allowance, which can, over a period of 
time, be put into a pool of allowances (from all qualifying fields). The amount of allowance that 
can be put into the pool from each field in each year will be limited to a statutory maximum. The 
overall allowance allocated to each field will be determined by the type of field in question. 

At the end of each accounting period (AP), the allowances in the pool can be offset against 
profits liable to Supplementary Charge (SC). If the allowances are greater than the SC profits, 
then no SC is paid. Any unused allowances remain in the pool and are carried forward for use 
against SC profits of the next AP. The carried forward pool is then augmented in the next AP by 
further allowances based on production from qualifying fields in that next AP.

The basic principle therefore is to calculate the allowance by reference to the income of the 
field, pool the allowances of all qualifying fields and offset against SC.

The Government believes that this provides the most effective and simplest delivery mechanism 
for a field-based incentive through the existing company based SC tax framework. 

When the qualifying field starts producing, it will already be clear from the legislation how much 
New Field Allowance the field will be eligible for. Where a qualifying field has more than one 
partner then each partner’s share of that allowance will be based on their equity interest in the 
field. Each year each partner compares their income from the field with their maximum annual 
allowances for the field, to calculate how much allowance goes into the pool. The calculation of 
the allowance going into the pool, the calculation of the size of the pool at the end of the 
accounting period, the offset against SC and any carry forward should be capable of being run 
on a simple spreadsheet. This should keep administrative costs to a minimum. 

Consultation Responses

A range of stakeholders contacted the Government to give their view of the New Field 
Allowance proposal announced at PBR 2008. The Government received many useful 
contributions on the proposed magnitude of any allowance, the types of field on which it should 
be targeted and how it would affect particular projects. The Government has drawn on these 
contributions in coming to its final decision. 

Some companies have suggested that removing SC from qualifying fields would be an easier 
way of achieving the same effect. However, the Government believes a New Field Allowance is 
preferable as it a) enables the Exchequer to collect a fair share of the upside for the UK 
taxpayer if, for example, the oil price rises; and b) allows companies to continue to relieve costs 
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at a tax rate of 50 per cent, rather than the 30 per cent that would be available in the absence of 
SC, thereby supporting further investment. 

Some companies also indicated a preference for a capital uplift or a volume allowance. 
Government’s reasons for rejecting these arguments are outlined below. 

The Government believes that the preferred option proposed here strikes the best balance 
between encouraging investment and production from the North Sea and ensuring a fair return 
for the UK taxpayer, and is therefore in line with the Government’s wider objectives for the fiscal 
regime. However, the Government will monitor the Allowance to ensure its effectiveness on an 
ongoing basis. 

Costs and Benefits
Option 1 was rejected on the basis that inaction would not help the development of the UKCS’ 
remaining oil and gas resources, and would consequently not help to meet the Government’s 
energy objectives. 

Option 2, an across the board uplift on capital expenditure was rejected because:  

It would represent a blunt instrument as it would apply to all capital expenditure, including 
already sanctioned expenditure. It would not therefore effectively target support on those 
fields facing the greatest challenges within the UKCS. 

It would involve significant deadweight cost. Whilst it was argued in the course of the 
discussions that this deadweight cost could be offset by the resulting increased production, 
more detailed analysis has suggested that this is unlikely to be the case. This proposal 
would therefore also undermine the principle of maintaining a fair return to the UK taxpayer. 

Implementation of such an incentive would be neither simple to design nor operate. Giving 
relief for more than 100 per cent of capital costs would require either a fundamental rewriting 
of large parts of the capital allowances rules or the introduction of a whole new relieving 
mechanism. Either would require considerable additional legislation, and additional ongoing 
compliance obligations for both HMRC and companies. 

Option 3, the introduction of a volume allowance would have the disadvantage of increasing in 
benefit to industry, and in cost to the Exchequer, as the oil price increased, thereby giving the 
most support to investment when it was least needed. This is obviously not a desirable result. 

Option 4: The Government believes that the method which seems to have the greatest 
potential for achieving the desired result is a “New Field Allowance”. This has the advantage of: 

Allowing support to be targeted on those economic but commercially marginal fields facing 
the greatest challenges within the UKCS. 

Benefiting both producers and taxpayers, and minimising the deadweight cost. 

Simplicity, clarity and certainty, meaning industry can take account of it when drawing up 
investment plans.

In the case of Option 4, it is anticipated that minor changes will need to be made to HMRC 
processes, and that there will be a small increase in companies’ recording obligations. 
However, it is expected that for affected companies the tax saving from the allowance will far 
outweigh any small increase in administrative burdens. 

Any additional administrative burdens and compliance costs are likely to be small in total due to 
the small number of companies who will be affected (around 70 companies have a production 
interest in the North Sea) and the simplicity of operating the scheme.
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Impacts
Results of Specific Impact tests can be found in the annex below.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment No Yes

Small Firms Impact Test No Yes

Legal Aid No Yes

Sustainable Development No Yes

Carbon Assessment No Yes

Other Environment No Yes

Health Impact Assessment No Yes

Race Equality No Yes

Disability Equality No Yes

Gender Equality No Yes

Human Rights No Yes

Rural Proofing No Yes
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Annexes

Competition Assessment
This proposal will ensure that the North Sea remains an attractive place to invest both for new 
entrant as well as established companies. 
The change does not directly or indirectly limit the range of suppliers, or limit the ability of 
suppliers to compete. It also does not limit suppliers incentives to compete vigorously. 
Small Firms Impact Test
There are no small businesses involved in North Sea oil and gas extraction that are negatively 
affected by these proposals. 
Legal Aid
The proposed changes will have no implications for legal aid. 
Sustainable Development

The proposed change will support the sustainability of the UK economy by helping to ensure a 
secure supply of affordable energy.

Carbon Assessment
In 2007, the average CO2 emissions per barrel of oil equivalent for production from the UK 
Continental Shelf was 0.02 tonnes. However, average emissions figures are not a good guide to 
emissions caused by marginal production, which will depend on a wide variety of factors. 
As it is difficult to predict the extra production resulting from these proposals, attempting to give 
an accurate carbon impact is not feasible. 
Other Environment
The proposed change will have no impact on the following: waste management; air quality; the 
appearance of the landscape; wildlife habitat or noise levels. Climate change will not affect the 
impact of the proposal. 
Health Impact Assessment
The proposed changes have no implications for race equality. 
Race Equality
The proposed changes have no implications for race equality. 
Disability Equality
The proposed changes have no implications for disability equality. 
Gender Equality
The proposed changes have no implications for gender equality. 
Human Rights
The proposed changes have no implications for human rights. 
Rural Proofing
The proposed changes have no implications for rural areas. 
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury 

Title:
Impact Assessment of reforms to North Sea fiscal 
regime to encourage “Change of Use” projects” 

Stage: Final Proposal/Implementation Version: 1.0 Date: 22 April 2009

Related Publications: “Supporting Investment: a consultation on the North Sea fiscal regime”

Available to view or download at: 
http://www.hm-treasury.gov.uk      

Contact for enquiries: Mike Crabtree Telephone: 0207 438 6576

What is the problem under consideration? Why is government intervention necessary? 
There are a number of activities that could make use of North Sea infrastructure for purposes other 
than oil and gas production. Several of these purposes, including gas storage, Carbon Capture and 
Storage and wind energy can help to meet the Government’s wider energy policy aims, such as 
ensuring a secure and sustainable energy supply. Currently, the North Sea fiscal regime may create 
barriers to these “Change of Use” (CoU) activities by deterring the re-use of North Sea infrastructure. 
This package of changes is aimed at removing these barriers. If these projects are brought forward it 
will also extend the life of North Sea assets, thereby delaying the considerable cost to Government 
and industry of decommissioning. 

What are the policy objectives and the intended effects? 
To ensure that the North Sea fiscal regime does not prevent Change of Use (CoU) projects going 
ahead.

 What policy options have been considered? Please justify any preferred option. 
Option 1: Do nothing 
Option 2:  Change the Petroleum Revenue Tax (PRT) rules to ensure that (a) PRT is not levied 
on income relating to Change of Use activities; (b) there is no deemed disposal arising from a 
CoU activity and (c) likewise there is no reduction in relief for decommissioning. For Ring Fence 
Corporation Tax (RFCT): provide for the relief of decommissioning costs of ex-ring fence assets 
which are used for a change of use activity, on the same basis that would have been available 
had the assets remained within the ring fence trade. PREFERRED OPTION
Option 3: Option 2 + remove any balancing charge resulting from a deemed disposal for capital 
allowances purposes when an asset moves from a ring fence to non-ring fence activity. 
Option 4: Option 3 + remove the potential for a capital allowances clawback for RFCT when 

ssets are used for a CoU trade within 5 a years of acquisition.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The effects of the policy will be closely monitored on an ongoing basis. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister: 

                                                                 Date: 3/4/09     
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Summary: Analysis & Evidence 
Policy Option: 1 Description:  Do nothing.

ANNUAL COSTS 

One-off (Transition) Yrs

£ 0

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ No change compared to the current position 

£ 0 Total Cost (PV) £ 0C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ No change compared to the current 
position

ANNUAL BENEFITS 

One-off Yrs

£ 0

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ No change compared to the current position

£ 0 Total Benefit (PV) £ 0B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ No change compared to the 
current position

Key Assumptions/Sensitivities/Risks Instead of engaging in change of use projects, operators will 
decommission their assets when they reach the end of hydrocarbon production. The wider energy 
policy benefits on offer from change of use projects will be lost.   

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best estimate)
£ Neg

What is the geographic coverage of the policy/option? UKCS       
On what date will the policy be implemented? N/A
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A      
What is the value of changes in greenhouse gas emissions? £ N/A      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? N/A  N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 0 Decrease of £ 0 Net Impact £ 0
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:  2 Description:  Reforms to: PRT disposal rules, liability of CoU income to 

PRT, and Ring fence Corporation Tax (RFCT) and PRT 
decommissioning relief after CoU activities

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 

£ Negligible Total Cost (PV) £ Negligible

C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’  

ANNUAL BENEFITS 

One-off Yrs

£ Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Admin burden savings will be negligible.

£ Negligible Total Benefit (PV) £   Negligible     B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ If projects such as gas storage and 
Carbon Capture and Storage go ahead this will create significant beneficial effects in terms of 
providing a secure and sustainable energy supply for the UK.

Key Assumptions/Sensitivities/Risks Reforming the fiscal regime in these areas will remove barriers to 
CoU projects, thereby helping to deliver the wider energy policy benefits associated with them.  

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Negligible

NET BENEFIT (NPV Best estimate)
£  Negligible

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC      
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ Neg Decrease of £ Neg      Net Impact £ Neg
Key: Annual costs and benefits: Constant Prices (Net) Present Value 
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Summary: Analysis & Evidence 
Policy Option:  3 Description: Option 2 + remove possibility of a deemed disposal for capital 

allowances purposes when moving from ring fence to non-ring fence 
trade.

ANNUAL COSTS 

One-off (Transition) Yrs

£    Negligible     

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 

£      Negligible   Total Cost (PV) £      Negligible  C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£  Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Admin burden savings will be negligible. 

£     Negligible   Total Benefit (PV) £      Negligible  B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks See Option 2 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ 0 
What is the value of changes in greenhouse gas emissions? £ 0 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

£ NegIncrease of £ Neg Decrease of £ Neg       Net Impact 
Key: Annual costs and benefits: (Net) Present 
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Summary: Analysis & Evidence 
Policy Option:  4 Description: Option 3 + remove possibility of a capital allowances (CA) 

clawback if assets are removed from hydrocarbon extraction trade within 5 
years 

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 

£ Negligible Total Cost (PV) £ NegligibleC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Negligible

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Admin burden savings will be negligible.

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Negligible

NET BENEFIT (NPV Best estimate)
£ Negligible

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ 0 
What is the value of changes in greenhouse gas emissions? £ 0 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

£ NegIncrease of £ Neg Decrease of £ Neg Net Impact 
Key: Annual costs and benefits: Constant Prices (Net) Present Value

151



Evidence Base (for summary sheets) 

Rationale for Intervention

Assets acquired for hydrocarbon recovery in the North Sea can potentially be reused for other 
activities. Some of these alternative uses, such as gas storage, carbon capture and storage and 
wind power, could contribute to the Government’s wider objectives around providing a secure 
supply of sustainable energy. 

Over the last two years, a number of oil and gas companies have approached HMRC, HMT and 
DECC seeking clarification of the tax treatment when assets used for the purposes of 
hydrocarbon recovery or transportation are utilised in some other way. There are tax 
consequences when assets move out of the ring fence corporation tax and petroleum revenue 
tax regimes into the mainstream corporation tax regime – in terms of the tax allowances that 
have already been given, the treatment of future income and expenditure and the availability of 
relief for decommissioning costs.  

Since PBR 2006 a joint industry and Government working group has been exploring and 
clarifying how the existing tax regime would apply to change of use projects. Officials have now 
considered the proposals made by industry through this working group and propose to make the 
changes outlined above under Option 2.

Policy Proposal
Having considered industry’s requests (reflected in Options 3 and 4 above), the Government will 
implement the following package of changes: 

Remove the PRT charge when a qualifying asset is no longer used for a taxable 
field purpose: the Government accepts that the “time-apportionment” rule for PRT acts 
as a disincentive for CoU projects, as it raises the possibility of an additional charge 
when the asset is no longer used in connection with a PRT taxable field, particularly if the 
CoU activity continues for some time. When the PRT legislation was enacted it was not 
envisaged that PRT assets would be used for an activity other than oil or gas extraction, 
and it seems reasonable to update the legislation to take account of this possibility.

Ensure that PRT is not levied on income relating to CoU activities: In relation to ring 
fence corporation tax and supplementary charge, HMRC believes it should be possible to 
properly ascribe income and expenditure either to the ring fence trade or the change of 
use trade using existing legislation and case law. However, the PRT rules state that any 
income, no matter what its nature, which is derived from a qualifying asset, is subject to 
PRT. This leaves open the possibility that, under the current rules, income from a CoU 
activity could be subject to PRT. CoU activities are not within the intended scope of the 
PRT regime, and the levying of PRT on CoU income from qualifying assets would pose a 
significant barrier to CoU projects. 

Ensure that the abandonment costs are relievable for RFCT and PRT purposes on 
the same basis as would have been the case had the assets remained within the 
ring fence trade:
The Government recognises that uncertainty over relief for decommissioning costs could 
have a deterrent effect on CoU projects, given operators’ statutory obligation to 
decommission and the higher rate of relief available for assets decommissioned in the 
ring fence. This uncertainty could prevent CoU projects going ahead, especially 
considering the high costs of decommissioning and the uncertainty over profits from CoU 
activities.
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Consequently, the proposal ensures that operators, where they retain the liability, will be 
able to relieve decommissioning expenditure on ring fence assets subsequently used for 
CoU activities against RFCT and PRT profits.

Consultation Responses

In general, industry stakeholders have warmly welcomed the proposed changes, acknowledging 
the progress they make towards removing barriers from CoU projects. However, they did have 
suggestions for additional changes in some areas.

During the consultation, industry repeated their proposal that assets should be transferred to 
CoU activities at the tax written-down value, rather than the market value. This proposal was 
considered in the consultation document published in November 2008, which gave two reasons 
for rejecting it. Firstly, the Government believes that, as most of the assets used for CoU 
activities are likely to be low in value, the difference between the market value and the tax 
written-down value is likely to be small. As a result, bringing in the market value in the case of a 
deemed disposal will rarely have a significant economic impact. Secondly, the Government 
feels that transferring assets at the market value gives the correct result in principle. It ensures 
that the right amount of plant and machinery allowances have been given against ring fence 
profits, reflecting the amount the assets have genuinely depreciated in the period they were 
used in the ring fence trade. Stakeholders have not come up with any compelling examples or 
arguments during the consultation period that suggest the Government’s view on this matter 
should be changed. 

However, to assist in arriving at a value of an asset which is being transferred to a CoU project 
where there is no actual disposal, HMRC will endeavour to give advanced clearance of a 
company’s valuation of an asset. 

A question arising from the consultation process is whether it is desirable to create a special tax 
regime for activities such as carbon capture and storage and wind power. However, this 
question is beyond the remit of this process. 

Costs and Benefits
The proposed changes will not introduce new onerous information obligations on companies 
operating in the North Sea, and although there will be costs associated with familiarisation with 
the new legislation these are not expected to be significant. Only a small number of companies 
are engaged in oil and gas exploration and extraction, and only a proportion of these might find 
they are ever affected by the legislative changes being made. Consequently, it is considered fair 
to assume that the overall administrative impact on the sector in regard to the preferred Option 
2 will be negligible, both in terms of any transitional costs or recurring annual costs. In any case, 
additional costs should be judged in the light of the commercial opportunities which the revised 
legislation is intended to facilitate, as well as eliminating the possibility of unintended tax effects.

Option 1 was rejected on the basis that inaction would do nothing to remove barriers imposed 
by the tax regime to projects that re-use North Sea assets for CoU projects. This could restrict 
the benefits gained towards wider Government policy objectives such as ensuring a secure and 
sustainable energy supply. 

Option 2 is the Government’s preferred package of changes. Having listened to the 
industry’s proposals, the Government believes that the three changes detailed above remove 
real barriers to CoU projects without: 

imposing disproportionate costs on the exchequer; 
adding substantially to the administrative burdens of industry or HMRC 
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doing wider damage to the tax system 
or requiring major legislative change.  

Option 3 reflects industry’s proposal that no balancing charge for CA purposes should arise 
when an asset is subject to a deemed disposal from the ring fence trade (by transferring assets 
at their tax written-down value rather than there market value, for example). As discussed in the 
“Consultation Reponses” section above, the Government stands by the responses to this point 
outlined in the consultation document published at PBR (and summarised above). 
Consequently Option 3 was rejected.

Option 4 reflects industry’s proposal that there could be circumstances where expenditure was 
incurred for the purposes of a ring fence trade, but was used for a CoU activity within 5 years, 
thereby resulting in a clawback of 100% First Year Allowances. Industry proposed that, in such 
a scenario, a clawback should not occur, as it would act as a disincentive to CoU activities. 
However, HMRC’s view was that the likelihood of expenditure on plant and machinery being 
incurred wholly for the purposes of a ring fence trade, yet within five years that same plant and 
machinery being used for some other purpose, seems very remote. Consequently, as the 
clawback provision would not pose a significant barrier to the vast majority of CoU projects, 
Option 4 was rejected. Following the publication of the PBR consultation document, industry 
accepted Government’s arguments, and dropped this request.

Impacts
Results of Specific Impact tests can be found in the annex below.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment No Yes
YesSmall Firms Impact Test No
YesLegal Aid No
YesSustainable Development No
YesCarbon Assessment No
YesOther Environment No
YesHealth Impact Assessment No
YesRace Equality No
YesDisability Equality No
YesGender Equality No
YesHuman Rights No
YesRural Proofing No
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Annexes

Competition Assessment
The change does not directly or indirectly limit the range of suppliers, or limit the ability of 
suppliers to compete. It also does not limit suppliers incentives to compete vigorously. 
Small Firms Impact Test
There are no small businesses involved in North Sea oil and gas extraction that are affected by 
the proposals. 
Legal Aid
The proposed changes will have no implications for legal aid. 
Sustainable Development
The aim of this policy is to remove barriers to the use of North Sea infrastructure for other 
activities, such as Carbon Capture and Storage, gas storage and wind energy. Widespread 
engagement in these activities will ensure the UK has a more secure, more sustainable energy 
supply, an essential component of a sustainable economy. 

Carbon Assessment
As discussed above, if, as intended, the proposed changes remove barriers to CoU projects 
such as Carbon Capture and Storage and wind energy, the overall effect on emissions could be 
to reduce them substantially.
However, it would be impossible to estimate the exact effect of the policy on carbon emissions, 
as this will rely on the number of change of use projects brought forward. Estimates of the 
number of such projects are impossible to make at this stage. 

Other Environment
The proposed changes will remove barriers to the re-use of North Sea assets for other activities. 
This “recycling” of assets will prevent the need for the construction of new assets, thus saving 
on the materials, emissions and other waste that the construction of new infrastructure would 
require.
The proposed changes will have no effect on: waste management; air quality; the appearance 
of landscape or townscape; habitat or wildlife; or noise levels. Climate change will not affect the 
impact of the proposal itself. 

Health Impact Assessment
The proposed changes have no health related impacts. 

Race Equality
The proposed changes have no implications for race equality. 

Disability Equality
The proposed changes have no implications for disability equality. 

Gender Equality
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The proposed changes have no implications for gender equality. 

Human Rights
The proposed changes have no implications for human rights. 

Rural Proofing
The proposed changes have no implications for rural areas. 
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury and HM Revenue and 
Customs

Title:
Changes to Petroleum Revenue Tax legislation 

Stage: Final Proposal/Implementation Version: 2 Date: 22 April 2009

Related Publications: Supporting Investment: A consultation on the North Sea Fiscal Regime 

Available to view or download at: 
http://www.hm-treasury.gov.uk
Contact for enquiries: Tony Chanter Telephone: 020 7438 7918

What is the problem under consideration? Why is government intervention necessary? 
Government is committed to simplifying the tax system wherever possible, in order to reduce 
administrative burdens on business. The proposed changes to the Petroleum Revenue Tax (PRT) 
legislation will reduce the administrative obligations attached to the PRT system. 

In addition, under current legislation, a company may not have access to PRT relief on 
decommissioning expenditure once a field licence has expired. The proposed changes will ensure 
companies can gain access to PRT relief after the expiry of a field licence. 

What are the policy objectives and the intended effects? 
To reduce unnecessary information and administrative obligations placed on companies operating 
fields subject to PRT, and to remove outdated legislation. 

To ensure that companies can access PRT decommissioning relief following the expiry of a field 
licence.

 What policy options have been considered? Please justify any preferred option. 
1.) Do nothing and persist with legislation of a greater compexity than is necessary and with the 
likelihood that, under the current fiscal regime, companies will not have access to relief for 
decommissioning costs in certain cases. 
2.) Preferred Option: Act now to remove redundant legislation, reduce reporting obligations and bring 
forward a solution to the potential licencing issue.  

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The effects of the policy will be monitored on an ongoing basis. 

Ministerial Sign-off For  Final Proposal/Implementation Stage Impact Assessments: 

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister:      

                                                                 Date: 3/4/09     
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Summary: Analysis & Evidence 
Policy Option:  1 Description:  Do Nothing 

ANNUAL COSTS 

One-off (Transition) Yrs

£ 0
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups
No change from current regime.      

£ 0 Total Cost (PV) £ 0C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ The complexity brought about by the 
parts of the PRT regime that we are proposing to simplify will continue to impose unnecessary 
administrative burdens on industry. The licensing issue will also continue to create uncertainty for 
industry, and may have a negative impact on some investment decisions.

ANNUAL BENEFITS 

One-off Yrs

£ 0
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 
No change from current regime.

£ 0 Total Benefit (PV) £ 0B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 
No change from current regime.

Key Assumptions/Sensitivities/Risks      

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ 0

NET BENEFIT (NPV Best 
estimate) 0

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? N/A
Which organisation(s) will enforce the policy? N/A
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ 0 
What is the value of changes in greenhouse gas emissions? £ 0 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
Increase of £ 0 Decrease of £ 0 Net Impact £ 0

Key Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:  2 Description:

Simplification of the PRT regime and ensuring PRT relief for fields that 
are subject to a licence expiry

ANNUAL COSTS 

One-off (Transition) Yrs

£ Neg
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’      

£ Neg Total Cost (PV) £ NegC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Neg
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’      
Minor savings should accrue to companies through a reduction in 
the administrative burden of complying with the PRT regime.   

£ Neg Total Benefit (PV) £ NegB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  
Ensuring that companies can access PRT decommissioning relief after the expiry of a field licence 
will ensure they are not penalised by a potentially large unrelievable cost. 

Key Assumptions/Sensitivities/Risks      

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best 
estimate) Neg

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? 1 July 2009 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
Increase of £ Neg Decrease of £ Neg Net Impact £ Neg

Key: Annual costs and benefits: Constant Prices (Net) Present Value 
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Evidence Base (for summary sheets) 

Rationale for Intervention

Government is committed to reducing administrative burdens imposed on business including through the 
simplification of the tax code.  As part of the process, HMRC has examined whether the PRT legislation 
can be improved or simplified and, with industry, has identified a number of potential areas where action 
can be taken. 

Policy Proposals

Reducing Administrative Obligations

Government therefore proposes to undertake the following actions to simplify the PRT regime: 

Provisional Expenditure Allowance: 
The repeal of this piece of legislation, but with a transition period to ensure that any relief given prior 
to repeal is recovered through the normal claw back mechanism. 

Commingling Agreements: 
The removal of the requirement for companies to provide information whenever a new field comes 
on stream and is blended with other production or where there is a change in the allocation 
methodology.  Instead production will be allocated on a “just and reasonable basis” in the same way 
as joint expenditure is allocated between fields.   

HMRC has also identified a number of other items of legislation within the PRT regime that are no longer 
relevant. Having consulted stakeholders, and with no objections having been raised, the Government 
proposes to repeal the following items: 

Spreading of supplement - Legislation at paragraph 9 of Schedule 3 to OTA 1975 allows companies 
to elect to spread relief for qualifying “supplemented” expenditure for up to 20 chargeable periods.  
The legislation does not currently appear to serve any useful purpose. 

Pre-PRT expenditure - Legislation at paragraph 3 of Schedule 4 to OTA 1975 applies to certain 
expenditure incurred prior to 13 November 1974. The normal time limit for claiming expenditure for 
PRT is six years and HMRC is not aware of any outstanding claims under this legislation. 

Tariff Receipts Allowance – alternative calculation - Legislation at section 9 of OTA 1983 provides a 
volume based allowance against tariff receipts similar to that of Oil Allowance being relieved against 
sales of oil.  Section 9(3) of OTA 1983 provides an alternative calculation for chargeable periods 
ending on or before 30 June 1987.  The legislation is relatively complicated and is now no longer 
applicable.

Transitional provisions for certain rules within OTA 1983 - Section13 and Schedule 5 of this act 
provide transitional rules for periods ending before or straddling 1 July 1982 in respect of the 
application of these new rules.  These transitional rules are no longer applicable and can be 
repealed.

Ensuring Access to PRT Decommissioning Relief

The first round of North Sea licences will expire in 2010. As a result, companies may have to carry out 
decommissioning activities in a field that no longer has a licence. For PRT purposes, a company is a 
participator in a field while they hold the relevant licence interest, and for two chargeable periods after 
that licence has been held. As a result of the licence expiry, the company may have an obligation to 
decommission the field, but, having ceased to have a licence interest at the point where it ceased 
production, may be unable to claim PRT relief for some or all of that expenditure. 

HMRC has been in consultation with DECC regarding the most appropriate method to ensure that 
companies have full access to decommissioning relief in the event of a licence expiry. The proposed 
change involves deeming companies to be participators in any field where they have previously been 
licence holders.  

162



Consultation Responses

Responses to the above proposals submitted during the consultation period have been positive and 
constructive, as industry have recognised the reduction in administration costs that these changes can 
deliver. The responses have resulted in no substantial changes to the Government’s approach. The 
industry has committed to continuing to work with the Government on future opportunities to simplify the 
regime.

Stakeholders have warmly welcomed the proposal which gives certainty in relation to decommissioning 
relief in the case of a licence expiry. 

Costs and Benefits

Government expects there to be an ongoing reduction in administrative burdens for industry in the North 
Sea in respect of the simplification measures outlined above.  

The proposed changes are designed to relieve companies operating in the North Sea from redundant 
PRT obligations, and to reduce others. Although there will be costs associated with familiarisation with 
the new legislation, these are not expected to be significant. Only a small numbers of companies are 
engaged in oil and gas exploration and extraction in the North Sea, a minority of which as PRT payers 
will find they are affected by the legislative changes being made. Consequently, it is considered fair to 
assume that the overall administrative impact on the sector will be negligible, both in terms of any 
transitional costs or recurring annual savings. Any temporary transitional costs, should they arise, need 
to be judged in the light of the elimination of unintended tax effects once a field licence has expired. 

Impacts

Results from the Specific Impact Tests can be found in the Annexes below. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed?

Competition Assessment No Yes

Small Firms Impact Test No Yes

Legal Aid No Yes

Sustainable Development No Yes

Carbon Assessment Yes Yes

Other Environment No Yes

Health Impact Assessment No Yes

Race Equality No Yes

Disability Equality No Yes

Gender Equality No Yes

Human Rights No Yes

Rural Proofing No Yes
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Annexes

Competition Assessment
These proposed changes will reduce the compliance cost disparity between North Sea oil and gas fields 
subject to PRT and those fields outside its scope.  

The change does not directly or indirectly limit the range of suppliers, or limit the ability of suppliers to 
compete. It also does not limit suppliers incentives to compete vigorously. 

Small Firms Impact Test
There are no small businesses involved in North Sea oil and gas extraction that are affected by 
Petroleum Revenue Tax.  

Legal Aid
The proposed changes will have no implications for legal aid. 

Sustainable Development
The proposed changes will have no impact on sustainable development. 

Carbon Assessment
The Government remains committed to moving towards a low carbon economy, however, while low-
carbon energy solutions are developed, oil and gas will continue to play a central role and the 
Government has a clearly stated objective to maximise the economic recovery of the UK’s oil and gas 
resources.

The impact of the proposed changes on carbon emissions is likely to be very small, and impossible to 
measure.

Other Environment
Waste management, air quality, habitat and wildlife will not be affected by the proposed changes. The 
effect of the proposed changes on the landscape and noise levels will be ameliorated by the fact that the 
oil and gas fields in question are some distance offshore. Climate change will not alter the impact of the 
proposal.

Health Impact Assessment
The proposed changes will have no health impacts. 

Race Equality
The proposed changes have no implications for race equality. 

Disability Equality
The proposed changes have no implications for disability equality. 

Gender Equality
The proposed changes have no implications for gender equality. 

Human Rights
The proposed changes have no implications for human rights. 

Rural Proofing
The proposed changes have no implications for rural areas. 
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury and HM Revenue and 
Customs

Title:
Changes to the application of chargeable gains 
legislation to the North Sea ringfence. 

Stage: Final Proposal/Implementation Version: 2 Date: 22 April 2009

Related Publications: Supporting Investment: A consultation on the North Sea Fiscal Regime; 
Securing a Sustainable Future: A consultation on the North Sea Fiscal Regime.

Available to view or download at: 
http://www.hm-treasury.gov.uk
Contact for enquiries: Mike Crabtree Telephone: 0207 438 6576

What is the problem under consideration? Why is government intervention necessary? 
Government has an overall aim to maximise the economic recovery of the UK's oil and gas reserves. 
Government believes that one important way of achieving this is to reduce the impact of the fiscal 
regime on investment decisions. One aspect of this relates to asset trades - with Government holding 
the belief that assets' potential will inevitably be maximised if they are placed in the hands of those 
most willing to invest. Industry has argued that the current structure of the fiscal regime's treatment of 
gains arising from asset trades is inconsistent and detrimental to asset trade occurring. 

What are the policy objectives and the intended effects? 
To prevent the fiscal treatment of chargeable gains from standing in the way of asset trades, without 
reducing the tax for companies wishing to leave the North Sea by removing the chargeable gains 
regime from all cash disposals.  

 What policy options have been considered? Please justify any preferred option. 
1. Do nothing - and risk current treatment inhibiting asset swaps and reinvestment of gains, or 
2. Remove chargeable gains taxation from asset swaps (and partially achieve desired objectives), or 
3. Do 2, and where proceeds from disposal of UK assets are reinvested in another UK asset, convert 
the holdover gain to an indefinite rollover gain - therefore chargeable gains taxation will only arise at 
the point where the benefit is taken outwith the UKCS, or 
4. Preferred Option: Do 2, and where proceeds from the disposal of a UK asset are reinvested in 
another UK asset then exempt the gain from chargeable gains taxation. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? The effects of the policy will be monitored on an ongoing basis. 

Ministerial Sign-off For Final proposal/Implementation Stage Impact Assessments: 

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impacts of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister:      

                                                                 Date: 3/4/09     
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Summary: Analysis & Evidence 
Policy Option:   
Option 1 

Description:  Do nothing  

ANNUAL COSTS 

One-off (Transition) Yrs

£ 0
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’
No change compared to the current position.      

£ 0 Total Cost (PV) £ 0C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’  
No change compared to the current position.     

ANNUAL BENEFITS 

One-off Yrs

£ 0 
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 
No change compared to the current position.

£ 0 Total Benefit (PV) £ 0B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  
No change compared to the current position     

Key Assumptions/Sensitivities/Risks
As now, asset trades will continue to be inhibited as a result of their tax treatment, thereby continuing 
to inhibit the reinvestment of gains and providing a barrier to the rationalisation of asset holdings. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best 
estimate)

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? N/A
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
Increase of £ 0 Decrease of £ 0 Net Impact £ 0

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:   
Option 2 

Description:  Remove chargeable gains taxation from asset swaps 

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible 
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 
Negligible overall change to business admin burdens, wider 
business compliance costs and HMRC operating costs.     

£ Negligible Total Cost (PV) £ Negligible C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’.

ANNUAL BENEFITS 

One-off Yrs

£ Negligible
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Negligible overall change to business admin 
burdens, wider business compliance costs and HMRC operating 
costs.     

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Wider unquantified economic
benefits should arise from increased investment in North Sea assets having ended up in the 
hands of those most willing to invest in them.  This stems from the removal of barriers to asset 
trades.

Key Assumptions/Sensitivities/Risks Enabling companies to rationalise their North Sea asset holdings 
will facilitate an increase in production, and consequently tax revenues, that will outweigh any potential 
future loss of revenue that might otherwise have arisen from an albeit narrowly applied chargeable 
gains regime. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best 
estimate) Neg

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
Increase of £ neg Decrease of £ neg Net Impact £ neg

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option  
Option 3 

Description:  Gains are rolled-over into a reduced acquisition cost 
where proceeds are reinvested in a UKCS asset 

ANNUAL COSTS 
One-off (Transition) Yrs
£ Negligible
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’  
As option 2, negligible overall change to business admin burdens, 
wider business compliance costs and HMRC operating costs.     

£ Negligible Total Cost (PV) £ NegligibleC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Negligible
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ As option 2, negligible overall change to business 
admin burdens, wider business compliance costs and HMRC 
operating costs.     

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’  
As option 2, but in addition providing greater incentives for increased investment and activity and 
also providing an incentive not to remove gains from the UK North Sea. 

Key Assumptions/Sensitivities/Risks As Option 2, though Option 3 will magnify both potential future 
loss of yield from disapplying chargeable gains taxation and potential gains from the taxation of higher 
production.

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best 
estimate) Neg

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
Increase of £ neg Decrease of £ neg Net Impact £ neg

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Summary: Analysis & Evidence 
Policy Option:  
Option 4 

Description:  Remove chargeable gains taxation from asset swaps and 
exempt gains where proceeds reinvested in a UKCS licence 

ANNUAL COSTS 

One-off (Transition) Yrs

£ Negligible 
Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ As Option 3, negligible overall change to 
business admin burdens, wider business compliance costs  

£ Negligible Total Cost (PV) £ NegC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ 
There will be a negligible loss in ring fence corporation tax from the transfer of assets within the 
UKCS that under the current regime might have attracted tax by way of a chargeable gain.  

ANNUAL BENEFITS 

One-off Yrs

£ Negligible
Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’      
As option 3  and in addition companies will no longer have a 
requirement to track assets through the rollover system.

£ Negligible Total Benefit (PV) £ NegB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ As option 3, but in addition 
providing greater simplicity and reducing legislative complexity, with positive implications at the 
margin for business certainty and admin burdens.

Key Assumptions/Sensitivities/Risks As option 3. 

Price Base 
Year

Time Period 
Years

Net Benefit Range (NPV)
£ Neg

NET BENEFIT (NPV Best 
estimate) Neg

What is the geographic coverage of the policy/option? UKCS
On what date will the policy be implemented? Budget Day 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ 0 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? N/A N/A N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 
£ NegIncrease of £ Neg Decrease of £ Neg Net Impact 

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets) 

Rationale for Intervention

As was acknowledged in the December 2007 Consultation Document ‘Securing a sustainable future’, 
Government recognises the importance of reducing any distortionary impact of the fiscal regime on 
investment decisions and helping facilitate asset trades. Government believes that, where assets are in 
the hands of those most willing to fully exploit them, then this will be to the benefit of the UK.  

Over the course of the consultation referred to above, Industry have argued that the current treatment is 
inconsistent and complicates asset trades, up to and including the point of preventing otherwise viable 
asset deals from proceeding. They also argued that the current rules for taxing chargeable gains within 
the UKCS imposes a unique “double taxation” burden, in that an increase in value in a field that was then 
sold would potentially give rise to a chargeable gain in the hands of the vendor. As the reserves were 
then extracted by the purchaser, they would be subject to the special North Sea fiscal regime that is 
expressly designed to capture a fair share of the value of the natural resource being produced. 
Companies argued that as vendors they were being taxed on the value of oil they had not produced, and 
as purchasers they were then caught because they could not offset the capital cost of acquiring the 
licence interest against the income charge on production. 

Analysis suggested that the current legislation was standing in the way of some asset trades, and 
Government therefore makes the following proposals.  

Policy Proposals

Government proposes to undertake the following actions in relation to the treatment of chargeable gains 
within the North Sea ring fence: 

To build on the existing provision under which pre-development licence interests can be swapped 
for nil consideration, by providing that where UKCS development licences are swapped, no gain will 
arise to the extent that the value of the licence acquired franks the value of the licence disposed of. 

That where the proceeds of a UK licence sale are reinvested in other UK licences then the gain on 
the original sale will be exempt.  

These changes will assist in encouraging asset trades that will bring North Sea assets into the hands of 
those companies most willing and able to develop them to their full potential.

In arriving at these proposals Government did not consider it appropriate that all disposals of licence 
interests should fall outside the scope of the chargeable gains regime. If a company has benefited from 
the increase in value of a licence interest during its ownership (and the most common reason will be an 
increase in the price of oil or gas), then if the proceeds of the sale are not reinvested within the UKCS, it 
is right that any chargeable gain should be subject to tax. The changes are not designed to remove 
barriers to operators leaving the basin entirely. 

Consultation Responses

Industry has strongly welcomed the proposed changes to CG and is of the view this will significantly 
benefit the sector as assets are more easily moved into the hands of those most likely to exploit them. 
HMRC outlined the changes in detail to industry in December 2008 and since then there has been a 
useful dialogue on the legislative detail of the changes, to ensure they have the intended effect. Industry 
also recognises the simplification benefits from reducing the number of circumstances in which a 
chargeable gain will arise. 

Some stakeholders suggested that the Chargeable Gains regime should be removed entirely from the 
North Sea, on the grounds that it would have the same effect as the proposed policy, but would result in 
a simpler regime. Government rejected this idea on the basis that the rationale for these proposals is to 
get assets into the hands of those most likely to reinvest in them, and to encourage the reinvestment of 
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proceeds from asset sales in the North Sea. The aim is not to reduce the tax for companies wishing to 
leave the North Sea by removing the chargeable gains regime from all cash disposals. However, the 
Substantial Shareholders Exemption (SSE) remains available should companies wish to sell companies 
containing particular assets. HMRC believe that removing Chargeable Gains entirely would also 
potentially leave the Exchequer exposed to further compliance risks, particularly arising from “profits into 
gains” avoidance schemes. The Government therefore intends to retain the approach set out in the 
consultation document and subsequent communications with industry. 

Costs and Benefits

The proposed changes will not introduce new onerous information obligations on companies operating in 
the North Sea. Although there will be costs associated with familiarisation with the new legislation these 
are not expected to be significant. There may be some recurring savings in record-keeping for 
companies where realised gains are now exempted rather than held over.  However, only a small 
number of companies are engaged in oil and gas exploration and extraction, and only a proportion of 
them might find they are ever affected by the legislative changes being made. Consequently, it is 
considered fair to assume that the overall administrative impact on the sector in relation to the preferred 
Option 4 will be negligible, both in terms of any transitional costs, recurring annual costs or recurring 
savings. In any case, additional costs should be judged in the light of the commercial opportunities 
facilitated by the proposed changes. 

Options 2, 3 and 4 all remove barriers to asset trades.  In the case of 2 and 4 compliance cost savings 
should accrue to companies through the removal of a requirement to track gains through the existing 
rollover system.  For all three options tax would be levied in fewer circumstances than at present, but the 
result of Government’s analysis suggests that the result will be to encourage more investment and 
activity, leading to a greater recovery of North Sea oil and gas reserves and hence to an additional tax 
yield overall.

Compared to Option 2, this effect is likely to be magnified by Options 3 and 4, as they provide more 
restrictions on the current application of tax and as a result should encourage greater investment and 
activity compared to Option 2.

Option 4 largely achieves the same ends as Option 3 but does so in a much simpler way, i.e. providing a 
pure exemption from chargeable gains taxation (following reinvestment in the North Sea) rather than 
enabling holdover gains to be converted to rollover gains. Option 4 has the additional benefits of 
providing greater clarity and simplicity and, at the margin, more business certainty and reduced admin 
burdens.  The Government proposes Option 4. 

In all cases the change in business admin burdens and compliance costs is likely to be small per 
business and negligible in total (in part because a maximum of only around 160 companies are likely to 
be affected).  Widespread or significant changes to IT systems and other business systems are not 
anticipated.  Familiarisation costs are likely to be negligible, more so for Option 4 than for Option 3 
because the former is much simpler, including in terms of the legislative change required.     

To the extent that additional business costs are incurred this would largely be because the removal of a 
tax barrier has encouraged greater activity.  In general we would assume that if a business chooses to 
engage in greater activity and investment they would have formed the view that the costs of doing so 
would be outweighed sufficiently by the benefits to them.   

The changes to HMRC’s own administrative and operational costs are also expected to be negligible.   

Impacts

Results from the Specific Impact Tests can be found in the Annexes below. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed?

Competition Assessment No Yes

Small Firms Impact Test No Yes

Legal Aid No Yes

Sustainable Development No Yes

Carbon Assessment No Yes

Other Environment No Yes

Health Impact Assessment No Yes

Race Equality No Yes

Disability Equality No Yes

Gender Equality No Yes

Human Rights No Yes

Rural Proofing No Yes
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Annexes

Specific Impact Tests: Results

Competition Assessment

The proposed change will remove a fiscal barrier that could prevent North Sea companies wishing to 
rationalise their asset holdings from being able to agree mutually acceptable terms. As such the 
preferred Option 4 promotes the exchange of assets on normal commercial terms. It should also make it 
more likely that new investment will be attracted into the North Sea. 

The change does not directly or indirectly limit the range of suppliers, or limit the ability of suppliers to 
compete. It also does not limit suppliers incentives to compete vigorously.  

Small Firms Impact Test

There are no small businesses involved in North Sea oil and gas extraction that are affected by 
Chargeable Gains taxation. 

Legal Aid

The proposed changes will have no implications for legal aid. 

Sustainable Development

The proposed changes should improve the sustainability of the economy by helping to increase 
production of oil and gas from the North Sea, and consequently ensuring a secure and affordable energy 
supply.

Carbon Assessment

The Government remains committed to moving towards a low carbon economy, however, while low-
carbon energy solutions are developed, oil and gas will continue to play a central role and the 
Government has a clearly stated objective to maximise the economic recovery of the UK’s oil and gas 
resources.

The marginal impact of the proposed changes on carbon emissions is likely to be very small, and 
impossible to measure. 

Other Environment

Waste management, air quality, habitat and wildlife will not be affected by the proposed changes. The 
effect of the proposed changes on the landscape and noise levels will be ameliorated by the fact that the 
oil and gas fields in question are some distance offshore. Climate change will not alter the impact of the 
proposal.

Health Impact Assessment

The proposed changes will have no health impacts. 

Race Equality

The proposed changes have no implications for race equality. 

Disability Equality

The proposed changes have no implications for disability equality. 

Gender Equality

The proposed changes have no implications for gender equality. 

Human Rights

The proposed changes have no implications for human rights. 

Rural Proofing

The proposed changes have no implications for rural areas. 

175



176



Summary: Intervention & Options
Department /Agency:
HMRC

Title:
Impact Assessment for Payments, Repayments and 
Debt: The Next Stage

Stage: Final Version: 2.0 Date: 14 April 2009

Related Publications: Payments, Repayments and Debt: the developing programme of work - June 2007; 
Responses to consultation and proposals - Jan 2008; Responses to consultation and proposals - March 2008; 
Payments, Repayments and Debt: the next stage – Nov 2008; Responses to consultation and explanations –
April 2009.
Available to view or download at:
www.hmrc.gov.uk/better-regulation/ia.htm

Contact for enquiries: powers.review-of-hmrc@hmrc.gsi.gov.uk Telephone: 020 7147 3223

What is the problem under consideration? Why is government intervention necessary?
HMRC was created out of the former Inland Revenue and HM Customs & Excise departments in 
2005. The powers of the former departments were carried forward to the new department unchanged. 
Some of these inherited powers are inconsistent and can impose undue costs on taxpayers and the 
Exchequer. The Review of Powers, Deterrents and Safeguards has been examining payment, 
repayment and debt management with the intention of modernising powers and achieving 
efficiencies. This programme of work requires changes to primary legislation and some changes were 
introduced in Finance Act 2008 (FA2008). The measures outlined here are a continuation of that 
work.

What are the policy objectives and the intended effects?
The objective is to deliver more efficient systems for payment, repayment and debt management 
through a more taxpayer focused approach, making it easier for taxpayers to pay and enabling HMRC 
to tackle debt more effectively. The intended effect is to produce a fairer, modernised payment, 
repayment and debt collection system that more fully supports those who wish to pay what they owe 
on time, helps those who may have difficulty paying and takes more effective action against those 
who would seek to gain an advantage through not meeting their liabilities or delaying payment.

 What policy options have been considered? Please justify any preferred option.
1) Do nothing and continue with present legislation and processes for payment, repayment and debt 
collection; or
2) A package of measures including: payment instalment schemes to allow more flexible payment of 
income tax and corporation tax; collecting small debts through Pay As You Earn; award of costs in 
successful court actions and tracing missing debtors.

Option (2) is preferred. The package would enable customers to spread payment of lump sum tax bills 
and improve the effectiveness of debt collection.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? Post implementation review would take place around three years after the full 
implementation of any option.

Ministerial Sign-off For Implementation Stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs.

  Signed by the responsible Minister: 

Date:      14 April 2009
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Summary: Analysis & Evidence
Policy Option: 2a Description Payment Instalment Schemes

ANNUAL COSTS

One-off (Transition) Yrs

£ 11.5million

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ The set up costs include changes to IT systems, 
training etc. The ongoing costs for HMRC include payment processing, 
bank charges and IT maintenance. Costs to taxpayers depend on which 
payment methods they used before and after joining such a scheme and 
number of payments made. Participation in a payment instalment 
scheme is voluntary. These figures assume between 10% -30% take-up.

£ 4 – 9.5 million Total Cost (PV) £ 15.5 – 21 millionC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ 

ANNUAL BENEFITS

One-off Yrs

£ nil
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ 

£ nil Total Benefit (PV) £ nilB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ Payment instalment schemes would 
enable businesses to better manage their cashflow. They would help taxpayers who struggle to meet their 
lump sum tax bills by spreading payment and support general compliance with tax obligations.

Key Assumptions/Sensitivities/Risks The costs in the boxes indicate the costs of payment instalment 
schemes when take up is 10% to 30%. Managed payment plans (MPP) would not be available to customers in 
the corporation tax quarterly instalment payment scheme or with group payment arrangements. MPP would have 
an impact on the cashflow to the Exchequer with a reciprocal effect for the customer. Details in evidence base. 

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ n/a

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 2011
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? n/a
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ -
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
see above

Small Medium Large

Are any of these organisations exempt? No No No See above

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £2.8 – 8.3m Decrease of £ Net Impact £ 2.8 – 8.3 million

Key: Annual costs and benefits: (Net) Present 
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Summary: Analysis & Evidence
Policy Option:
2b

Description Collecting small debts through
Pay As You Earn (PAYE)

ANNUAL COSTS

One-off (Transition) Yrs

£ 5 million

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ There are set up costs for HMRC to develop
processes and IT systems. There may be a small cost to employers
where an employee’s debt is coded out: to make the code change and
refer enquiries to HMRC. HMRC estimates this will average 60p per
coding notice.

£ 1 million Total Cost (PV) £ 6 millionC
O

ST
S

Other key non-monetised costs by ‘main affected groups’

ANNUAL BENEFITS

One-off Yrs

£ nil
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’

£ nil Total Benefit (PV) £ nilB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ Individuals’ payment would be made in
instalments and safeguards are built into the process to protect their level of income. It would reduce the
cost to HMRC of collecting small debts.

Key Assumptions/Sensitivities/Risks Costs for employers would depend on how many employees they have
with debts that have been coded out. Analysis done on 2006 ITSA (self assessed income tax) estimated that
about 35,000 cases could be coded out annually with a debt recovered of about £20 million. See evidence base
for details. The costs and amount recovered would vary depending on the volumes coded out annually.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ n/a

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 2011-12
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? n/a
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ -
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
see above

Small Medium Large

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ negligible Decrease of £ Net Impact £ negligible

Key: Annual costs and benefits: (Net) Present
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Summary: Analysis & Evidence
Policy Option:
2c

Description Award of costs in successful
court actions

ANNUAL COSTS

One-off (Transition) Yrs

£ 630,000

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ The one-off cost is mainly IT costs incurred by HMRC.
Debtors taken to court will incur greater costs than the court fees
charged at present.

£ negligible Total Cost (PV) £ 630,000C
O

ST
S

Other key non-monetised costs by ‘main affected groups’

ANNUAL BENEFITS

One-off Yrs

£ nil
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’

£ nil Total Benefit (PV) £ nilB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’

Key Assumptions/Sensitivities/Risks The Exchequer is compensated for the cost of recovering debts through
the courts which means that compliant taxpayers do not bear this burden. The effect would vary depending on
how many court actions are taken by HMRC and at what stage the debt is paid. Only non-compliant customers
taken to court for a tax debt would incur these costs, which have been estimated to be £2-2.5million.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ n/a

What is the geographic coverage of the policy/option? England, Wales & NI
On what date will the policy be implemented? 2010
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? n/a
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
see above

Small Medium Large

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ n/a Decrease of £ Net Impact £ n/a
Key: Annual costs and benefits: (Net) Present

180



Summary: Analysis & Evidence
Policy Option:
2d

Description Tracing missing debtors

ANNUAL COSTS

One-off (Transition) Yrs

£ 200,000

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ The implementation costs for HMRC are likely to be
relatively small with minor IT enhancements and existing processes
being extended. There would not be a cost to the taxpayer but there
would be an administrative burden placed on third parties. The burden
would depend on the volumes of requests and internal processes of the
third party. These have been estimated within the evidence base.

£ negligible Total Cost (PV) £ 200,000C
O

ST
S

Other key non-monetised costs by ‘main affected groups’

ANNUAL BENEFITS

One-off Yrs

£  nil
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’

£ nil Total Benefit (PV) £ nilB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ This proposal reduces the ability of
taxpayers to avoid contact with HMRC, enables HMRC to pursue the debt more promptly and reduces the
amount of tax debt written off due to the taxpayer being untraceable. It would give organisations statutory
cover to pass customer details on to HMRC.

Key Assumptions/Sensitivities/Risks The estimated value of the debts recoverable from debtors gone
unknown whose new details could be traced through use of this power is about £7million. This assumes that
about 5,000 formal requests for information are issued annually. The cost to any particular business would
depend on how many requests they received and their internal processes.

Price Base
Year

Time Period
Years

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ n/a

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 2010
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? n/a
What is the value of the proposed offsetting measure per year? £ n/a
What is the value of changes in greenhouse gas emissions? £ -
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
see above

Small Medium Large

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ Decrease of £ Net Impact £ negligible

Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets)

HMRC consulted on these ideas as part of Review of Powers, Deterrents and Safeguards 
including publication of Payments, Repayments and Debt: The Developing Programme of Work 
in June 2007.  A summary of the responses to that consultation was published in Responses to 
Consultation and Proposals on 10th January 2008 and legislation for some of the proposals was 
included in Finance Bill 2008. The remaining ideas were developed further in the consultation 
document Payments, Repayments and Debt: the next stage published in November 2008 with 
draft legislation for payment instalment schemes and tracing missing debtors published in 
January 2009. A paper outlining the responses to this most recent consultation is published 
alongside this impact assessment. The Powers Consultative Committee, which consists of 
representatives of the wider taxpaying community including small business, has considered the 
ideas in this consultation document at an earlier stage of the review. 

These proposals will mean that HMRC can more fully support those who wish to pay what they 
owe on time, help those who may have difficulty paying and take more effective action against 
those who would seek to gain an advantage through not meeting their liabilities or delaying 
payment.

In the impact assessment, benefits and costs are considered for both taxpayers and HMRC. 
Certain costs to business qualify as administrative burdens. The technical definition of 
“administrative burden” is a specific, measurable sub-set of the costs to business of 
implementing tax legislation or dealing with HMRC forms, audits and inspections. The 
methodology is contained in the Standard Cost Model available at 
http://www.hmrc.gov.uk/better-regulation/admin-burdens.htm

(a) Payment Instalment schemes

Current Situation

Some taxpayers get into financial difficulties when they fail to provide for tax1 such as self 
assessed income tax where payment is due once or twice a year. Research2 has indicated that 
small businesses in particular would like a more flexible system that offers the opportunity to 
make tax payments more frequently than at present and could help them better manage their 
cash-flow. Qualitative research with customers who had been in tax debt found that the idea of 
paying tax on a monthly basis was received warmly by participants3. In consultation, individual 
taxpayers and small businesses said that they would like the opportunity to take advantage of 
different payment arrangements.

Possible models were discussed at consultation workshops and other customer insight events. 
Two schemes were published in the November 2008 consultation document. Respondents to 
this consultation wanted considerably more flexibility than HMRC can offer at present, but 
recognised that it was worth building on these schemes in the future. 

1 For the purposes of this document tax is taken to include all the taxes, duties and national insurance contributions for which 
HMRC is responsible. Taxpayer should be taken to include anyone paying all such taxes, and also, unless the context says 
otherwise, those receiving tax credits and child benefits. It also includes those paying tax on behalf of another person. 
2 Analysis of the impact of the tax system on the cash flow of small businesses: a Report for HM Revenue and Customs 
(HMRC) by Small Business Research Centre (SBRC), Kingston University, November 2005. 
3 A summary of this research is given in Chapter 2 of the HMRC consultation document ‘Meeting the obligations to file returns 
and pay tax on time: consultation responses and refined models’, November 2008
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Last year, a new system was launched to improve HMRC’s ability to collect and manage direct 
debit payments. The system enables customers to schedule one-off payments of tax and 
facilitates budget payment plans for income tax: spreading payment towards future liability. 
Payments can be varied or suspended but the total paid should satisfy the liability by the due 
date. Customer surveys estimated that up to 1 million SA customers would join such a payment 
plan.

How this measure will work 

There would be two types of payment instalment schemes. The first model would see the 
extension of the income tax budget payment plan (outlined above) to corporation tax. In such a 
scheme, all the payments would be made in advance of the due date and there would be the 
facility to miss a payment or vary the amount of an instalment as long as the liability was met by 
the deadline. The second model, called managed payment plans, would apply to corporation tax 
and self assessed income tax (ITSA). It would give taxpayers the facility to make regular 
monthly payments based on their liability but the payments would straddle the due dates, with 
the payments in advance of the due date balanced by those made in arrears. Interest and 
surcharges would be suspended in such an arrangement. Managed payment plans would not 
be available to customers in the corporation tax quarterly instalment payment scheme or with 
group payment arrangements. 

Benefits

Payment instalment schemes would enable businesses to better manage their cashflow whilst 
making regular payments to HMRC. The schemes would help taxpayers who struggle to meet 
their lump sum tax bills by spreading payment, enabling people to budget more easily and avoid 
getting into arrears. Managed payment plans would be open to taxpayers in arrears as long as 
they agreed to pay off the debt (which could also be done in instalments). 

Further benefits may accrue from the payment method used in such a scheme. For example, 
regular electronic payments such as direct debit or standing order would give both the customer 
and HMRC the advantages of speed and certainty. 

Set-up costs

The set up costs to HMRC, including changes to IT systems, training and so on, amount to 
about £11.5million over 2-3 years. Other costs depend on the rate of take-up of the payment 
plans.

Ongoing costs

The cost of managed payment plans have been modelled for three scenarios: assuming 10%, 
20% and 30% take-up rate (where take-up is based on customer numbers in the ITSA model 
and payments made in the corporation tax model). 

Costs to HMRC of managed payment plans

The ongoing cost to HMRC of processing the greater number of payments made within 
managed payment plans and the associated bank charges has been calculated assuming (i) the 
method of payments outside a payment plan do not change and (ii) that half the payments
made within a plan are made by direct debit, half by standing order. For the income tax scheme, 
these costs would range from £100,000 (10% take up) to £300,000 (30% take-up).  For the 
corporation tax scheme, the cost would be between £75,000 (10% take-up) and £220,000 (30% 
take-up). These costs are based on all taxpayers joining at the beginning of the scheme and 
making the maximum number of payments possible. 
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Managed payment plans will also have an impact on cashflow to the Exchequer. The interaction
of payment peaks with HMRC’s financial year puts some receipts into the following year for 
income tax and advances others for corporation tax. 

For the income tax scheme which runs from November to October, this impact is greatest in the 
first year as some payments are deferred from one financial year to the next (ie HMRC’s 
financial year which runs from April to March). In subsequent years, the effect is less marked 
and depends on the growth of the total amount of ITSA tax due.

The impact on cashflow of the ITSA management payment plan for the three levels of take up is 
set-out in the tables below. The first table assumes all taxpayers who join the scheme do so in 
time for their first instalment to be paid in November. Given that taxpayers will need to assess 
the benefits of the scheme for the first time, it is more likely that some of them will join as the 
year progresses. The second table assumes 30% of taxpayers join the scheme in December. 

Cash flow impact (£m) - all taxpayers join in November
10% take-up rate 20% take-up rate 30% take-up rate

current new difference new difference new difference
Year 1 2003/04 23,750 23,530 -220 23,300 -450 23,080 -670
Year 2 2004/05 24,650 24,640 -6 24,630 -12 24,630 -18
Year 3 2005/06 25,320 25,320 -6 25,310 -13 25,310 -19
Year 4 2006/07 26,020 26,010 -7 26,010 -13 26,000 -20

Cash flow impact (£m) – 30% of  taxpayers who join do so in December
10% take-up rate 20% take-up rate 30% take-up rate

current new difference new difference new difference
Year 1 2003/04 23,750 23,610 -144 23,460 -287 23,320 -430
Year 2 2004/05 24,650 24,640 -4 24,640 -8 24,630 -12
Year 3 2005/06 25,320 25,320 -4 25,320 -8 25,310 -12
Year 4 2006/07 26,020 26,020 -4 26,010 -8 26,010 -13

Assumptions:

• Take-up rate is applied to received monies and assumes take-up rates are the same across all ITSA taxpayers, 
regardless of how much tax is due.  If taxpayers who contribute heavily to payments (i.e. cash flow) do not join 
the managed payment plan (MPP) scheme, the model will overestimate the proportion of MPP payments. 

• Cash flow for all four years is based on historical data - 2003/4 data was used as the baseline with subsequent 
years portraying an annual growth rate of 2.75%. All other things being equal, if there is no growth over four 
years, the first years cashflow would show the same drop but over subsequent years the cashflow would not be 
affected; if there is a fall in ITSA tax due, the cashflow for the first year would drop by the same amount as the 
other scenarios but the cashflow for subsequent years would rise as the payments deferred from the previous 
year would tend to be larger than the payments due in the current year. 

The impact on cashflow for corporation tax was modelled on payments relating to Accounting 
periods ending between April 2005 and March 2006.

Cash flow impact (£m) - all taxpayers join on time 
10% take-up 20% take-up 30% take-up

payments
received

Current MPP Difference MPP Difference MPP Difference

Year 1 10,137 10,143 6.00 10,150 12.10 10,156 18.10
Year 2 10,416 10,416 0.20 10,417 0.30 10,417 0.50
Year 3 10,703 10,703 0.20 10,703 0.30 10,703 0.50
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Assumptions

• Take-up rate is applied to received monies and assumes take-up rates are the same across all corporation 
tax payers, excluding customers in the corporation tax quarterly instalment scheme and group payment 
arrangements

• As for ITSA, a 2.75% growth rate has been assumed (based Treasury forecasts: see http://www.hm-
treasury.gov.uk/d/pbr08_annexa_339.pdf; table A2).

• The model assumes the first instalments would be paid in April (relating to accounting periods that ended in 
the previous December and whose normal due date would be October) with a rolling implementation for the 
next 12 months. The cashflow may be different if the scheme was opened at a different point in HMRC’s 
financial year. 

Cost to HMRC of budget payment plans

The ongoing annual cost of processing the greater number of payments within budget payment 
plans and the associated bank charges would vary with take-up and be similar to those outlined 
for managed payment plans above: about £75,000 assuming a 10% take-up rate.

Cost to customers

The cost incurred by taxpayers is calculated on the basis that all taxpayers join at the beginning 
of the scheme and make the maximum number of payments possible. 

Assuming a 10% take up rate for budget payment plans for corporation tax, the additional cost 
to customers of monthly direct debit payments would amount to £260,000. This does not count 
as an administrative burden as discussed below. 

Administrative Burdens

Budget payment plans would have little impact on the administrative burden on businesses as 
there will be no additional requirement to make more payments than under the current payment 
regime. A normally efficient business will be able to make payments as frequently or 
infrequently as they require to optimise their administrati ve costs and any other considerations 
such as cashflow. A business would only see an increase in administrative burden if it felt that 
there were compensating benefits elsewhere.

In the second model, managed payment plans, for those taxpayers already in arrears, additional 
payments to clear their debts would be outside the administrative burdens target (which 
measures burdens on the compliant only). For the compliant, there will be some additional 
administrative burden in the increased number of payments which taxpayers will be required to 
make to settle their liability, but this may be partially offset by a reduction in time taken to make 
payments as taxpayers move from a one-off payment by cheque, to a regular, less onerous, 
electronic payment method. This administrative burden is dependent on the take up of the 
scheme. HMRC estimates it will be between £650,000 (at 10% take-up) and £1.9million (at 30% 
take-up) for corporation tax and £2.1million (10% take-up) and £6.4million (at 30% take-up) for 
ITSA.

(b) Collecting small debts through the PAYE system

Current Situation

HMRC already collects small underpayments of income tax through the PAYE system by 
adjustments to an employee’s tax code. An examination of tax returns for 2006/7 showed that 
317,000 SA taxpayers elected to have underpaid tax from 2005-06 and earlier coded out. The 
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total amount covered was £125million at an average of £395 each. HMRC may also recover tax 
credit overpayments in this way. 

How this measure will work 

This proposal would  extend the coding out facility to collect any small debt owed to HMRC. 
Consent from the taxpayer would not be a pre-condition but HMRC would offer this as an option 
for a period, before taking unilateral action. A taxpayer would, as now, be able to appeal against 
their tax code. 

The views on this proposal in previous consultation were mainly favourable, recognising this as 
a sensible and proportionate method to collect small debts as long as there were safeguards 
against hardship, avenues to deal with debts that are in dispute and clear information and 
communication about the measure.

Benefits

Small debts account for a small proportion of the value but a large proportion of the volume of 
tax debts. This proposal would reduce the cost to HMRC of collecting small amounts whilst 
allowing taxpayers to spread payments. There are safeguards built in to the coding process to 
protect the level of the taxpayer’s income. Taxpayers would not bear any costs, unlike 
enforcement action where they pay the costs of the action.

Two pieces of work have been done to gauge how many of the small debts are owed by 
customers with a source of employment income. 

An automated exercise was carried out to find out how many ITSA (income tax self 
assessment) taxpayers who incurred a surcharge (a penalty for late payment) during 2006 also 
had a source of employment income the following year. It was not possible to establish the size 
of the debt from this analysis so taxpayers’ liabilities were used as a proxy. A match was found 
for 35,000 cases where individual liabilities were less than £2000; total liabilities amounted to 
about £38million with a potential £20million being recoverable through coding out.

Assumptions
• The total debt owed by these taxpayers is likely to be less than £38million as partial payments may have 

been made
• The amount of debt recoverable assumes that 50% of tax due is a debt
• For the purposes of this analysis, it has been assumed that this debt would not otherwise have been 

collected

These figures describe a subset of potential cases: focussing on one type of tax (ITSA) and 
customers who have incurred a surcharge during one tax year, who are both filing an ITSA 
return as well as receiving employment income but excluding customers whose liability is 
greater than £2000 but whose outstanding debt due to partial payments may be less than 
£2000.

2005/06 Number of 
taxpayers

Total tax 
due (£)

Total debt (£) 
(assuming 50% of 'tax 

due' is debt)

Number of ITSA txp in PAYE in 2005/06 3,351,213
Txp also with late payment flag in 
2004/05

114,717

Txp with 'tax due' > £0 95,478
Txp with £0 < 'tax due' < £4k 57,504 102,643,176 51,321,588
Txp with £0 < 'tax due' < £2k 34,944 38,381,185 19,190,593
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A manual case review with a wider scope was carried out. Various types of debts under £500 
were checked to find whether the debtors had a source of employment income. 40% of 
customers with an SA debt, 23% of those with a VAT debt and 30% of those with class 2 
national insurance owing had employment income the following year. 

Costs

The costs of setting up IT systems and processes to collect debt through PAYE will be about 
£5million. The ongoing costs of incorporating payment into the taxpayers’ codes, accounting for 
payments collected and handling the attendant enquiries and appeals would vary depending on 
the volume of debts coded out in one year. 

A small cost may be incurred by employers. HMRC estimates there would be a cost to 
employers of just over 50p for every tax code change. This is based on the assumption that it 
will take 3.5 minutes for an employer to deal with a coding notice manually and 2 minutes for an 
employer using software, which met general agreement in consultation. These costs are 
calculated using HMRC’s standard cost model which includes estimated salaries uplifted to 
include overheads. 

HMRC would provide employees with information about how their PAYE coding will change as 
the debt is collected. Individuals may also turn to their employer for advice on their PAYE 
coding. HMRC have assumed that 1 in 20 of the people that have a debt coded out would 
contact their employer with a query and the employer would take 5 minutes to refer them to 
HMRC.

Based on these assumptions, the cost to employers would average around 60p per coding 
notice. The aggregate cost to employers will vary on the depending on how the scheme is 
implemented.

Administrative Burdens

HMRC recognises there may be an additional cost of administering coding changes as outlined 
above.

(c) Award of costs in successful court actions

Current Situation

In the commercial world, a creditor is entitled to include court fees and legal costs in their claim 
against a debtor in the civil courts. HMRC cannot claim legal costs because officers of HMRC 
are normally neither solicitors nor litigants in person. 

How this measure will work 

This measure would apply to England and Wales and in the future may be extended to Northern 
Ireland. It would allow HMRC to claim fixed costs based on the value of the claim which would 
help to redress the imbalance with other creditors. The proposal is to claim a proportion of 
scales that are currently in place in the county court and High Court. 

This suggestion found broad support in consultation.  The point was made that adding costs to 
a debt may simply mean adding debt to irrecoverable debt, but this is a decision that HMRC will 
have to make before bringing a court action in any event. 

187



Benefits

Currently, it is cheaper for the defaulting customer to be sued by HMRC than by other creditors.
If HMRC were able to claim legal costs and thereby align its position more closely with that of 
other creditors, this would no longer be the case. The Exchequer would be compensated for the 
cost of recovering debts through the courts so compliant taxpayers would not have to bear this 
burden.

Using the volume and value of cases HMRC took to County Court between November 2007 and 
October 2008, £2-2.5 million would have been generated by this measure. The annual benefit 
will vary depending on the volume and value of claims and at the stage at which the debt is paid. 

Costs

Setting-up costs for changes to IT systems, forms and so on would amount to about £630,000.
Existing processes would be adapted and the work absorbed by the existing staff numbers.
Under this proposal, the defaulting taxpayer would pay legal costs as well as court fees as 
illustrated in the analysis above. 

Administrative Burdens

This proposal falls outside the scope of administrative burdens.

(d) Tracing missing debtors

Current situation

HMRC makes every effort to ensure that the address information it holds is accurate and up-to-
date, and uses a range of techniques to trace taxpayers who go missing including the extensive 
use of commercial databases.  The Tracing Unit successfully traces over 90% of direct tax 
cases referred to the Unit.

However, there remain tax debtors that cannot be traced. In 2007 the Department wrote off 
£300million because it could not trace debtors. The 2007 consultation suggested that HMRC 
should be able to require relevant third parties to disclose address and contact details of such 
missing debtors.

Responses saw this proposal as reasonable as long as other sources of information were 
searched before a third party was approached.  There were concerns that this power may deter 
debtors from approaching voluntary bodies offering tax advice, and suggestions on how to 
prevent this. HMRC is considering how this could be reflected in statute. 

How this measure would work

The power would be operated by a specialised tracing unit within HMRC. In some instances 
HMRC already receives voluntary assistance from third parties.  In other cases, this measure 
would enable HMRC, if we have reasonable grounds to believe that a third party has such 
information, to require them to provide contact details for a debtor. Such requests would always 
be made in writing. There would be a new penalty for non-compliance. Both the request notice 
and the penalty would be subject to appeal. 
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Benefits

This power would reduce the ability of taxpayers to avoid contact with HMRC, enable HMRC to 
pursue the debt more promptly and reduce the amount of tax that is written off due to the 
customer being untraceable. It would give HMRC additional means to find a taxpayer when 
other sources had been exhausted. While many third parties already comply voluntarily with 
such an approach, confidentiality undertakings and Data Protection issues currently inhibit co-
operation. This measure would remove objections on these grounds. 

Previous work estimated the number of formal requests at fewer than 5,000 a year; assuming
the requests are targeted at higher value cases, £7million could be recovered from debtors 
traced through this means. 

Costs

The cost of changes to internal IT systems and staff training would be about £200,000. Existing 
processes would be adapted and the work absorbed by existing staff numbers.

There would not be a cost to the taxpayer but there would be an administrative burden placed 
on the third parties. The requests to third parties would be made after other sources of 
information sources had been explored.

Administrative Burdens

Third parties likely to be affected are businesses such as tax agents, utility companies, banks 
and so on, many of whom already co-operate with HMRC voluntarily. The administrative burden 
would depend on the process for handling such requests and the volumes of requests received. 
HMRC estimates that it would cost a large organisation about £3 to deal with these requests 
and small businesses £4. Assuming there are 5,000 formal requests made, the majority to large 
businesses, the administrative burden would total £16,000 which counts as negligible for the 
purposes of the impact assessment.
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Specific Impact Assessments

Full details of the specific impact tests are listed at www.cabinetoffice.gov.uk. These have been 
applied to the high-level ideas presented in this consultation. They will be applied again to test 
the impact as more detailed proposals are developed.

Competition assessment

These proposals will not impact on any business’s capacity to enter markets or compete 
rigorously within them. 

Small firms impact assessment

Small firms are not exempt from these proposals. 

Payment instalment schemes are intended to support small businesses and help them meet 
their payment obligations. The other proposals are aimed at non-compliant taxpayers. To 
exempt small businesses would be to exempt the vast majority of UK enterprises from changes 
which aim to level the playing field by tackling more effectively those who seek to gain an 
advantage through not meeting their liabilities or delaying payment. If a more flexible approach 
was offered to businesses of less than 20 or 50 employees then there would be a risk that 
larger businesses would disaggregate. 

Views about some of the proposals were sought from a group of taxpayers drawn from the 
small business community and qualitative research was commissioned to better understand the 
issues around tax debt. HMRC has also consulted with representatives of small businesses. 
Responses are outlined in the evidence base. 

By levelling the playing field, these proposals seek to assist small businesses which comply with 
their obligations.

Equality

These measures were assessed for their likely impacts on equality groups differentiated by race, 
disability, gender, age, marital status, carers, sexual orientation, religious belief, language and 
political opinion (NI only). As a result, HMRC are considering whether managed payment plans 
can be opened up to customers who file their ITSA returns on paper as well as those who file 
electronically.  The legislation will not preclude paper filers.

Other specific impact tests

We have carefully considered whether these proposals will have any impact on:
• Legal Aid
• Sustainable Development
• Carbon Assessment
• Other Environment
• Health
• Human Rights, and
• Rural issues

And conclude that they do not impact.
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HMRC

Title:
Raising the Three Line Account Threshold for Income 
Tax Self Assessment Forms 

Stage: Implementation Version: 1.0 Date: 22 April 2009
Related Publications: http://www.hmrc.gov.uk/ria/ria-redesigning-tax-return.pdf 

Available to view or download at: 
http://www.hmrc.gov.uk/ria/index.htm#full 

Contact for enquiries:  Mark Palmer Telephone: 020 7147 0492

What is the problem under consideration? Why is government intervention necessary? 
Small unincorporated businesses completing self-employment and/or UK property supplementary 
pages or sections in the main Income Tax SA Tax Return (MTR), Short Tax Return (STR), and 
Partnership Tax Return (PTR), are not required to provide a full breakdown of their income and 
expenses if their annual turnover falls below certain thresholds.  Instead they may provide headline 
income, expenditure and profits information by completing a three line account.  HMRC wishes to set 
these thresholds at the right levels given the objectives at stake.  

What are the policy objectives and the intended effects? 
The main intended effect is to find the right balance between the following objectives: 
1. To reduce administrative burdens on business, including partnerships and the self-employed and 
improve the business customer experience of dealing with the tax system. 
2. To ensure sufficient information is collected on forms and returns so that tax risk can be assessed 
properly and HMRC can operate as an effective tax administration. Also that sufficient information is 
available for policy analysis purposes to support wider economic objectives. 

 What policy options have been considered? Please justify any preferred option. 
1. Do nothing, i.e. retain the current turnover thresholds for completing the 'three line account' 
(£30,000 for the self-employment supplementary pages and £15,000 for the UK property 
supplementary pages). 
2. Increase each of these thresholds to permanently align them with the prevailing VAT registration 
threshold.  In addition ensure that changes in the threshold are well publicised and promoted, 
especially in relation to the UK property pages, so that businesses eligible to complete the three line 
account do so in practice.    

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects?   We plan to review once we have received at least two or three years of Income Tax 
Self Assessment returns (under the new thresholds).   

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs. 

Signed by the responsible Minister:  

Date:      6th April 2009
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Summary: Analysis & Evidence 
Policy Option:  2 Description:  Increase the turnover limit for submission of a three line 

account in line with the prevailing VAT registration threshold  

ANNUAL COSTS 

One-off (Transition) Yrs

£ not quantified 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ There are no significant costs to business. 

£ Neg Total Cost (PV) £ not quantifiedC
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ One-off business familiarisation costs 
are likely to be negligible. HMRC will incur transitional costs from adjusting and redesigning the 
current forms and IT systems for the three line account. HMRC will incur further transitional costs 
from promoting full uptake of the three line account.  

ANNUAL BENEFITS 

One-off Yrs

£ 0

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Businesses completing the 'three line account' 
themselves will save time.  Those using agents will spend less 
time furnishing agents with information, and that proportion of the 
agent fee relating to HMRC obligations should fall.  Some 
businesses will start to complete the forms themselves rather than 
using an agent.

£ 68m Total Benefit (PV) £ 316mB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Ongoing benefits to HMRC 
operating costs are likely to be negligible.  There may be intangible benefits from having a simpler 
regime.  Any wider economic benefits to small business have not been quantified but are likely to 
be marginal.

Key Assumptions/Sensitivities/Risks  Loss of expenses information poses a small but manageable 
compliance risk.  Attitudes towards compliance should stay the same. Businesses should complete 
the 'three line account' in future if they are eligible, but there is currently low awareness of this option 
on the UK property pages so needs good publicity. Policy analysis objectives should still be met.  

Price Base 
Year 2009

Time Period 
Years 5

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ 316m

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 2009-10 tax returns 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Absorbed 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ 0 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 0 Decrease of £ 59m Net Impact £ -59m
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Background

The Income Tax Self Assessment regime applies to businesses which are not registered as 
corporations and hence not subject to Corporation Tax.  This includes self-employed persons 
and partnerships.  They are required to complete the Main Tax Return (MTR) if they are 
individuals or the Partnership Tax Return (PTR) if they are partnerships, plus whichever 
supplementary pages apply.  Certain individuals with straightforward tax affairs are eligible to 
complete the simplified Short Tax Return (STR). 

The smallest businesses with annual turnovers below a certain limit, (usually those with the 
simplest affairs), can provide only a headline figure for their total income, total expenses, and 
total profit, rather than providing a detailed breakdown of their income and expenses.  This is 
known as a ‘three line account’ (TLA).  The facility to provide just the TLA details is found on the 
self-employment and UK property supplementary pages of the MTR and PTR, and in the self-
employment and UK property sections of the STR.

Before April 2008, businesses with a turnover of less than £15,000 per year were able to 
complete the ‘three line account’ on the self-employment and property supplementary pages or 
in sections of all three SA returns (MTR, PTR and STR).  Following April 2008 the TLA limit was 
increased to £30,000 for the self-employment supplementary pages of the MTR and PTR and 
the self employment section of the STR.  The £15,000 for property income has remained 
unchanged.

The Impact Assessment “Redesigning the Main Tax Return”, published on 14th November 2007 
(see link on page 1), assessed the impact of this change alongside other measures designed to 
make the task of completing the Main Tax Return easier.  The majority of the £3m to £5m of 
benefits identified in that document relate to the raising of the three line account threshold.

The current reform supersedes the April 2008 change and this Impact Assessment updates the 
earlier one.  In other words the costs and savings below compare the position which existed 
before April 2008 (three line account threshold for all forms at £15,000) with the position which 
applies from 2009-10 tax returns (three line account threshold for all forms aligned with the VAT 
registration threshold).

Objective
The purpose of these tax returns is to enable businesses to explain the basis of their tax self-
assessment to HMRC.  HMRC in turn uses this information for risk assessment and compliance 
purposes, and also for policy analysis purposes including details in relation to capital 
allowances.  In the absence of this information HMRC’s compliance activity could become less 
effective.  HMRC’s ability to ensure that tax policy supports wider economic objectives would 
also be affected.

There is, however, a cost to business from providing detailed information, especially where this 
would not otherwise be collected, and also a cost to HMRC from processing that information.   
The cost to business includes agents’ fees where agents are used to prepare accounts and to 
complete returns.  HMRC therefore wishes to find the right balance between business 
compliance costs and administrative burdens, tax risk, HMRC operating costs, and the wider 
impacts mentioned. 

Consultation
A formal consultation exercise was not held as this reform largely updates the TLA limit 
changes introduced in April 2008, and also because the changes constitute a simplification 

Evidence Base (for summary sheets) 
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which is voluntary in nature – more businesses are being given the option of completing the 
simpler ‘three line account’.  HMRC works closely with the external Administrative Burdens 
Advisory Board (ABAB) in identifying issues that matter to business.  ABAB was established by 
the Chancellor in Budget 2006 and is made up of representatives from business, including from 
small business, trade bodies and professional bodies.  ABAB’s role, amongst other things, is to 
advise HMRC on reforms which should make a real and noticeable difference in terms of 
reducing business administrative burdens, complexity and irritation factors, and improving the 
small business customer experience.  The administrative burden of the SA suite of returns is 
one of ABAB’s priority areas. 

Costs and benefits

As with the November 2007 Impact Assessment the Standard Cost Model (SCM) has been 
used as the basis for calculating all administrative burden impacts on business.  The associated 
admin burden database baseline is set at May 2005 prices and populations.  The changes 
calculated relative to this baseline have been up-rated by 3.5% per year to produce the 2009 
figures.

Benefits

In addition to the quantified benefits outlined below there may be intangible benefits associated 
with the introduction of a simplified regime.

If the current limit for completing the TLA is increased, it is likely that many more small 
businesses (apart from partnerships and some others) will be eligible to complete the Short Tax 
Return (STR) rather than the Main Tax Return (MTR) plus the self employment and/or property 
supplementary pages.  Businesses completing the STR only need to complete one relatively 
simple 4-page form rather than the longer and more complex MTR and relevant supplementary 
pages.

Some businesses are ineligible for the STR because they have more complex tax affairs.  
Those businesses with an annual turnover below the VAT threshold that are ineligible for the 
STR are likely to qualify for a ‘short’ 2-page version of the self employment supplementary page  
which asks for less information than the ‘full’ 5-page self employment supplementary page.  
Businesses will be able to provide TLA details on the short self employment page.

In addition, for the future, if the TLA limit is extended to match the current threshold for 
completing the short self employment page (VAT registration threshold), there would be scope 
for deleting some of the boxes on the short self-employment page which would enable other 
boxes found only on the ‘full’ page to be included on the ‘short’ page.  This would extend the 
scope of the ‘short’ self employment page to include businesses who currently have to complete 
the ‘full’ self employment page (despite an annual turnover below the VAT threshold) because 
they need certain boxes currently found only on the full page.  Such ‘switching’ from the full to 
the short pages would result in further admin burden savings for affected businesses. 

These intangible benefits have not been quantified.

Self-employment supplementary pages

Internal HMRC data was used to estimate the number of businesses which have an annual 
turnover between £15,000 and the VAT threshold, this being around 1.2 million self-employed 
persons and around 150,000 partnerships.

For this business population the assumption is that the total business time spent completing 
each of these supplementary pages should fall by around 60%.  This was based upon an 
analysis using the admin burden database baseline of how much time is spent completing each 
of the boxes in these supplementary pages.  In line with our baseline data the assumption is 
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that this time saving will apply to businesses that complete the supplementary pages by 
themselves and to businesses using agents – those using agents should save time by not 
having to furnish their agents with so much detailed information.

Given that it is far simpler to complete the ‘three line account’ than it is to provide the full 
breakdown of expenses and income the assumption is that some businesses using agents to 
complete the supplementary pages will no longer do so in the future.  The prudent assumption 
used in the analysis is that only 5% of businesses will switch.  This is because data on the 
proportion of the smallest businesses which use agents indicates that whilst many such 
businesses would be capable of completing the supplementary pages by themselves the vast 
majority still prefer to use an agent.  This may be rational and normally efficient behaviour, for 
example if the opportunity costs of completing the supplementary pages exceed the costs of 
using an agent – or put simply, if an entrepreneur’s time is better spent making money than 
completing tax forms.  

For those businesses which continue to use an agent the assumption is that the agent’s fee will 
fall by 10% - or rather, that the proportion of the fee relating to HMRC obligations will fall by 
10% in total.  This relatively small figure reflects an assumption that for some of this business 
population, especially those with higher turnover, the agent might separately already be using 
software to produce full accounts for their client.  In such cases there may be little, if anything, 
to be saved by the agent from providing HMRC with summary data compared to providing 
HMRC with the full breakdown of expenses and income.

The total effect of these assumptions is to reduce admin burdens by almost £17m in 2005 
prices and populations, which translates to just over £19m in 2009 figures (using the calculation 
mentioned above).  The figures for the MTR self-employment supplementary pages are just 
over £13m (2005 figures) and just over £15m (2009 figures), and for the PTR self employment
supplementary pages are £3.5m (2005 figures) and £4m (2009 figures).

UK Property supplementary pages

HMRC’s internal data indicates that the current £15,000 threshold which applies to the UK 
property supplementary pages is not well known and that the ‘three line account’ here is 
generally not being completed.  A first hand examination of the relevant supplementary pages 
compared to the self-employment and partnership supplementary pages supports this view – it 
is not clear at face value on the form itself that the ‘three line account’ is an option although this 
is explained in the notes for the relevant sections.  This may give the impression that full details 
of income and expenses should be provided after all.

The following costing is based on the additional assumption that TLA option would be made 
more prominent on the UK property supplementary pages plus an effective HMRC publicity and 
promotional campaign so that the ‘three line account’ will in future be completed by businesses 
which are eligible to do so.   

Internal HMRC data was used to estimate the number of businesses with income from 
property which have an annual turnover between £0 and the VAT threshold - around 1.3 million.  
For this business population the assumption is that the total business time spent completing the 
supplementary pages should fall by around 60%, again based upon an analysis of how much 
time is spent completing each of the boxes in the supplementary pages.  As above the 
assumption is that this time saving would apply to all businesses whether or not they use an 
agent.

As above the assumption is that some businesses which use agents to complete the 
supplementary pages will no longer do so in future.  However, the population of businesses 
which complete the UK property supplementary pages differs noticeably from that completing 
the other supplementary pages.  In particular the former is likely to include persons gaining 
business income from owning second properties, such as buy-to-let properties.  Such persons 
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may have lower opportunity costs than a self-employed person running their own business.  As 
such the assumption is that for the UK property supplementary pages there would be a 
significantly greater inclination to switch away from using an agent.  The costing includes an 
assumption that 20% would switch. 

For similar reasons the assumption is that for those businesses which continue to use an agent 
the proportion of the fee relating to HMRC obligations will fall by 20%.  This higher figure stems 
from the view that a lower proportion of agents serving the ‘UK property business population’ 
are likely to be producing full accounts for their clients using software.  Where such accounts 
are not being produced there should be a genuine reduction in the resources needed by the 
agent to satisfy HMRC’s obligations. 

The combined effect of these assumptions is to reduce admin burdens relating to the UK 
property supplementary pages by almost £42.5m in 2005 prices and populations, and by just 
under £49m in 2009 figures (using the calculation mentioned above). 

The total benefits from raising the TLA limit for the self-employment and UK property 
supplementary pages come to £59m in 2005 prices, equivalent to £68m in 2009 prices.

Costs

Businesses and agents will incur one-off familiarisation costs stemming from the increased 
‘three line account’ thresholds.  These are likely to be negligible.  The same applies to any costs 
associated with deciding whether to complete the ‘three line account’ or whether to provide the 
full breakdown of expenses and income. 

HMRC will incur one-off costs associated with amending the current selection criteria for the 
STR, changing the threshold parameters for selecting the MTR short/full self employment 
supplementary pages, possibly redesigning the short self-employment supplementary page and 
making changes to the associated IT systems.   In addition HMRC will incur some further one-
off costs for the publicity and promotional campaign needed to ensure maximum take-up of the 
three line account from eligible businesses. These have not been quantified.   

Information obtained from these supplementary pages is currently fed into risk analysis models 
which help HMRC target businesses for audit or inspection.  Going forward compliance activity 
for this part of the taxpayer population will be driven by other techniques, such as use of third 
party information and more flexible interventions, which are more likely to be effective than 
detailed examination of the break-down of expenses.  On this basis the assumption is that there 
should be no increased audit and inspection activity (and associated burdens) as a result of this 
change for those businesses complying with their tax obligations. 

Tax yield 

As mentioned above information obtained from these supplementary pages is currently used for 
risk analysis purposes.  Our analysis is that this change poses a small but manageable 
compliance risk (for the reasons set out above).   

Policy analysis implications 

Information obtained via the supplementary pages is currently used for policy analysis purposes, 
including in relation to capital allowances.  Whilst the loss of information will have some impact 
on the data available for policy analysis and monitoring it should still be possible to produce 
analysis of a sufficiently high standard and quality, and any effects here would be justified by 
the benefits outlined above.
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Further assumptions

The above assessment of costs and benefits reflects a number of other assumptions:

• These changes are unlikely to lead to businesses switching from the Corporation Tax 
regime to the Income Tax Self Assessment regime.  HMRC will continue to monitor the 
relative burdens for similar sized businesses in these two regimes. 

• There will be no change in business compliance attitudes.  Possible changes include 
reduced accuracy in relation to self-assessment as a result of less detailed information 
being provided on the forms.  Alternatively there may be increased accuracy as a result of 
businesses responding positively to the more customer-friendly regime which is being 
introduced.  HMRC will be monitoring this closely. 

• There will be no change in overall tax yield as a result of any movement in the ‘threshold 
bulge’, i.e. businesses under-declaring their income (as being less than £15,000) in order to 
complete the ‘three line account’, and then declaring the correct and higher amount when 
the threshold rises. 

• ‘Business as usual’ costs are not included in the estimates, i.e. if a business voluntarily 
chooses to provide HMRC with a full breakdown of their expenses when not required to do 
so then we have not counted the additional costs involved. 

• Following the greater prominence of the TLA option on the UK property supplementary 
pages, coupled with the planned HMRC publicity and promotion campaign, all those eligible 
for the ‘three line account’ will complete it in future. 

• There will be no wider economic benefits from the reduction in admin burdens, e.g. in the 
form of higher productivity or more innovation. 

Specific Impact Tests material

Competition Assessment 

These reforms are not expected to directly or indirectly limit the number or range of suppliers, or 
limit the ability or incentives of suppliers to compete and to do so vigorously.  If anything these 
reforms support increased competition because they reduce the entry barriers (in the form of 
regulatory burdens) applying to new entrants.

Small Firms Impact Test 

The small firms impact test focuses on the effects on businesses with fewer than 20 employees. 
As the proposal outlined in this Impact Assessment is designed to benefit businesses up to the 
VAT registration threshold, it intrinsically has a small firms focus.  The analysis in this Impact 
Assessment is therefore all relevant to the impact on small firms.

Legal Aid 

There are no impacts on legal aid and no new criminal or civil sanctions are being introduced. 

Sustainable development 

These reforms are not expected to have any impact on the five principles of sustainable 
development, notably living within environmental limits; ensuring a strong, healthy and just 
society; achieving a sustainable economy; promoting good governance, and; using sound 
science responsibly. 
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Carbon assessment 

These reforms are not expected to have any impact on greenhouse gas emissions. 

Other environment 

These reforms are not expected to have any impact on waste management, air quality, the 
appearance of landscape or townscape, habitat and wildlife, noise levels or any other 
environmental factor. 

Health

These reforms are not expected to have an impact on health, well-being or on health 
inequalities. 

Race equality, disability equality, gender equality 

These reforms have no negative impacts in these areas and will improve accessibility by 
increasing the simplicity of the return used by some customers.

Human rights 

These reforms are not expected to affect human rights. 

Rural proofing 

These reforms are not expected to have a different impact in rural areas. 
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Specific Impact Tests: Checklist 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HM Treasury 

Title:
Impact Assessment of reforms to the Vehicle Excise 
Duty rules on refunds and six month licences 

Stage: Implementation Version: 1.0 Date: 22 April 2009
Related Publications: Budget 2008, Pre-Budget Report 2008 –(VED administration and collection is not the 
responsibility of HMRC but of DVLA. Tax policy is, however, determined by the Treasury and this IA is therefore provided 
alongside other tax IAs on the HMRC website)

Available to view or download at: 
http://www.hmrc.gov.uk/better-regulation/ia.htm

Contact for enquiries: Matt Cowan Telephone: 0207 270 5324

What is the problem under consideration? Why is government intervention necessary? 
First-year rates (FYRs) of vehicle excise duty (VED) will be introduced in 2010. They are intended to 
act as a strong signal at the point of purchase that motorists can save money by buying a lower-
carbon version of a new car within their preferred class. FYRs will apply on the first vehicle licence for 
a brand new car. For higher-carbon cars, FYRs will be higher than the standard rate of VED charged 
on all subsequent licences. Without reforms to the VED rules on refunds and six month licences, 
owners of higher-carbon new cars would be able to pay less than the full amount of FYR. This would 
reduce the incentive to buy a lower-carbon car, and weaken the environmental signal that FYRs are 
intended to send.  

What are the policy objectives and the intended effects? 
Reforms are needed to prevent owners of higher-carbon new cars being able to pay less than the full 
amount of FYR by taking a refund or a six month licence on the first vehicle licence. Reform to these 
rules will mean that the expected environmental savings from encouraging the purchase of lower-
carbon cars will be protected. These savings are estimated to lead to a 0.9 million tonne reduction in 
carbon dioxide (CO2) by 2020. 

 What policy options have been considered? Please justify any preferred option. 
1) Do nothing. 
2) Limit VED refunds on the first vehicle licence up to the standard rate for new cars in VED Bands H 
to M in certain circumstances. 
3) Disallow refunds on the first vehicle licence for new cars in Bands H to M in certain circumstances. 
4) Disallow six month licences on the first vehicle licence for new cars in Bands H to M. 
Options 2 and 4 are preferred, as they are felt to be the best balance between protecting 
environmental savings and maintaining the provision of benefits to vehicle owners. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? A post implementation review will be carried out around three years after the changes 
are introduced in April 2010. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister: 

                                                        Date: 20/3/09
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Summary: Analysis & Evidence 
Policy Option:  2 and 4 Description:  Limit VED refunds to the standard rate on the first licence 

in certain circumstances and disallow six month licences on the first 
licence for vehicles in VED Bands H to M 

ANNUAL COSTS 

One-off (Transition) Yrs

£ Up to 300k 

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ One-off familiarisation costs for affected 
businesses, as well as staff training and systems changes at the 
Driver and Vehicle Licensing Agency. There is likely to be an 
increase in compliance costs for businesses submitting more VED 
refunds for higher-carbon cars. Estimates exclude DVLA costs.  

£ Approx £250-500k Total Cost (NPV) ~ £2½-5m over 10 yrs  C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’ 
Businesses unable to take out six month VED licences on higher-carbon new cars may 
experience decreased cash flow as a result of having to take out a 12 month licence instead.  
They will have to decide how to respond to the changes and whether or not to consult advisers.

ANNUAL BENEFITS 

One-off Yrs

£      N/A

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 
Measures protect environmental signal of VED first-year rates, 
ensuring forecast carbon savings are delivered. Average annual 
benefit is based on estimated first-year rate carbon savings over 
the period 2010-11 to 2020-21, converted to 2009 £s.

£ Up to £1.75m Total Benefit (NPV) Up to £15m over 10 yrs B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 
Measures will also protect tax revenue by removing opportunities to pay less than the first-year 
rates.

Key Assumptions/Sensitivities/Risk 
Approximately 5,500 franchised car dealers, 1,200 rental and leasing companies and up to 8,000 
other businesses (e.g. repair and other dealers) potentially affected by the measures.  Estimate of 
roughly 175,000 affected vehicles a year, although there is some uncertainty around this figure.

Price Base 
Year 2009

Time Period 
Years 10

Net Benefit Range (NPV)
£  Up to £10-12½m over 10 yrs    

NET BENEFIT (NPV Best estimate)
£

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 1 April 2010 
Which organisation(s) will enforce the policy? DVLA
What is the total annual cost of enforcement for these organisations? N/a
Does enforcement comply with Hampton principles? N/a
Will implementation go beyond minimum EU requirements? N/a
What is the value of the proposed offsetting measure per year? £ Nil 
What is the value of changes in greenhouse gas emissions? ~ £15m (NPV)      
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
N/a

Small
N/a

Medium
N/a

Large
N/a

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £       Decrease of £       Net Impact £ Negligible 
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Background 
The Government announced at Budget 2008 – and confirmed in the Pre-Budget Report (PBR) 
2008 – reforms to the system of vehicle excise duty (VED) for cars. As part of this reform, 
differential rates of VED on brand new cars (“first-year rates” or FYRs) will be introduced in 
2010. FYRs are intended to act as a strong signal at the point of purchase that motorists can 
save money by buying a lower-carbon version of a new car within their preferred class (e.g. 
supermini, estate, hot-hatch, etc.). For lower-carbon new cars, FYRs will be zero, while for 
higher-carbon new cars, they will be higher than standard rates of VED. The reforms to VED are 
estimated to lead to a 0.9 million tonne reduction in carbon dioxide (CO2) by 2020. FYRs 
contribute a large part of this reduction. (This is down from 1.0 million tonnes of CO2 as 
announced in the PBR, due to the downturn in the car market). 
VED is administered by the Driver and Vehicle Licensing Agency (DVLA). For reasons of 
practicality, DVLA can only charge FYRs on the first vehicle licence for a brand new vehicle. 
Subsequent licences - including those within the first year of ownership - will be charged at the 
standard rate of VED. 
VED policy currently grants vehicle owners the option to license certain vehicles for six months, 
as opposed to the full twelve month period. VED policy also permits vehicle owners, under 
certain conditions, to obtain a refund on any unexpired complete months remaining on their 
vehicle licence when they no longer require that licence. 
Policy rationale 
Without reform to the VED rules on refunds, owners of higher-carbon new cars would be able to 
pay less than the full amount of FYR. For example, when a vehicle owner declares Statutory 
Off-Road Notification (SORN), they are entitled to receive a refund. If there were no reforms to 
the refund rules, once FYRs are introduced, the owner of a higher-carbon new car would be 
able to declare SORN for a short period and claim a refund, and then relicense the vehicle at 
the lower standard rate of VED. This would allow the owner to pay less than the full amount of 
FYR on a higher-carbon new car. The incentive to buy a lower-carbon car would be weakened, 
as would the environmental signal that FYRs are intended to send. 
Owners of higher-carbon new cars would also be able to pay less than the full amount of FYR if 
no reform is made to the VED rules on six month licences. For example, if there were no 
reforms to the six month licensing rules, the owner of a higher-carbon new car would be able to 
license their car for six months, and, upon expiration of this period, relicense the car at the 
standard rate. This would allow the motorist to pay less than the full amount of the FYR on a 
higher-carbon new car. Again, this would weaken the signal that FYRs are intended to send, 
and reduce estimated environmental savings. 
Policy options 
In order to protect the environmental signal of FYRs, reforms to the VED rules on refunds and 
six month licences for higher-carbon new cars were considered. This resulted in four possible 
options for reform: 

1) Do nothing. 
2) Limit VED refunds on the first vehicle licence up to the standard rate for new cars in VED 

Bands H to M that are sold, transferred, exported, or that have made a SORN declaration.
3) Disallow refunds on the first vehicle licence for new cars in Bands H to M that are sold, 

transferred, exported, or that have made a SORN declaration. 
4) Disallow six month VED licences to be taken out as the first vehicle licence for new cars 

in Bands H to M. 

Evidence Base (for summary sheets) 
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The first option was considered to be detrimental to the Government’s environmental aims. Both 
options 2 and 3 would help protect the incentive to buy lower-carbon new cars, and concomitant 
environmental savings. Both would continue to allow owners to obtain a refund on higher-
carbon new cars that have been stolen, written-off or become eligible for a nil rate of VED. 
However, option 2 was preferred over option 3. Option 3 would have allowed no refunds, apart 
from in the above circumstances. Option 2 continues to allow refunds in other circumstances, 
up to a portion of the rate that would have been charged, had not the FYR on the vehicle been 
higher than the standard rate (i.e., had the vehicle not been a higher-carbon new car). Option 4 
will withdraw the policy permitting vehicle owners to take out a six month licence – as opposed 
to the full twelve month licence – for the first vehicle licence for higher-carbon new cars. It will 
help protect environmental savings by ensuring motorists do not pay less than the full amount of 
FYRs on higher-carbon new cars. 
Number of cars and types of businesses affected 
The focus of this impact assessment is on business impacts, although these policy measures 
will also affect private individuals who purchase brand new higher-carbon cars with a six month 
licence and/or apply for a VED refund on a first licence. The numbers affected are expected to 
be small compared with those buying all new cars, and even smaller compared with those 
buying all cars (both new and used). Many private new car purchases will have 12 months’ VED 
included in the sales package. 
There were 1.4 million fleet and business1 new car registrations in 2007, making up 56 per cent 
of total new car registrations (the remaining 44 per cent, or 1 million, were private new car 
registrations). Roughly 35-40 per cent of these cars fall into the higher-carbon bands affected by 
the policy measures (VED Bands H to M, or 166g CO2/km and above). The figure for 2008 new 
car registrations is 2.1 million, with fleet and business registrations making up 1.2 million (58 per 
cent) of the total. 
Fleet and business cars are a mix of vehicles purchased for large and small rental fleets, lease 
cars that have been purchased to supply into one, two and three year agreements, 
manufacturer and dealer demonstrator models and individual business cars. 
Businesses most likely to be affected by the policy measures are those that make extensive use 
of refunds and six month licences within the first year of ownership. We have identified 
franchised car dealers with demonstrators and national/large rental companies as those 
particularly affected, although other types of business, such as agents, could be too. Their 
vehicles are generally ‘churned’ (sold) after 3-9 months, and go into the second-hand market. 
Based on information from DVLA about the approximate number of six month licences taken out 
on first registration, and assumptions about the distribution of CO2 emissions from new cars, it 
is estimated that about 175,000 cars a year are potentially affected by the policy measures. 
These are higher-carbon (i.e. VED bands H to M) new cars registered by businesses with six 
months’ VED.
Revenue impact 
The Exchequer impact of the VED reforms is set out in Table A.1 of Budget 2008 and updated 
in Table B5 of PBR 2008. As explained in the PBR, to reduce pressure on motorists during the 
current economic downturn, there will be no significant rate changes until 2010. FYRs for new 
vehicles will be introduced in that year as announced in Budget 2008. The measures on VED 
refunds and six month licences mean that motorists cannot pay less than the full amount of FYR 
on new cars by taking a refund or a six month licence on the first vehicle licence, helping to 
deliver forecast revenue and protecting the environmental signal of the reforms to VED (see 
carbon and environmental assessment below). 
Compliance costs 

1 A business user is defined as a company operating between 1 and 24 vehicles, while a fleet user operates 25 or 
more vehicles.  
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Restricting VED refunds for new cars in Bands H to M up to the value of the standard rate on 
the first licence will result in a financial cost for some businesses running higher-carbon vehicles. 
As explained above, the VED reforms aim to signal the environmental impact of different vehicle 
choices. This policy measure does not represent an additional compliance cost to business (i.e. 
the cost of complying with the tax system) even though it affects the amount of tax actually paid. 
Businesses will, however, need to familiarise themselves with the wider VED reforms and the 
details around refunds and six month licences for higher-carbon new cars, and then decide how 
to respond. This will give rise to certain costs. It may also involve some of the larger dealerships 
and rental companies consulting business advisers, but such costs would not be compulsory. 
Familiarisation costs are estimated at up to £300,000 for the 15,000 or so car dealers, rental 
companies, lease companies and other businesses potentially affected, assuming an average 
of one hour familiarisation time per business. 
Businesses that currently license a higher-carbon new car for six months will no longer be able 
to do so on the first vehicle licence. They will need to take out a 12 month licence instead, and 
then claim a VED refund if the vehicle is sold within the first year (or sell the vehicle with VED 
remaining and factor this into the selling price). When deciding on which new cars to purchase 
and when to dispose of them, businesses will need to take this into account alongside the fact 
that refunds on higher-carbon cars can only be obtained up to the value of the standard rate. 
We expect an increase in VED refunds from these measures. The process for obtaining a 
refund involves businesses completing a V14 (Application for a refund of vehicle tax) and 
sending this together with the tax disc to DVLA (or taking it to a local DVLA office). Although the 
process is relatively straightforward and familiar to business, it does involve a compliance cost.  
Based on the estimated number of cars affected and assumptions as to the turnover of vehicles
in the main sectors affected, we estimate additional compliance costs could be around 
£250,000-£500,000 a year.
The net present value (NPV) of these costs, including one-off costs, over the 10 year period 
2010-11 to 2020-21 is estimated at around £2½-5 million (in current prices), using the 
Government’s recommended discount rate of 3.5%.
Businesses unable to take out six month VED licences on higher-carbon new cars may 
experience decreased cash flow as a result of having to take out a 12 month licence instead.  
They will need to factor this into their decisions regarding vehicle purchase and disposal. 
Benefits
The main benefit of these measures is that they protect the environmental signal of the VED 
reforms so that the policy works as intended and delivers carbon savings. As explained above, 
without changes to the VED rules on refunds and six month licences, owners of higher-carbon 
new cars would be able to pay less than the full amount of FYR by taking a refund or a six 
month licence on the first vehicle licence. This would weaken the environmental signal and also 
lead to a loss of revenue to the Exchequer. 
The carbon and environmental assessment below gives more details on how the carbon 
savings from the VED reforms are valued. 
Driver Vehicle and Licensing Agency costs 
VED is administered by the DVLA. To implement the policy measures, DVLA’s VED systems 
will need to be updated to be able to differentiate between licences and refunds for first licence 
higher-carbon cars and all other vehicle licences. They are also likely to have to process more 
refund applications depending on how businesses react to the changes. This could be offset by 
fewer licence applications if some businesses decide to hold on to higher-carbon vehicles for 
longer instead of replacing them within the first year. Costs have not been quantified in this 
impact assessment. 
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There will also be staff training costs, but these are expected to be minimal. Providing general 
guidance on changes to the VED system is a routine part of DVLA’s business and does not 
represent an additional cost. 
Specific Impact Tests 
Full details of the specific impact tests can be found at: 
http://www.berr.gov.uk/whatwedo/bre/policy/scrutinising-new-regulations/preparing-impact-
assessments/toolkit/page44263.html. These have been applied to the VED measures in this 
impact assessment. 
Competition Assessment 
All businesses buying or selling vehicles in a given emissions band will be affected equally by 
the VED reforms and the associated measures on refunds and six month licences for higher-
carbon new cars, so competition between these businesses will be unaffected. 
The VED reforms will alter the relative prices of high and low carbon cars, meaning that those 
buying lower-carbon vehicles within their preferred class will pay less than those buying a 
higher-carbon alternative. This will have a small but, nevertheless, important effect on 
competition within the car industry by helping to promote lower-emitting, more fuel-efficient 
vehicle choices. By reforming the VED system to strengthen the signal of the environmental 
impacts of different car types, this helps make the tax system more effective at delivering 
environmental aims. The measures on refunds and six month licences for higher-carbon new 
cars will help ensure that the policy works as intended by reducing opportunities to pay less 
than the full amount of FYRs. 
Small Firms Impact Test 
These measures apply equally to all businesses buying or selling cars in a given emissions 
class, irrespective of size. Large businesses will tend to buy more new cars than smaller 
businesses, and are also likely to change greater numbers of cars within the first year, making 
greater use of refunds and six month licences (particularly the large car dealers and rental 
companies). However, it is recognised that smaller dealers and hire firms will also be affected 
and that the restriction on six month licences for higher-carbon new cars could impact these 
businesses in terms of decreased cash flow in some instances. This has to be weighed against 
the benefits of these policy measures in terms of maintaining the environmental signal of FYRs. 
Carbon and Other Environment 
The reforms to VED, including FYRs, are estimated to deliver carbon savings of around 0.9 
million tonnes of CO2 by 2020, compared with making no changes to the VED regime. These 
measures will help ensure that the environmental signal of FYRs is not weakened, and that the 
forecast carbon benefits are realised. 
The estimated carbon savings can be valued (in terms of the avoided damage costs of climate 
change from fewer tonnes of CO2 emitted) using the ‘shadow price of carbon’ recommended by 
the Department of Energy and Climate Change for use in policy appraisal2. Using these values 
gives an average annual benefit of around £1.75 million over the 10-year period 2010-11 to 
2020-21 from the FYR element of the VED reform package. 
The NPV of the FYR carbon savings over this period is estimated at around £15 million (in 
current prices). 
There will also be effects on other air pollutants, such as oxides of nitrogen and particulates, but 
these have not been quantified in this impact assessment.
Other impacts 

2 See http://www.defra.gov.uk/environment/climatechange/research/carboncost/pdf/HowtouseSPC.pdf
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These measures were assessed for their likely impact on legal aid, sustainable development, 
health, race, disability, gender or human rights issues, and we conclude that they do not impact; 
nor should they have a significantly different effect in rural areas. 
The Government is always looking to improve its compliance cost estimates and would 
welcome feedback on this impact assessment. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency: 
HM Revenue and Customs 

Title:
Impact Assessment of package of 4 changes to simplify 
the VAT partial exemption standard method 

Stage: Implementation Version: 2 Date:      23 March 2009

Related Publications: Simplifying the VAT Partial Exemption and Capital Goods Scheme Rules - 
Summary of Responses January 2009, Consultation Document June 2008.

Available to view or download at: 
http://www.hmrc.gov.uk 

Contact for enquiries: patrick.wilson@hmrc.gsi.gov.uk Telephone: 0207 147 0595

What is the problem under consideration? Why is government intervention necessary? 
A business can recover VAT on costs relating to taxable supplies, but cannot normally recover VAT on 
exempt supplies.  The partial exemption rules enable businesses to calculate how much VAT they can 
recover as attributable to taxable supplies.  Businesses identified these rules as a priority for 
simplification and, following consultation, most felt the ideas should be developed over a 3-year 
period.  This impact assessment focuses on the first phase, which is a package of 4 changes to 
simplify the standard method.                                      

What are the policy objectives and the intended effects? 
Around 120,000, mainly smaller-sized businesses, operate the partial exemption standard method.  
This allows a business to recover VAT on its costs by reference to the proportion of taxable to total 
turnover. The objective is to simplify the standard method with the aim of reducing compliance costs 
for the vast majority of affected businesses.  None of the changes affect the amount of VAT that 
businesses are entitled to recover on their costs.                  

 What policy options have been considered? Please justify any preferred option. 
1. Implement the package of 4 changes to simplify the standard method: 
- Change A: In-year provisional recovery rate; 
- Change B: Early annual adjustment; 
- Change C: Use-based option for new partly exempt businesses; and 
- Change D: Widening the scope of the standard method. 
2. Do nothing. Option 1 is preferred as it simplifies the rules and reduces compliance costs for 
businesses.
When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? 
Within 3 years from the date of implementation. 

Ministerial Sign-off For final proposal / implementation stage Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister:  

.......................................................Date:    23 March 2009
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Summary: Analysis & Evidence 
Policy Option:  1 Description:  Implement the package of 4 changes to simplify the 

standard method.

ANNUAL COSTS 

One-off (Transition) Yrs

£ 1.5 million 1

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ Businesses will need to spend time familiarising 
themselves with the changes. 

£ Neg Total Cost (PV) £ 1.5m one off C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’      

ANNUAL BENEFITS 

One-off Yrs

£ Neg

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ Businesses will benefit from simpler calculations 
which will save them time.  Some will also benefit from not having 
to seek approval from HMRC to operate a special method.

£ 1.5 million 1 Total Benefit (PV) £ 1.5m per yearB
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ 

Key Assumptions/Sensitivities/Risks This option would benefit up to 120,000 mainly smaller-sized 
businesses.  The ongoing yearly benefits balance the one-off, up-front costs of this change after one 
year so the total costs and benefits have been evaluated over that period. 

Price Base 
Year 2009

Time Period 
Years 1

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? 1 April 2009 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ Nil 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £       Decrease of £ 250k Net Impact £ 250k
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Objective
1. To simplify the partial exemption standard method to reduce compliance costs for 

businesses. 

Background 
2. A business can recover VAT on costs (input tax) relating to taxable supplies, but cannot 

normally recover input tax on exempt supplies.  There are around 140,000 partly exempt 

businesses that make taxable and exempt supplies and need to calculate how much input tax 

they can recover under the partial exemption rules as attributable to taxable supplies. 

3. Of the 140,000 partly exempt businesses around 120,000, mainly smaller-sized 

businesses, operate the default standard method which is a simple turnover-based calculation 

set out in law.  The remaining 20,000 seek approval from HMRC of a special method that can 

be tailor-made to the individual needs of the business. 

4.  In summer 2008, HMRC consulted on ideas to simplify the partial exemption rules to 

reduce compliance costs for businesses.  The consultation focussed on 3 areas identified as 

priorities by businesses: 

-  Standard method; 
- De minimis; and 
- Capital Goods Scheme (CGS). 

Additionally, HMRC invited comments on the possibility of a combined partial exemption and 

business / non-business method.  Please refer to the Consultation Document June 2008 entitled: 

Simplifying the VAT Partial Exemption and Capital Goods Scheme Rules, for further details. 

5. Responses to the consultation confirmed that the vast majority of partly exempt 

businesses would benefit from simpler rules and a reduction in compliance costs if the ideas 

were implemented.  While no comments were received specifically in relation to the consultation 

stage impact assessment, responses were generally in line with the analysis of costs and 

benefits set out in that document. Overall, respondents felt that it was sensible to take the work 

forward as part of a 3-year programme starting with ideas to simplify the standard method.  

Evidence Base (for summary sheets)
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Please refer to the Summary of Responses January 2009: Simplifying the VAT Partial 

Exemption and Capital Goods Scheme Rules, for further details. 

6. This impact assessment examines the benefits and costs of implementing a package of 4 

changes to simplify the standard method, which respondents to the consultation strongly 

supported.

Benefits and costs 

Option 1: Implement 4 changes to simplify the standard method 

7. The standard method is the default calculation used by most smaller-sized partly exempt 

businesses to determine the amount of input tax they can recover. It is a simple calculation that 

determines a percentage of recoverable input tax by reference to the proportion of taxable to 

total turnover.  Option 1 is to implement the following 4 changes: 

In-year provisional recovery rate (calculating the amount of input tax that is provisionally 

recoverable using the prior-year annual recovery percentage); 

Early annual adjustment (bringing forward the annual adjustment to the final return for 

the partial exemption year); 

Use-based option for new partly exempt businesses (giving new partly exempt 

businesses the option to recover input tax in accordance with the principle of use); and 

Widening the scope of the standard method (including certain overseas supplies within 

the standard method). 

Annual benefits 
8. The annual benefits of each change are considered below. 

Change A: In-year provisional recovery rate.

9. A business operating the standard method must calculate the percentage of recoverable 

input tax at the end of each quarter.  This is provisional because at the end of the year it must 

calculate an annual recovery percentage for the whole year and adjust for any under or over-

recovery of input tax by way of an annual adjustment.  This change gives businesses the option 

of applying the prior-year recovery percentage as an in-year provisional recovery rate and 

finalising the actual rate as part of the annual adjustment.  The finalised annual adjustment sets 

the provisional recovery rate for the next year and so on.  The provisional recovery of input tax 
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using the prior-year recovery percentage becomes the default position, with use of a quarterly 

recovery percentage the option (there is no requirement to notify HMRC). 

10. HMRC estimates that of the 120,000 businesses that operate the standard method, 

around 20,000 will benefit (the remaining 100,000 potentially benefit from an annual de minimis 

test which is under consideration for Budget 2010).  Of the 20,000, it is estimated that around 

75% will elect to use the prior-year recovery percentage.  Based on operational experience it is 

estimated this would save the average business around 15% of the time taken to carry out its 

partial exemption calculations for each of its quarterly VAT returns.  Based on this assumption, 

the standard cost model indicates this could deliver admin burden savings on each of the 

quarterly VAT returns giving a cumulative total saving of around £200,000 per year. 

11. Based on operational experience, it is estimated that around 50 businesses a year would 

no longer need to seek approval of a special method to use the prior-year recovery percentage 

as an in-year provisional recovery rate.  The standard cost model estimates the average cost to 

a business of seeking approval of a special method is between £3,000 and £9,000, although as 

many of the businesses that would benefit would be smaller-sized, the average cost is likely to 

be at the lower end of this range.  Implementation of this idea could therefore result in an 

estimated annual compliance cost saving of between £200,000 and £300,000 per year.

Change B: Early annual adjustment

12. The partial exemption rules require a business to account for its standard method annual 

adjustment in the first quarter following the end of the year as the default.  This change saves 

the need for a separate fifth calculation by giving businesses the option (without notifying HMRC) 

of carrying out the annual adjustment calculation in the final quarter of the year. 

13. Of the 20,000 businesses that could potentially benefit (the remaining 100,000 potentially 

benefiting from annual de minimis test which is under consideration for Budget 2010), it is 

estimated that around 50% might take up the option of an early annual adjustment.  Again 

based on operational experience, it is estimated this could save the average business around 

15% of the time taken to carry out its partial exemption calculations for one of its quarterly VAT 

returns each year.  Based on this assumption and the standard cost model, this could deliver 

admin burdens savings of between £25,000 and £50,000 per year. 

Change C: Use-based option for new partly exempt businesses

14. New partly exempt businesses are sometimes unable to carry out the normal standard 

method calculation, as they have not yet started trading and so have no turnover to go into the 

215



calculation.  Alternatively, the calculation may produce an unfair result because turnover is 

small or erratic.  Under the old rules, a business in this position would normally have sought 

approval of a special method which resulted in additional costs.  This change allows a new 

partly exempt business to select its own fair and reasonable calculation for recovering input tax, 

thereby removing the need to seek approval of a special method from HMRC. 

15. Operational experience suggests that in an average year around 100 new partly exempt 

businesses (this number may be less in a period of economic downturn and greater in a period 

of strong economic growth), would no longer need to seek approval of a special method each 

year.  The standard cost model estimates the average cost to a business of seeking approval of 

a special method is between £3,000 and £9,000, although this change would mainly benefit 

smaller-sized businesses, so the average cost is likely to be at the lower end of this range.  

Implementation could therefore result in an annual compliance cost saving of between £350,000 

and £450,000 per year.

Change D: Widening the scope of the standard method

16. Under the old rules, the standard method only catered for input tax on taxable supplies 

made in the UK and excluded certain overseas supplies.  These included supplies of finance 

and insurance to customers outside the EU and also supplies to customers outside the UK that 

would have been taxable had they been supplied to customers within the UK such as legal, 

accounting and consultancy services.  They were excluded as they could potentially distort the 

standard method calculation and to reduce this risk, businesses were required to deal with the 

input tax on such supplies in a separate calculation or, alternatively, seeking approval of a 

special method.  This change reduces the costs of having to perform separate calculations and 

seeking approval of a special method by including certain overseas supplies within the standard 

method, where there is a minimal risk of distortion.

17. Based on operational experience, it is estimated that around 100 businesses that make 

overseas supplies will no longer need to seek approval of a special method each year.  The 

standard cost model estimates that the average cost to a business of seeking approval of a 

special method is between £3000 and £9,000.  Given that many of the businesses that would 

potentially benefit from this change would be smaller and medium sized, it has been estimated 

that the average cost per businesses would be around £5,000.  Implementation of this idea 

could therefore result in an estimated annual compliance saving of around £500,000 per year. 
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Summary of Admin Burden and Compliance cost savings

Estimated Annual 
Admin Burden savings

Estimated Annual Compliance 
cost savings 

Change A 200,000 200,000 -300,000 
Change B 25,000-50,000
Change C 350,000-450,000
Change D 500,000
Total 225,000-250,000 1,050,000-1,250,000

One-off compliance costs 
18. There will be some one-off compliance costs associated with these changes as affected 

businesses will need to familiarise themselves with any changes.  It is estimated that, of the 

120,000 partly exempt businesses, around 20,000 will require an average of around 2 hours 

familiarisation time as they might be affected to a greater extent.  It is estimated that the 

remaining 100,000 businesses would be less affected and only require half-an-hour 

familiarisation time.  Based on an average hourly rate from the standard cost model, this will 

lead to a one-off compliance cost of around £1.5 million. 

Overall position 
19. Based on the analysis above, it is estimated that the ideas in option 1 could result in a 

one-off compliance cost of around £1.5m, annual administrative savings of around £250,000 

and annual compliance cost savings of around £1.2m. It should be noted that the average 

annual benefit figure has increased from the £1 million shown in the consultation stage impact 

assessment to £1.5 million (see page 2).  This is due to an estimated increase in benefits 

resulting from Change A: In-year provisional recovery, which becomes the default position; and 

Change C: Use-based option for new partly exempt businesses, which can now be applied by 

existing taxable businesses as well as those in a start-up position.   It is also due in part to the 

estimated admin burden saving figure being omitted from the previous total in error. 

Option 2: Do nothing 
20. The cost to businesses of operating the standard method would remain the same. 

Sectors affected 
21. Changes to simplify the standard method would potentially affect around 120,000 mainly 

smaller-sized businesses including those operating in the financial services sector, property 

companies, educational organisations, charities, gaming operators and undertakers.
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Impact on HMRC 
22. These changes will result in some minor savings for HMRC, mainly from a reduction in 

time spent checking calculations on assurance visits and a reduction in the number of special 

methods to approve.

Implementation
23. The changes take effect from 1 April 2009. 

Impact tests 
24. Consultation with small businesses and their representatives has confirmed that small 

businesses will benefit from these changes and there should be no adverse impact. 

25. These changes do not impact on Race Equality, Disability Equality, Gender Equality or 

Human Rights.  There is no impact on Competition, Legal Aid, Health or the Environment. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annexes

A brief outline of the Standard Cost Model 

The ‘Standard Cost Model’ (SCM) has been used to derive an estimate of the costs to business 

of complying with HMRC obligations in this area to disclose information to HMRC or to third 

parties. The SCM considers which activities a business has to undertake to comply with HMRC 

obligations and requirements, how many businesses have to comply, and how often they need 

to comply. The SCM considers the burdens which apply to different sizes of business and by 

whether they outsource their compliance activities. It also differentiates between businesses 

which use e-solutions and those which do not. 

The SCM estimates the costs of using agents and other external providers; the costs of 

undertaking work in-house, using a pre-defined set of activities; and the costs of actually 

transmitting the information. The SCM does not consider one-off costs or transitional costs of a 

change in policy. The SCM does not consider costs which a business would have incurred 

anyway had the relevant HMRC obligation or requirement not existed. It considers the costs 

which apply to a normally efficient business. The SCM does not consider any wider compliance 

cost issues, such as the costs of business uncertainty or cash flow costs. The SCM figures are 

based on wage rates, prices and populations which existed in May 2005.  
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Summary: Intervention & Options 
Department /Agency: 
HMRC

Title:
Impact Assessment for Stamp Duty Land Tax, Capital 
Gains Tax & Capital Allowance tax reliefs for Alternative 
Finance Investment Bonds

Stage: Implementation Version: 2 Date: 22 April 2009

Related Publications: 1.  Consultation document: Stamp duty land tax Commercial sukuk (June 2008); 
2. Impact Assessment (June 2008); 3. Consultation responses (February 2009)      

Available to view or download at: 
http://www.hmrc.gov.uk/consultations/index.htm

Contact for enquiries: Yasmin Ali Telephone: 020 7147 2804

What is the problem under consideration? Why is government intervention necessary? 
The Government is keen to promote the growth of the Islamic Finance market in the UK. In order to 
achieve this, it is necessary to deal with certain tax barriers preventing the development of the 
industry. The tax treatment of Alternative Finance Investment Bonds (called sukuk, a Sharia'ah 
compliant bond) is in some areas uncertain and in others produces anomalous results. These 
anomalies can put providers of such bonds at a commercial disadvantage. This legislation addresses 
the Stamp Duty Land Tax (SDLT), Capital Gains Tax (CGT) and Capital Allowances (CA) anomalies. 

What are the policy objectives and the intended effects? 
There are two policy objectives for Islamic Finance. For business we wish to maintain London's 
position as a European leader for international Islamic Finance. For individuals, we wish to ensure that 
everybody, irrespective of their beliefs, has access to competitively priced financial products and that 
there is equal taxation of these products. These measures on Alternative Finance Investment Bonds  
can help achieve both of these objectives. 

 What policy options have been considered? Please justify any preferred option. 
Two options were considered.
1. Do nothing. 2. Provide a framework to enable a market for Alternative Finance Investment Bonds to 
develop in the UK.
Choosing the first would mean missing opportunities to develop Islamic Finance in the UK. Doing 
nothing would fail to address tax barriers to business and would allow tax inequality of Alternative 
Finance Investment Bonds to continue.The second option is preferred. The equalisation of these 
particular tax rules will encourage the development of the Islamic Finance industry. A competitive 
market in these products could substantially benefit London as a global financial centre. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? HMRC will conduct a post-implementation review within 1-3 years of introduction. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:  

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister:  
Ian Pearson MP   
.............................................................................................................Date:      22 April 2009

221



Summary: Analysis & Evidence 
Policy Option:  2 Description:  Provide a framework to enable a market in Alternative 

Finance Investment Bonds to develop in the UK

ANNUAL COSTS 

One-off (Transition) Yrs

£ 12,000

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’  
The average annual cost reflects administrative burdens on 
companies for registering charges and completing the SDLT 
return. The one-off cost is for companies familiarising themselves 
with the new legislation. These should only impact on companies 
that wish to take up the opportunity to develop Alternative Finance 
Investment Bonds products.  

£ 20,000 5 Total Cost (PV) £ 90,000

C
O

ST
S 

Other key non-monetised costs by ‘main affected groups’

ANNUAL BENEFITS 

One-off Yrs

£ Not quantifiable

Average Annual Benefit 
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ 

£ Not quantifiable Total Benefit (PV) £ Not quantifiable

B
EN

EF
IT

S 

Other key non-monetised benefits by ‘main affected groups’ Removing existing inequalities will 
promote fairness and choice for those wanting to access Alternative Finance Investment Bonds, 
and support the growth of the Islamic Finance market in the UK. This will maintain London's 
position as a European leader for Islamic Finance, generating further investment, jobs and indirect 
tax revenues in the UK economy.

Key Assumptions/Sensitivities/Risks A key assumption underlying these estimates is the expected 
growth of the Islamic Finance market in the UK and thus the number of companies and transactions 
assumed to be affected. The average scale and complexity of transactions is also unknown, though 
potentially very large, and has been assumed. This option is expected to have a negligible direct 
impact on tax revenues. 

Price Base 
Year 2009

Time Period 
Years 5

Net Benefit Range (NPV)
£

NET BENEFIT (NPV Best estimate)
£ 90,000 cost

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? Royal Assent, FB09 
Which organisation(s) will enforce the policy? HMRC 
What is the total annual cost of enforcement for these organisations? £ negligible 
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ N/A 
What is the value of changes in greenhouse gas emissions? £ N/A 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
neg

Small
neg

Medium
neg

Large
neg

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease) 

Increase of £ 8,000 Decrease of £ 0 Net Impact £ 8,000 increase 
Key: Annual costs and benefits: Constant Prices (Net) Present Value

222



Background 
Islamic Finance has to be compliant with Sharia’ah law. In Sharia’ah law certain transactions 
are prohibited, principally those involving riba (interest). 
Existing UK tax legislation does not in general provide for alternative methods of finance 
structured in a way that does not involve interest. As a result the tax treatment of some 
alternative finance products is inconsistent or uncertain when compared to conventional finance 
products.
The market for alternative finance products has the potential to be very large, but current 
providers of some alternative finance products are rendered uncompetitive compared with other 
financial institutions due to the tax treatment of these products. Since 2003 legislation has been 
introduced to ensure that the tax treatment of alternative methods of finance is made certain 
and, as far as possible, creates a level playing field for equivalent financial products. This gives 
those wishing to utilise alternative finance products the opportunity to do so without being 
disadvantaged because of tax.
The Government has already introduced legislation enabling the provision of alternative 
methods for an individual or business to finance a property purchase, deposit money in a bank 
and borrow money from a financial institution. The focus has now moved to the issue of 
Alternative Finance Investment Bonds (sukuk), structured to comply with Sharia’ah law. 
This Impact Assessment examines the benefits and costs of implementing a package of 
changes which will remove the SDLT, CG and CA barriers to the issuance of Alternative 
Finance Investment Bonds in the UK.  It builds on the Regulatory Impact Assessment for 
Alternative Finance Products issued at Budget 2007 and the Regulatory Impact Assessment for 
Sukuk (Islamic Bonds) issued in June 2008. It provides an update to the June 2008 Impact 
Assessment following responses received to the Consultation document - Stamp duty land tax: 
Commercial sukuk published in June 2008.

The issue / situation 
With a conventional bond, the investor does not have a direct ownership share in the underlying 
asset but merely an interest bearing certificate. In an Alternative Finance Investment Bond, 
however, the investors own part of the underlying asset and interests in UK land and property 
are often used as that asset. The necessary changes in ownership of the underlying asset, 
involved in an Alternative Finance Investment Bond structure, may involve SDLT, CGT 
(including companies’ liability to corporation tax on chargeable gains) and CA issues.
Taxation of conventional bonds 
SDLT is a charge on the acquisition of a chargeable interest in land or property situated in the 
UK. Issuing a conventional bond secured on a building does not cause any SDLT to arise.
CGT is a charge on capital gains arising on disposal of assets.  Giving an asset as a security 
does not count as a disposal for CGT purposes.  So equally, issuing a conventional bond 
secured on a building does not incur any liability to CGT. 
CAs are a relief on qualifying expenditure. A body issuing a conventional bond secured on a 
building would continue to be able to claim any CAs during the life of the bond.
Taxation of Alternative Finance Investment Bond (sukuk) 
An example of a typical Ijara sukuk structure is at Annex A. 
Based on the Ijara structure, under current legislation any Alternative Finance Investment Bond 
will be subject to SDLT charges at the following points.

Evidence Base (for summary sheets) 
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SDLT charge 1 –SPV (special purpose vehicle) purchasing asset from originator. At this 
point the purchaser (the SPV) will be liable for SDLT on the chargeable consideration for the 
transaction at a rate of four per cent (assuming the asset is valued at more than £500,000). 
SDLT charge 2 – Originator purchasing asset from SPV. At the end of the bond term, the 
originator will purchase the asset back from the SPV. At this point the purchaser (this time 
the originator) will be liable for SDLT on the chargeable consideration for the transaction at a 
rate of four per cent (assuming the asset is valued at more than £500,000). 
SDLT charge 3 – There is also some uncertainty as to whether holders of Alternative 
Finance Investment Bonds would be liable to SDLT as the certificate will evidence their 
interest in an underlying chargeable asset. 

In addition a charge to CGT can arise on the originator at the time of SDLT charge 1, and on the 
SPV at the time of SDLT charge 2, because they make disposals of the property at those times. 
The originator may also lose the entitlement to CAs during the term of the bond. 
At present these issues place additional barriers to issuance of Alternative Finance Investment 
Bonds, putting this structure at a considerable disadvantage relative to equivalent conventional 
securitisations.

Policy objectives and intended effects 
To provide similar tax outcomes for Alternative Finance Investment Bonds to their equivalent 
conventional financial products: 

For SDLT, no tax will be charged when the land is sold to the issuer of Alternative Finance 
Investment Bonds nor on the sale back of the land to the originator at the end of the bond 
term and no SDLT will arise on the issue, transfer or redemption of the Alternative Finance 
Investment Bonds.
For CGT, the acquisitions and disposals made by the originator and the SPV will be 
disregarded, with the consequence that gains will not arise on the transactions.
For CAs, the originator will retain the right to claim CAs. 

This will help the UK Government to maintain London’s position as a European leader for the 
Islamic Finance market, while removing existing inequalities, promoting fairness and choice.  

Costs and benefits 
Option 1: do nothing 
There are no appreciable benefits to this option. This option will do nothing to address the 
underlying tax problems and will therefore be of no benefit to the financial institutions who offer 
alternative financial products to customers and individuals and businesses that require them. 
There would be a continued economic cost from this option. Doing nothing could prevent 
financial institutions offering Alternative Finance Investment Bonds, reducing the choice to 
customers.
Option 2: introducing the necessary legislative framework 
Businesses affected 
This legislation will only affect companies that wish to take up the opportunity to develop 
Alternative Finance Investment Bonds. Accurate information is not available on the current size 
of this market in the UK but few if any such issuances involving a property transaction currently 
take place. Therefore, it is assumed that there will be up to 20 issuances in the first year 
following the introduction of the legislation, rising to up to 50 a year in the short-term. This 
assumption is particularly uncertain in the current economic climate, which also makes 
predictions beyond the short-term impractical. It is also assumed that up to around 50 entities 
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have specific interests in Alternative Finance Investment Bonds (such as Islamic banks, law 
firms and accountancy firms) and will need to familiarise themselves with the legislation. 
Expected benefits 
By removing existing inequalities the UK Government has the potential to encourage 
development of Islamic Finance within the UK. The emergence of a thriving and competitive 
market in Islamic Finance products could substantially benefit London as a global financial 
centre, generating further investment, jobs and indirect tax revenues in the UK economy. 
By removing existing inequalities the UK Government will enable the industry to offer genuine 
choice to consumers wishing to take up these products. While the Exchequer effect in the short 
term is expected to be negligible, this may grow in the long-term as more institutions offer such 
products, enabling financial institutions to provide further funding for their customer base. 
Comments received in response to the consultation document on SDLT have suggested that 
there is a significant demand for such alternative finance products in the UK and that these 
developments would bring into the regulated environment financial transactions that may 
currently be taking place without any significant regulation or consumer protection. 
Administrative burdens 
The new legislation will only affect those companies choosing to offer Alternative Finance
Investment Bonds and so doesn’t impose any additional burden on the wider business 
population. Companies are free to choose whether to offer Alternative Finance Investment 
Bonds based on a commercial decision weighing up transaction costs (legal fees etc) against 
the likely returns. 
HMRC is subject to quantified targets to reduce the admin burden on business of disclosing 
information to HMRC or to third parties. This burden is assessed through the ‘Standard Cost 
Model’, which estimates the cost of these activities, including agent fees and software costs. 
Companies choosing to access this relief will incur the standard administrative burden 
associated with submitting a SDLT return (£130 on average in the Standard Cost Model at 2005 
prices) plus a small burden to notify HMRC that a charge has been registered with the Land 
Registry and then applying for the charge to be removed at the end of the arrangement. An 
average burden of around £150 per transaction is therefore assumed. Given the assumed 
number of issuances, this produces a total increase in administrative burdens of around £3,000 
in the first year and £8,000 a year thereafter at 2005 prices. These estimates remain unchanged 
when converted to current prices. These estimates are highly dependent on the actual growth in 
the Alternative Finance Investment Bond market and thus should be seen as largely indicative. 
Wider compliance costs 
The main wider compliance cost is likely to come from the resources involved in the affected 
entities ensuring they are aware of and understand the legislation and its impact on their work, 
systems and processes.  
If each entity needs to spend an average of 10 hours familiarising themselves with the new 
legislation, based on an assumed average hourly wage of £25, the total one-off familiarisation 
cost will be around £12,000. Companies will also face the additional cost of registering a charge 
with the Land Registry and Companies House, which would incur fees of around £200 and £30 
respectively. These fees are outside the control of HMRC. Based on the assumed number of 
issuances, this represents an ongoing annual cost of around £5,000 in the first year and 
£12,000 a year thereafter. 
Costs relating to CGT and CA 
Anyone entering into arrangements that meet the conditions for SDLT reliefs will, on the vast 
majority of occasions, also meet the conditions for CGT reliefs. It is believed that the cost of 
setting up Alternative Finance Investment Bonds is likely to subsume any capital gains 
compliance cost. Therefore, the additional cost specific to CGT is expected to be negligible. 
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Similarly, the legislation is not expected to change the way capital allowances are claimed by 
the businesses concerned and so the additional cost specific to CA is also expected to be 
negligible.
HMRC operational costs 
The additional costs to HMRC from removing the SDLT and CGT charges from the structuring 
of Alternative Finance Investment Bonds will be negligible. 
Total costs 
Overall, therefore, the new legislation is estimated to involve a one-off familiarisation cost of 
around £12,000, plus ongoing costs of up to around £8,000 in the first year and £20,000 a year 
thereafter at current prices. Over a five year period, therefore, the total estimated cost is 
£100,000, converting to £90,000 in net present value terms assuming a 3.5% discount rate. 
There is considerably uncertainty over these estimates, particularly relating to the potential rate 
of growth in the Alternative Finance Investment Bond market. The average costs assumed are 
likely to vary between different types of Alternative Finance Investment Bond issuances and 
different entities affected. The available information is not sufficient, however, to estimate the 
possible differences in average costs. 
Enforcement, sanction and monitoring 
These are positive measures for affected parties that allow consistent tax treatment. Avoidance 
disclosures will be monitored to identify any attempt to use Alternative Finance Investment 
Bonds for avoidance purposes and HMRC will use the SDLT enquiry regime to investigate 
these.

Post-implementation review 
HMRC will conduct a post-implementation review with reference to the operational impacts of 
this new process. It is currently anticipated that this will be between one and three years from 
the date of implementation. The review will cover development of the alternative finance 
industry and the anticipated positive impact on the UK economy. It will also endeavour to see 
what impact these changes have upon tax avoidance. 
HMRC continues to work with all the key stakeholders interested in SDLT. Through 
industry/HMRC groups, stakeholders continually assess the performance of the SDLT regime, 
suggest ideas for improvements and evaluate changes that have already been made. This is a 
vital tool for gauging the effectiveness of any changes in the stamp duty system and will provide 
a useful forum for ensuring that the relief works as it was intended to. 

Impact Tests 
Competition Assessment 
The Office of Fair Trading outlines four criteria for a Competition Assessment, asking whether 
the measure would: 
1. Directly limit the number or range of suppliers? 
2. Indirectly limit the number or range of suppliers? 
3. Limit the ability of suppliers to compete? 
4. Reduce suppliers' incentives to compete vigorously? 
The answer to all four questions is no for these changes, which instead are likely to enhance 
competition within the UK by assisting in the development of the alternative finance market and 
ensuring that alternative finance products are not disadvantaged by UK taxation requirements.
This will increase both the number and range of suppliers. 
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Small Firms Impact Test  
This policy will have no negative impact on small firms because issuance of Alternative Finance 
Investment Bonds is voluntary and the option won’t be taken up for small firms where the 
benefits do not outweigh the costs. Creating a level playing field for Alternative Finance 
Investment Bonds may also have some positive impacts in terms of increasing some small 
firms’ access to finance if they are able to find investors via Alternative Finance Investment 
Bonds that may not have invested in conventional bonds.  
Legal Aid Impact Test
There will be no need for a new criminal sanction or civil penalty.  
Equality Impact Test (Disability/Gender/Race)
An initial equality assessment has revealed that these changes have no negative impacts on 
any sector of the community, as everyone is able to access the reliefs provided by them.  

These are positive measures which will promote equality by enabling everyone to participate in 
financial activity on equal terms, allowing everyone and UK Muslims in particular access to a 
Sharia’ah compliant investment product that has, to date, not been available in the UK. 

Respondents to the consultation, who included both Muslim and non-Muslim organisations 
representing individuals and businesses, raised no concerns on these issues. 

This product will be accessible to any person regardless of gender, race, religion or disability. 

Environmental/ Social/ Sustainable Development Impact Tests 
HMRC has considered all the remaining impact tests and concluded that none of them is likely 
to be affected by these changes.  No concerns were raised with regards to these issues in the 
responses to the consultation. This assessment will be kept under review and updated in the 
light of consultation if appropriate. 
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.   

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed. 

Type of testing undertaken  Results in 
Evidence Base? 

Results
annexed? 

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment   Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annex A 

SUKUK AL-IJARA 

An Ijara contract allows the transfer of usufruct (usage) of an asset in return for rental payment; 
as such it is similar to a conventional lease contract.  An Ijara sukuk uses this leasing contract 
as the basis for the returns paid to investors, who are part owners (either actual or beneficial) of 
the underlying asset and as such benefit from the lease rentals as well as sharing in the risk. 

The diagram below illustrates the relevant parties and how the funds might flow in a Sukuk al-
Ijara.

Sukuk al-Ijara structure 

SPV
(issuer)Originator

1. Purchase of Head-lease of asset

3. Sukuk Proceeds pay for Head-lease

5. Rental Payment for Sublease
4. Originator Subleases Asset from SPV

Investors

2. Issuing Sukuk

3.Sukuk Proceeds

5. Rental Payment

* Purchase undertaking
to ‘buy back’ head-lease at maturity

Ijara Agreement

6. Redemption Payment

6. Payment for Head-lease at maturity
7. Transfer of Head-lease at maturity

After the establishment of a special purpose vehicle (SPV), the following steps take 
place.

Purchase of head-lease of asset 

1. The SPV purchases the head-lease to the underlying asset for a nominal value from the 
original owner of the asset (the originator) 

Issuing sukuk 

2. To finance this purchase of usufruct, the SPV sells Sukuk al-Ijara to investors, these 
sukuk are quite similar to bonds, but are based on the underlying asset that the SPV has 
acquired rather than being debt securities. 

Sukuk proceeds 

3. The proceeds from investors are used by the SPV to pay for the grant of the head-lease
by originator. 

Purchase undertaking 

* After the purchase of the head-lease, originator would separately give a purchase 
undertaking (a one-sided promise or Wa’d which is not conditional on any other contract) 
to “buy-back” the head-lease from the SPV in the future. 

Originator subleases asset from SPV 

4. The SPV then sub-leases the asset back to the originator. 
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Rental payment for sublease 

5. This sub-lease generates a stream of rental payments that are paid to the SPV.  These 
rental payments form the periodic return to the investors who own a share in the 
underlying asset. 

Payment for head-lease/beneficial title at maturity 

6. At the end of the sublease period, originator exercises the purchase undertaking and
“buys back” the head-lease.  This allows the sukuk certificates to be redeemed and for 
the investors to get their capital back. 

Transfer of head-lease/beneficial title at maturity

7. The beneficial title or head-lease to the assets transfers back to the originator.
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Summary: Intervention & Options
Department /Agency:
HM Treasury

Title:
Introduction of a one-year 40% First Year Capital 
Allowance

Stage: Final Version: 1.0 Date: 21 April 2009

Related Publications: None

Available to view or download at:
http://www.hm-treasury.gov.uk.
Contact for enquiries: Rupert Gill Telephone: 020 270 5801

What is the problem under consideration? Why is government intervention necessary?
The economic downturn has had a negative impact on the level of investment in the economy.  Total 
business investment decreased by 4.5 per cent year-on-year in the last three months of 2008.
Investment is anticipated to fall further in 2009.  Business investment is a driver of productivity and will 
be key to economic recovery. It is forecast to contribute one quarter of the growth in output from 2011.
Temporary government intervention will provide additional support targeted on businesses that are 
investing now to support the future growth of the economy. 

What are the policy objectives and the intended effects?
The objective is to encourage investment, by supporting businesses that invest in 2009/10 and 
providing an incentive for businesses to bring forward investment.
Since April 2008, businesses receive 100% tax relief each year for the first £50,000 of their investment 
in most plant and machinery under the Annual Investment Allowance (AIA). Most investment in 
qualifying plant and machinery above £50,000 can be relieved at the main writing-down rate of 
20%. The Government will introduce a first-year capital allowance (FYA) at 40% for one year with 
effect from April 2009. This measure will allow businesses to relieve 40% of their expenditure on plant 
and machinery in 2009/10 (over and above that relieved by the AIA) that would otherwise have been 
relieved at the standard 20% rate.
The intended effect is to provide support to businesses that invest in 2009/10.  Businesses will receive 
higher up-front tax relief on new investment than they would under standard treatment of capital 
allowances.  This both improves cash flow in the short-term, and reduces the cost of investment in 
2009/10 relative to future years.

 What policy options have been considered? Please justify any preferred option.
1. Do nothing.
2. Introduce a 40% first year allowance for one year in 2009/10.
Option 2 was preferred as it provides substantial support to businesses that are investing in 2009/10 
and will encourage businesses to bring forward investment, supporting the future growth of the 
economy.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? This is a temporary measure designed to provide support for investment in the current 
economic climate.  This measure will not materially increase administrative burdens or compliance 
costs and therefore it has been decided that a review will not be necessary. The economic impact will 
be assessed when the relevant data are available.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

Signed by the responsible Minister:

Date: 21 April 2009
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Summary: Analysis & Evidence
Policy Option: 2 Description: Introduction of a one-year 40% first year capital allowance

ANNUAL COSTS

One-off (Transition) Yrs

£ negligible 1

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ 
The measure affects businesses investing more than £50,000 in 
the financial year 2009-2010.  We estimate that this will be around
60,000 businesses.  We expect additional compliance costs for 
these businesses to be negligible.

£ negligible Total Cost (PV) £ negligibleC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ The only change for firms investing 
over £50,000 will be the rate at which they claim their usual capital allowance for plant and 
machinery.  As a result we expect additional compliance burdens to be negligible.

ANNUAL BENEFITS

One-off Yrs

£ 1

Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ 
The measure affects businesses investing more than £50,000 in 
the year 2009-2010.  We estimate that this will be around 60,000 
businesses.  The main benefit to them is delivered through higher 
up-front tax relief. It is estimated to support approximately £50bn 
of investment.

£ Total Benefit (PV) £

B
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’  Not quantifiable.

Key Assumptions/Sensitivities/Risks The Businesses that would benefit from the FYA are assumed to 
already be claiming capital allowances at existing rates.

Price Base
Year 2009

Time Period
Years 1

Net Benefit Range (NPV)
£ N/A

NET BENEFIT (NPV Best estimate)
£ 0

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 1/04/09 or 6/04/09
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ Absorbed
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? N/A
What is the value of the proposed offsetting measure per year? £ N/A
What is the value of changes in greenhouse gas emissions? £ N/A
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
Neg

Small
Neg

Medium
Neg

Large
Neg

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ 0 Decrease of £ 0 Net Impact £ 0
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets)

Rationale for intervention
The economic downturn has had a negative impact on the level of investment in the economy.
Total business investment decreased by 4.5 per cent year-on-year in the last three months of 
2008.  Investment is anticipated to fall further in 2009.  Business investment is a key dri ver of 
productivity and will be key to economic recovery. It is forecast to contribute one quarter of the 
growth in output from 2011.  Temporary government intervention will provide additional support 
targeted on businesses that are investing now to support the future growth of the economy. 

Policy Objective
The objective is to encourage investment, by supporting businesses that invest in 2009/10 and 
providing an incentive for businesses to bring forward investment.
Since April 2008, businesses receive 100% tax relief each year for the first £50,000 of their 
investment in most plant and machinery under the Annual Investment Allowance (AIA). Most 
investment in qualifying plant and machinery above £50,000 can be relieved at the main 
writing-down rate of 20%. The Government will introduce a first-year capital allowance (FYA) 
at 40% for one year with effect from April 2009. This measure will allow businesses to relieve 
40% of their expenditure on plant and machinery in 2009/10 (over and above that relieved by 
the AIA) that would otherwise have been relieved at the standard 20% rate.
The intended effect is to provide support to businesses that invest in 2009/10.  Businesses will 
receive higher up-front tax relief on new investment than they would under standard treatment 
of capital allowances.  This both improves cash flow in the short-term, and reduces the cost of 
investment in 2009/10 relative to future years.

Policy proposals
The lead option is to introduce a temporary 40% first-year allowance for capital expenditure on 
main-rate plant and machinery for 2009/10.

It was concluded that introducing a temporary first-year allowance at 40% for one year gives the 
best trade off between costs and benefits.

Costs & benefits

A temporary enhancement of capital allowances via a FYA brings two primary economic
benefits:

1. It incentivises firms to bring forward investment into 2009/10; and
2. Provides a cash flow benefit to businesses that are investing in 2009/10 through higher 

up-front tax relief. 

Introducing a first-year allowance for all new investment will benefit around 60,000 businesses 
that invest more than £50,000 in the enhancement year.  Data on capital allowances claimed for 
qualifying investment indicate benefits would accrue particularly to utilities and communications 
sectors, which account for over one third of plant and machinery capital allowances claimed.
Financial services, transport, manufacturing and distribution and retail account for most of the 
remaining investment.

Timing:

The timing of benefits will depend on the accounting period of the firm.

The measure provides a cash flow boost for firms that invest in the enhancement period by
providing higher up-front tax relief for investment in qualifying plant and machinery.
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Exchequer Impacts:

The Exchequer impacts of a one year 40% FYA are set out below.  Whilst there will be reduced 
tax receipts in the short term, the FYA affects the timing of tax relief rather than the overall level 
of relief, so these reductions are offset by increased tax receipts in later years.

2009/10 2010/11 2011/12 2012/13 2013/14
FYA at 40% £m: -1640 -190 +380 +300 +240

Caveats and Risks
The proposal excludes the following types of plant and machinery from the FYA: 
• Any investment that currently attracts enhanced investment allowances, including energy 

efficient plant and machinery, and expenditure on Research and Development.
• Investment that currently attracts capital allowances at the 10% special rate.
• North Sea investment would be unaffected as there are special investment incentives 

already in place within the ring -fenced regime.
• Cars are subject to a new capital allowance regime designed to incentivise the use of lower 

emissions vehicles, and are as a result explicitly excluded from the FYA.
• Expenditure on plant or machinery for leasing; such expenditure is normally excluded from 

FYAs.

The FYA would be available to companies and unincorporated businesses. 

Administrative Burden
HMRC has targets to reduce one aspect of compliance costs in particular: the administrative 
burden of disclosing information to HMRC or third parties.  This burden, specified on page 2, is 
assessed through the ‘Standard Cost Model’ (SCM), an activity-based costing model that 
identifies what activities a firm has to do to comply with HMRC’s obligations, and estimates the 
cost of these activities, including agent fees and software costs.

This is a temporary measure for 2009/10 and does not impact on the admin burden baseline.
There would be some minor compliance costs due to firms familiarising themselves with the 
new provisions and making their capital allowances calculations in a slightly different form, but 
these are estimated to be negligible.

Competition Assessment
A FYA benefits all firms, regardless of size, investing in main-rate plant and machinery.  It 
applies to all main rate expenditure not already relieved by the AIA.  All firms that invest under 
£50,000 will continue to enjoy full relief on their first £50,000 of investment in the year in which it 
is made under the AIA.

The measure is expected to have a negligible impact on competition.

Specific Impact Tests

Following initial screening tests, the following conclusions have been reached:

• The introduction of a FYA is not expected to have any legal aid impacts. 
• The FYA is compatible with the Human Rights Act. 
• The FYA would not significantly impact on health and wellbeing.
• Rural Proofing: the measure benefits firms that invest more than £50,000 in plant and 

machinery, regardless of their geographical location. 
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• Race equality, Disability equality, Gender equality, Religion in Northern Ireland: all firms, 
large or small, are affected in a fair way – there is no greater impact on any particular 
business regardless of size or specialism.

Environmental Tests
It is difficult to assess the extent of the environmental impact of this measure, but the measure 
may result in firms bringing forward investment, some of which may be more advanced, less 
polluting plant and machinery. 

Sustainable development and other environmental concerns 
This measure is intended to contribute to sustainable development by encouraging firms to 
bring forward investment, a key driver of sustainable economic growth.  Some of the investment 
brought forward may also be for more advanced, less polluting plant and machinery. 

Carbon Assessment
As above, the measure is anticipated to have a beneficial effect on carbon emissions as it aims 
to accelerate investment in new, potentially more efficient, plant and machinery.  The precise
impact is not currently quantifiable.

Small Firms Impact Test 

The vast majority (approximately 95%) of firms invest less than £50,000 in any year.  Their 
entire investment expenditure is therefore covered by the AIA.  Around 60,000 firms that invest
above £50,000 will have to adjust the rate at which they write off against taxable profits their 
capital expenditure on plant and machinery in 2009/10.  However, the change is one of rate, 
rather than process.  The change to the administrative burden they face is therefore estimated 
to be negligible.  The major benefit to these firms of the FYA will be the increased relief they 
receive on their eligible investment. 

Implementation Timetable
The new policy is scheduled to apply to all qualifying expenditure incurred on or after 1 April 
2009 (for corporation tax) or on or after 6 April 2009 (for income tax).
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Specific Impact Tests: Checklist

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Summary: Intervention & Options 
Department /Agency:
HMRC

Title:
Impact Assessment of implementation of the new VAT
refund Procedure 

Stage: Final Version: 1.0 Date: 12 March 2009

Related Publications: Council Directive 2008/9/EC and Council Regulation (EC) No 143/2008

Available to view or download at: 
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:044:0001:0006:EN:PDF
Contact for enquiries: Irene Frost Telephone: 020 7147 0685

What is the problem under consideration? Why is government intervention necessary?
In early 2008, the EU Council of Ministers formally adopted a series of changes to the EU VAT rules,
known collectively as the VAT package. This included the reform of the cross-border refund procedure 
which enables EU businesses registered in one Member State to claim VAT incurred in another. The
current system is a burdensome paper-based system. Many EU businesses experience considerable
delays, with valid claims being paid late or not at all. This system is to be replaced by a new electronic
one, which is planned to go live across the EU with effect from 1 /1/ 2010. 

What are the policy objectives and the intended effects?
The EU and UK objective is to improve the current procedure from a business perspective, through 
the use of technology. An electronic system will be implemented in every Member State through which 
business in that country can make claims to recover VAT incurred in every other Member State. 
Shorter, fixed and more certain time limits will apply with interest payments if those are not met and 
the right of appeal against decisions made by the tax authorities. 

 What policy options have been considered? Please justify any preferred option. 
UK Ministers have already agreed to the changes in EU VAT rules and are required to implement the 
changes into UK legislation. The only policy option is therefore to transpose the EU VAT rules into UK 
legislation, establish the necessary EU compatible, UK interface, and ensure UK businesses have
sufficient notice to enable them to make any necessary changes in order to comply with the 
requirements of the new electronic cross-border refund system. 

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? HMRC intends to review the policy to establish the actual costs and benefits and
achievments of the desired effects within three years.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that, (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs. 

Signed by the responsible Minister:

............................................................. Date: 1 April 2009

237



Summary: Analysis & Evidence 
Policy Option: 1 Description:  Transpose Directive into UK law and bring UK law into line

with Recast VAT Directive

ANNUAL COSTS

One-off (Transition) Yrs

£ 17.6 million 1

Average Annual Cost 
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ 1. Most of the one-off costs will be borne by 
HMRC. Early indicative costs are that HMRC will incur £15.7m  to 
design and implement an IT system, plus annual maintenance 
costs of £0.6m. It may be possible to reduce these costs. 2. An
estimated 30,000 UK businesses and agents will face one-off costs 
of £1.9m for familiarisation and setting up compatible IT.

£ 0.6 million 15 Total Cost (PV) £ 24 millionC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ Some businesses currently without IT 
knowledge and/or electronic means of communications will have to acquire these - this might 
include taking IT lessons and/or subscribing to internet providers.

ANNUAL BENEFITS

One-off Yrs

£ 0

Average Annual Benefit 

Description and scale of key monetised benefits by ‘main
affected groups’ 1. An estimated 30,000 businesses who are
established in the EU and expected to claim VAT in the UK will 
benefit from the changes. 2. A similar number of UK businesses 
are expected to use the UK interface. 

£ 2.4 million 15 Total Benefit (PV) £ 30 million

B
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’
Electronic notification of claim progress, standardised expense codes, reduction in language
difficulties, queries to be raised electronically, interest is payable if processing time limits are 
exceeded, additional time allowed for claims to be submitted, requested invoices to be sent 
electronically.

Key Assumptions/Sensitivities/Risks Reliable data for UK businesses claiming abroad is unknown; there 
is uncertainty about the extent to which businesses currently choosing not to claim will do and the extent
of the effect from place of supply changes (see http://www.hmrc.gov.uk/ria/vat-supply-services.pdf) is 

nclear.u

Price Base 
Year 2009

Time Period 
Years 15 

Net Benefit Range (NPV) NET BENEFIT (NPV Best estimate)
+£6 million

What is the geographic coverage of the policy/option? All Member States
On what date will the policy be implemented? 1/1/2010
Which organisation(s) will enforce the policy? EC and HMRC 
What is the total annual cost of enforcement for these organisations? £ not quantified
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ 0 
What is the value of changes in greenhouse gas emissions? £ 0 
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation 
(excluding one-off)

Micro
Negligible

Small
Negligible

Medium
Negligible

Large
Negligible

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)

Increase of £ 0 Decrease of £ 2.1 million Net Impact -£ 2.1 million
Key: Annual costs and benefits: Constant Prices (Net) Present Value
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Evidence Base (for summary sheets)

1 The Issue 

1.1

1.2

1.3

1.4

In December 2007, the Finance Ministers of all the Member States of the EU agreed a series of
changes to the EU VAT rules, known collectively as the VAT package. The VAT package was 
then formally adopted by the EU Council of Ministers in early 2008 and some key elements are
due to come into effect from 1 January 2010. This includes a revised cross-border refund system. 
The cross-border refund system enables a business that incurs input VAT on expenditure in a
Member State where it is not established and makes no supplies, to recover that VAT. The VAT
cannot be recovered through the VAT return in the normal way. Instead the business must claim
it directly from the Member State where the VAT was incurred (the Member State of Refund). The 
current system requires hard copy original invoices, a certificate of status and a claim form to be
submitted to the Member State of Refund. Refunds are then to be made within six months of
receipt of a complete and correct form, together with all the necessary documents.

This paper-based system is burdensome for businesses. Details of the tax system and the VAT
rules of other Member States needed to make a claim are not readily accessible. There are
language difficulties in making claims, as each Member State uses forms written in its native
language. The time limits for making refunds are frequently exceeded on the basis that the tax
administration has not been provided with all the necessary documentation on which to base a
decision to make a refund. Nor do many Member States pay interest on late claims or give the
business the opportunity to appeal against decisions. As a result of these difficulties, many EU
businesses choose to appoint agents to make claims on their behalf, or choose simply not to
claim at all.

This paper-based system is to be replaced by a new electronic one, which is planned to go live
across the EU with effect from 1 January 2010, using the existing EU technological infrastructure,
the VAT Information Exchange System (VIES), as a platform. Under the new system, requests
for refunds will continue, as now, to be dealt with by the Member State of Refund. The amount 
refundable will also continue to be determined under the VAT rules of the Member State of
Refund and the relevant repayment will be made directly by that Member State to the business.
However, the new procedure will be an electronic system with every Member State making
available an electronic interface to its national businesses through which those businesses can
submit claims to other EU Member States and through which it will receive claims, via the EU
VIES interface, for VAT incurred by businesses in other EU Member States. This EU-wide
electronic refund scheme results in a number of key benefits, including:
- information will be sent by the business to the Member State of Refund, via a web-portal in

the business’s own tax authority (the Member State of Establishment).
- all refund applications will have standard fields of information. In addition the input VAT

restrictions of the individual Member States and description of the business activity may be
coded (in a standardised format).  Standard fields and coding will enable the claim to be 
completed almost entirely in the business’s own language and although there may be some 
free text on occasion, Member States can allow businesses to use a language other than that 
of the Member State of Refund (and many will allow English as an alternative).

- additional time for businesses to submit claims, moving from the current time limit of within six 
months of the end of the year to within nine months of the end of the year of the claim period. 

- businesses can check on the progress of the refund claim throughout the process through
notification initially from the Member State of Establishment and thereafter notifications from 
the Member State of Refund at key stages. 

- there are shorter, fixed and certain time limits for processing of claims, with appeals 
procedures and interest payable to the business if the time limits are not met. 

The Directive requires all Member States to implement the new system to the same deadline with
effect from 1 January 2010.  This requires changes to existing UK legislation including primary 
legislation to cover the high level general principles and secondary legislation to cover the detail
of the new procedure. In addition, it requires the development of a UK interface to access the EU 
VIES platform in order to send claims on behalf of UK businesses and receive claims from 
businesses in other Member States.  This Impact Assessment covers these UK requirements and 
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the associated benefits to EU businesses claiming VAT under the new system from the UK and
the associated costs for UK business having to familiarise themselves and introduce any
changes to use the new claims procedure.

2 Policy Objectives and Intended Effects 

2.1

2.2

3.1

4.1

The policy objective is to implement an EU-wide simplified refund procedure so that all EU 
businesses may more easily claim the VAT to which they are entitled, that they are able to do so 
at a reduced administrative cost, that they have greater certainty over timescales, and that they 
are financially compensated (through an interest regime) where timescales are not met. 

The changes should ensure a faster and more efficient processing for EU tax administrations.

3 The Options

UK Ministers have already agreed to the changes in EU VAT rules and are required to implement
the changes into UK legislation to support the EU-wide system. The only policy option is 
therefore to transpose the EU VAT rules into UK legislation, establish the necessary EU
compatible, UK interface, and ensure UK businesses have sufficient notice to enable them to 
make any necessary changes they need to make in order to comply with the requirements of the
new electronic cross-border refund system. 

4 Consultation

HMRC has been carrying out some informal consultations with business over the course of 2008.
We now intend making the draft legislation available to businesses and advisers more widely in
order to informally obtain their views on whether the legislation works as intended and to check
for unintended consequences. There are no options on which a full, formal consultation could be
undertaken.

5 Costs and benefits analysis – working assumptions 
5.1 HMRC receives about 20,000 claims from EU businesses annually. The Commission estimates 

that more than 50% of large businesses do not claim refunds to which they are entitled because 
of current difficulties. This Impact Assessment tentatively assumes about 20,000 eligible claims
are not being sent and the likelihood is that most are potentially from small businesses because
the current cost of claiming outweighs the benefit. It is therefore assumed there will be a total of
40,000 claims from businesses established in other Member States sent to HMRC per year when 
the changes take place. 

5.2 Data on the number of businesses sending claims to HMRC from other Member States is also
limited. Based on some limited data, about 17,000 EU businesses claimed refunds from HMRC 
between January 2008 and July 2008 i.e. over a period of about 7 months. Based on that number 
and the number of claims per year, it is assumed at most 20,000 businesses claim annually. This
Impact Assessment assumes 10,000 more businesses established in other Member States are 
currently not claiming and will start claiming after the changes – bringing the total number of
businesses claiming after the changes to 30,000. HMRC invites submission of quantitative 
evidence that will enable more robust estimates to be made in this area.

5.3 There is also no comprehensive data on the number of UK businesses claiming VAT from other 
Member States because they are currently not required to provide any data to HMRC. Again, the 
Department would welcome submission of quantitative evidence in this area. HMRC has,
however, obtained some indicative data from the Irish Tax Authority, which states that just over 
10,000 UK businesses claimed refunds in Ireland during 2008. Using that number as a
benchmark, this Impact Assessment assumes that an estimated 30,000 UK businesses will be
claiming refunds for transactions in other Member States after the changes have taken place (this 
estimate includes those businesses not currently claiming but likely to start claiming after the
changes).

5.4 The place of supply changes (see http://www.hmrc.gov.uk/ria/vat-supply-services.pdf) are likely 
to reduce the number of claims processed via the refund procedure.

5.5 Data on the number of agents claiming on behalf of UK businesses is also very limited. There are 
an estimated 100,000 UK agents used by UK businesses for Self Assessment purposes. This
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Impact Assessment assumes the same agents are available for providing VAT services. Given
that the 30,000 UK businesses estimated to be affected by the changes account for about 2% of
the VAT registered population, this Impact Assessment assumes no more than 2,000 (= 2% x 
100,000) UK agents claim on behalf of UK businesses.

5.6 Estimates in this Impact Assessment assume that for each business the changes will reduce the 
time spent and cost on claiming a refund by 50%. No change in businesses’ behaviour with 
respect to the use of agents is assumed and therefore businesses currently using agents will 
continue doing so but for agents to keep providing the service (i.e. in order for the agents to keep
the businesses) this Impact Assessment assumes the agents’ fees for providing the service will 
fall by 50% in future. It is however acknowledged that some businesses currently outsourcing this 
service might bring it in-house.

5.7 The economic trend between now and 1 January 2010 has not been factored into any of these
working assumptions and estimates on the number of businesses affected provided in this Impact 
Assessment should be viewed as indicative.

5.8 HMRC welcomes further representations from interested parties, particularly with a view to 
submissions of quantitative evidence on any of the above.

Costs
5.9 These sections examine costs only and unless otherwise stated one-off compliance costs are in

2009 prices and annual admin burden costs are in 2005 prices. The net present value figures 
have been calculated using an annual discount rate of 3.5% and over a period of 15 years. This 
period has been chosen to give a full picture of the interaction between the one-off costs and the 
ongoing benefits.

5.10 Admin burden cost figures are informed by data within the Standard Cost Model administrative 
burden baseline which is a report commissioned by HMRC. The modelling of costs in this Impact
Assessment has been based on limited data. Therefore the figures should be viewed as tentative. 
A brief outline of the Standard Cost Model is in the annex to this Impact Assessment. The report
to HMRC is available online at: http://www.hmrc.gov.uk/better-regulation/kpmg1.pdf

5.11 The cost burden is mainly faced by HMRC and the benefits are mainly accruing to businesses. 

Costs to UK businesses – one-off compliance costs 
5.12 The estimated 30,000 UK businesses and 2,000 UK agents expected to claim after the changes

will need to spend about two hours familiarising themselves with the changes at an hourly cost of
£20 (in wages). This gives an estimated one-off compliance cost of about £1.2 million or £40 per
business.

5.13 Because HMRC intends to provide clear guidance, the rest of UK businesses and agents whose 
business activities will not require thorough knowledge of the changes are assumed to spend an
insignificant amount time checking the changes. The cost is likely to be an insignificant one-off 
compliance since it will be clear to most that the changes do not affect them.

5.14 Currently UK businesses claiming VAT in other Member States do not have to contact HMRC.
After the changes UK businesses will be required to file their claims electronically via HMRC’s
Gateway, a change that will shift the ‘claiming obligation’ for UK businesses from EU Member
States to HMRC. 

5.15 The following will incur one-off compliance costs for gaining access to the Gateway; 

an estimated 900 UK businesses that are estimated not to have the necessary IT but 
incurring VAT in other MS will face a total one-off cost of just under £0.3 million (about £320
per business) for acquiring the necessary computers, software and internet access 
compatible with the Gateway technology. Most of these businesses are likely to be smaller. 

to be able to use the new procedures claimants will need to be registered on the Gateway.
This Impact Assessment assumes that this will take about half an hour at cost of £20 per hour 
in wages. The estimated 30,000 UK businesses and 2,000 agents will face a total one-off
registration cost of about £0.4 million – or about £10 per business. This cost is likely to be 
mitigated by the requirements under the Carter mandation to file VAT returns on-line by 1
April 2010 – some businesses will already have registered on the Gateway.
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5.16 Some businesses currently not electronically connected or computerised will need to acquire
some basic IT skills, set-up electronic contact addresses etc. Because of lack of data these costs
have not been quantified and HMRC invites quantitative evidence. 

5.17 No additional admin burden costs to businesses over and above the current are expected after 
the changes. 

5.18 All UK businesses affected are expected to face about £1.9 million one-off compliance costs
associated with the changes.

Costs to HMRC
5.19 Currently UK businesses claiming VAT incurred in other Member States do not have to go 

through HMRC. To implement the new refund system all Member States must provide an 
electronic interface connected to the European Commission infrastructure, which will allow
applications from their own businesses to be seamlessly passed on to any of the other 26
Member States. The system will also need to be able to receive and process electronic claims
originating from the other 26 Member States. 

Early indications are that HMRC will face project costs of £15.7 million of designing and
implementing the UK system and £0.6 million annual maintenance costs although it is hoped
that these can be reduced.  Full details of the cost breakdown will be provided in the impact
assessment accompanying the secondary implementing legislation. 

Other costs not quantified 
5.20 Although HMRC intends to redeploy staff assigned to process the current Directive claims, there

are additional expected impacts on HMRC in relation to the introduction of these changes. HMRC 
will bear additional resource costs in the following areas: 

this being a new system HMRC will face some staff-training costs, 

publicising of the requirements to businesses;

production of tailored guidance; 

running and maintaining the computerised system,

dealing with queries from businesses on the new requirements;

dealing with incorrect claims within the stipulated timescales.

These costs have not yet been quantified but it is expected that most resource costs will be on a
one-off basis, particularly for the first three bullet points. HMRC is in the process of quantifying
these costs.

5.21 The current claiming procedure does not require Member States to pay interest on late payments 
whereas there will be a requirement to do so after the changes. HMRC will face additional costs
in interest payments when such delays occur. Estimates of these costs are still being quantified.

5.22 There will be additional revenue costs (other than interest payments) arising from businesses
currently foregoing their refunds when they start claiming this revenue once the system is
simpler.

6. Benefits
6.1 The aim is to simplify the system so that businesses may more easily claim the VAT to which

they are entitled, that they do so at a reduced administrative cost, that they have greater certainty
over timescales, and that they are financially compensated where timescales are not met.

6.2 Currently HMRC obliges businesses based in other Member States to claim VAT incurred in the
UK by sending claim forms and evidence of entitlement to claim in hard copy format.

6.3 The changes when introduced will benefit these non-UK businesses through;

savings on postage costs – claims will be electronically transmitted,

time saving in claiming and following up their claims – HMRC will notify businesses about the
progress of their claims,

faster processing of refunds which will give cash flow benefits, 
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and simplification will allow those businesses currently not making claims to do so under the
new system.

6.4 UK businesses should derive similar benefits from the implementation of the changes in other
Member States. 

Benefits to businesses 
6.5 The Standard Cost Model admin burden baseline for the 8th Directive refund is £4.4 million in 

2005 prices (or £5.0 million in 2009 prices). This is the annual admin burden cost for the 20,000
businesses in other Member States for claiming their refunds from HMRC. This Impact 
Assessment assumes the time spent in the claiming process by businesses will be 50% less and
agents will also cut their fees by 50% after the changes. Based on these assumptions,
businesses in other Member States will save an estimated £2.1 million annually in 2005 prices (or 
£2.4 million in 2009 prices) in admin burden costs.

6.6 Similar savings should be achieved by UK businesses making claims to other EU Member States,
but as these savings will not be due to changes in HMRC’s tax obligations they are not counted
in this Impact Assessment. 

Other benefits not quantified 
6.7 A simpler claiming system may enable some businesses to make claims themselves, rather than

using agents to make a claim on their behalf. This will save such businesses paying an agents 
fee.

6.8 The certainty of interest payments on late refunds will benefit businesses.

6.9 All EU businesses will also benefit from claiming via a system that predominantly uses their
native language – an unquantifiable but significant benefit. 

6.10 There will also be a benefit to HMRC as a result of receiving standardised electronic claims
where the tax authority in the Member State of the claimant has undertaken initial verification
checks

7 Cost and Benefit summary
7.1 The table below provides costs summary in 2009 prices and bracketed figures are in 2005 prices.
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One-off implementation costs  £m / 
expected magnitude 

Annual continuing costs
£m / expected magnitude 

Quantified costs to businesses
Familiarisation costs for UK 
businesses affected by the
changes

1.2 -

UK businesses IT
upgrading

0.3 -

Gateway registration costs 0.4 -
Total 1.9 -

Quantified costs to HMRC
 IT 15.3 -
Staff 0.4 -
System maintenance costs - 0.6
Total 15.7 0.6
Grand Total (costs) 17.6 0.6

Quantified benefits
Time admin burden 
saving

- 2.4 (2.1)

Unquantified benefits
Businesses processing the
claims in-house instead of
using agents

Unquantified Unquantified

Using native languages Unquantified Unquantified
 Interest payments Unquantified Unquantified
HMRC using a 
computerised system 

Unquantified Unquantified

7.2 The costs and benefits of this change have been evaluated over a period of 15 years in order to
give an indication of how the one-off, up front costs are offset over time by the ongoing benefits.
In fact, parity between all costs and benefits is achieved after 10 years, although the overall costs
to businesses will be outweighed by the benefits after only one year.

7.3 Over the 15 year period, and using a discount rate of 3.5% per year, the one-off costs of £17.6m
and the ongoing cost of £0.6m have a present value of £24m. In contrast, the benefits in terms of 
the ongoing saving in administrative burden of £2.4m p.a. (2009 prices) have a present value of 
£30m over the 15 years. 

7.4 The benefits are permanent and will continue beyond 15 years. To illustrate the effect of this
HMRC have also calculated a present value over an infinite timeframe, and this gives a total cost
of about £35m, while the overall benefit totals about £68m. This leads to a net benefit of about
£33m.

8 Implementation plan 
8.1 HMRC’s implementation plan comprises legislative changes, development of the IT system, and

production of guidance for businesses and operational staff.  Informal consultation took place
with some business representatives during 2008 to inform this process. A Q&A briefing, together
with draft legislation and this Impact Assessment will be exposed more widely to business and
other stakeholders for further comment.

Implementation stage 

8.2 The UK legislative changes will be included in Finance Bill 2009 and subsequent Statutory
Instruments.  A further impact assessment will be issued with the secondary implementing
legislation.

8.3 Once available the draft legislation will be exposed to businesses and advisers in order to 
informally obtain their views on the potential impact. It is not anticipated that a full consultation
will be undertaken.

8.4 EU Ministers agreed the changes will come into effect from 1 January 2010
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9. Impact tests 
9.1 The changes will impact on all businesses in UK which incur business costs in other Member 

States and all businesses in the EU who incur business costs in the UK.

9.2 HMRC considers that these changes will be more cost effective for small businesses to claim 
when they do incur VAT costs in other Member States. Small business representatives have 
already formed part of the informal consultation process. We are now releasing further
information to advise businesses, trade bodies and representatives about the changes to the
refunds system along with a draft of the revised legislation.

9.3 The same applies when examining the potential impacts on competition. The electronic cross-
border refund system changes potentially affect all EU businesses that incur costs in Member 
States where they are not established in the course of their business. No particular group is put 
at a disadvantage.

9.4 The changes will apply to all UK businesses that incur business expenditure in other member 
states. It is not expected that these changes would have any significant impact on legal aid. 

9.5 The changes will be in accordance with the principles of sustainable development and will have
no significant impact on emissions of greenhouse gases or other environmental impacts. They
are compatible with the Human Rights Act. They will not have a significantly different effect in
rural areas. 

Neither would they significantly impact on: 

Health and well being; 

Race equality;

Disability equality; or 

Gender equality. 

10. Caveats and risks 
10.1 The key caveat is that many of the administrative burden and compliance cost estimates are

based on assumptions. These are informed by evidence where possible, but the status of many 
estimates is tentative. However, they are believed to be broadly indicative of expected impacts. 

10.2 HMRC welcomes further representations from interested parties, particularly with a view to 
submissions of quantitative evidence. 

11. Monitoring and evaluation 
11.1 Impact Assessment guidance on the BERR website recommends that the date for post-

implementation review should tie in with the timetable of the Commission’s own review of the
legislation, in order that the UK can feed in its findings to the Commission. HMRC proposes to
coordinate its evaluation of the resulting changes with the Commission’s review.

11.2 The guidance also suggests that implementation practices should be compared with at least two
other major Member States to draw lessons on methods of implementation and enforcement in line
with Commission’s review of the Directive.

11.3 For all policy changes, compliance costs are routinely reviewed one to three years after
implementation.
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Specific Impact Tests: Checklist 

Use the table below to demonstrate how broadly you have considered the potential 
impacts of your policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are 
contained within the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annexes

The ‘Standard Cost Model’ (SCM) has been used to derive an estimate of the costs to
business of complying with HMRC obligations in this area to disclose information to 
HMRC or to third parties. The SCM considers which activities a business has to 
undertake to comply with HMRC obligations and requirements, how many businesses
have to comply, and how often they need to comply. The SCM considers the burdens
which apply to different sizes of business and by whether they outsource their 
compliance activities. It also differentiates between businesses which use e-solutions
and those which do not.

The SCM estimates the costs of using agents and other external providers; the costs of
undertaking work in-house, using a pre-defined set of activities; and the costs of actually
transmitting the information. The SCM does not consider one-off costs or transitional 
costs of a change in policy. The SCM does not consider costs which a business would 
have incurred anyway had the relevant HMRC obligation or requirement not existed. It 
considers the costs which apply to a normally efficient business. The SCM does not 
consider any wider compliance cost issues, such as the costs of business uncertainty or 
cash flow costs. The SCM figures are based on wage rates, prices and populations
which existed in May 2005.
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Summary: Intervention & Options
Department /Agency:
HMRC

Title:
Impact Assessment of implementing EC Legislation
regarding the place of supply of services and measures 
to combat VAT fraud 

Stage: Implementation Version: 2.0 Date:      16 April 2009

Related Publications: Council Directive 2008/8/EC of 12 February 2008, Council Directive 
2008/117/EC of 16 December 2008 and Council Regulation (EC) 37/2009 

Available to view or download at:
http://www.hmrc.gov.uk/ria/index.htm#full

Contact for enquiries: George Hampson Telephone: 0207 147 0742

What is the problem under consideration? Why is government intervention necessary?
The EC 'VAT package' of EC legislation seeks to modernise and simplify the VAT place of supply of 
services rules and introduces a requirement for reporting business to business (B2B) intra-EC
supplies of taxable general rule services on EC Sales Lists (ESLs). Other EC anti-fraud legislation has 
been adopted to require monthly, rather than quarterly ESL declarations for intra-EC supplies of 
goods, and new time of supply rules for intra-EC supplies of services. The UK has an obligation to 
implement these measures.

What are the policy objectives and the intended effects?
The new place of supply of services rules aim to achieve taxation in the place of consumption. From 1 
January 2010 (B2B) supplies of services will be subject to VAT in the place where the customer is 
established (the general rule). As now there will be exceptions to the general rule.
To help enforce these place of supply rule changes and to deal with high levels of intra-EC related 
VAT fraud, from 1 January 2010 there will be a monthly reporting period for most intra-EC B2B 
supplies of goods, with the information being made available to tax authorities in other Member States 
within a further month. There will also be a new requirement for the quarterly reporting of supplies of 
B2B intra-EC supplies of taxable general rule services on ESLs.

 What policy options have been considered? Please justify any preferred option.
Doing nothing is not an option, as to prevent widespread double or no taxation (and confusion to 
businesses) all Member States must implement the EC VAT regime governing the place of supply of 
services simultaneously. Directive 2008/117 allows Member States some options in implementation 
which will reduce the burdens to business. Failure to implement the rules risks legal proceedings 
being taken by the Commission.
Therefore the preferred policy option is to implement the measures making use of such options as will 
reduce burdens on business and to publish detailed guidance for businesses on the changes.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? HMRC intends to review the policy to establish the actual costs and benefits and 
achievements of the desired effects within three years. 

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) the 
benefits justify the costs.

Signed by the responsible Minister:

..................................................Date:      16 April 2009
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Summary: Analysis & Evidence
Policy Option:      Description: Implement the EC Legislation into UK law and publish 

detailed guidance to businesses on the place of supply of services
changes and anti-VAT fraud measures

ANNUAL COSTS

One-off (Transition) Yrs

£ 43.2-44.8 million

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ An estimated 130,000-140,000 businesses will be 
affected by the requirement to submit ESLs for services, 65,000-
75,000 businesses will be affected by the reverse charge rules 
and 22,000 will be affected by the changes to ESLs for goods. 
About 1.3 million businesses will not be affected by the ESL 
requirements but will need to be aware of the changes.

£ 7.4-7.7 million  5 Total Cost (PV) £ 69-71millionC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ IT upgrade costs for business have 
not been quantified. Some but not all HMRC's costs have been quantified.

ANNUAL BENEFITS

One-off Yrs

£ 0
Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main
affected groups’ UK businesses making or receiving general rule 
B2B supplies will benefit as they will no longer charge and collect 
UK VAT from overseas business customers, or pay overseas VAT 
respectively. The benefit to such businesses of no longer having 
to submit claims to recover overseas VAT has been quantified at 
£0.3million.

£ 0.3million 5 Total Benefit (PV) £ 1 millionB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ The introduction of ESLs for 
services will facilitate HMRC's control of revenue risks that could arise from such services. It is not 
possible to quantify the revenue benefits of this change, but they may well prove substantial.

Key Assumptions/Sensitivities/Risks The key assumption is in relation to the number of affected 
businesses, especially the figures for businesses supplying services who will be required to submit 
ESLs/apply the reverse charge from 2010 onwards. The net benefit figure has been estimated over a 
5 year period to ensure it accounts for the implementation of all the changes.

Price Base
Year 2009

Time Period
Years 5

Net Benefit Range (NPV)
£ -68m to -70m

NET BENEFIT (NPV Best estimate)
£ -69m

What is the geographic coverage of the policy/option? UK
On what date will the policy be implemented? 01/01/2010 onwards
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ Not quantified
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? Yes
What is the value of the proposed offsetting measure per year? £ 0
What is the value of changes in greenhouse gas emissions? £ 0
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
     

Small
     

Medium
     

Large
     

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices) (Increase – Decrease)

Increase of £ 6.0-6.3m Decrease of £ 0.3m Net Impact £ 5.7-6.0m
Key: Annual costs and benefits: (Net) Present 
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1. The Issue

Place of supply of services changes including the introduction of EC Sales Lists for services
1.1  A ‘VAT package’ of EC legislation was agreed by EU Finance Ministers in December 2007 

and adopted and published in February 20081. These legislative changes will modernise and 
simplify the EC VAT rules for businesses involved in cross-border activity. The legislation 
(Council Directive 2008/8/EC of 12 February 2008 http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:04) changes the rules on the place 
of supply of services and introduces a requirement to submit EC Sales Lists (the form 
currently used to declare intra-EC B2B supplies of goods) for intra-EC B2B supplies of 
taxable general rule services from 1 January 2010. Other EC legislation introduces changes 
to the system used by EC businesses to recover VAT incurred in Member States, other than 
their own Member State. UK legislation is required to implement these changes. 

1.2  There is a phased implementation of the place of supply changes which will take effect on 1 
January 2010, 1 January 2011, 1 January 2013 and 1 January 2015. This Impact 
Assessment covers the changes (including the introduction of EC Sales Lists for B2B 
general rule services) taking place between 2010 and 2013. It does not cover the changes 
that will be introduced on 1 January 2015 in relation to B2C supplies of electronically 
supplied services, telecommunications services and radio and TV broadcasting services. On 
1 January 2015 a One Stop Scheme will be introduced aimed at minimising the additional 
burdens on business of those changes. It therefore makes sense for the relevant place of 
supply changes and One Stop scheme changes to be covered by a single Impact 
Assessment. HMRC will be working with the relevant business sectors in implementing 
those changes. These further changes will be the subject of a separate Impact Assessment 
in due course.

1.3  A consultation Impact Assessment covering the implementation into UK law of the place of 
supply changes was published on 23 December 2008. It sets out in detail all the place of 
supply of services rule changes.

1.4  A Refund Scheme Impact Assessment is being published.
1.5  Both of the above Impact Assessments can be found at: 

http://www.hmrc.gov.uk/ria/index.htm#partial
Anti-fraud measures 
1.6  The European Council had concerns about levels of VAT fraud within the EC and has asked 

the European Commission to prepare a Community anti-VAT fraud strategy. In March 2008, 
the European Commission produced the first set of legislative proposals which contained 
changes to reporting requirements so that Member States are provided with information 
about intra-EC transactions received in their country much more quickly. The proposals
covered the frequency of EC Sales Lists (ESLs) and the time taken to submit and exchange 
them. The proposals also included changes to the time of supply rules for reverse charge 
services.

1.7  These proposals have now been agreed by the European Council and EC legislation 
(Directive 2008/117/EC and Regulation 37/2009) in significantly modified form and have 
been published at: 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2009:014:0007:0009:EN:PDF

1 In the Official Journal of the European Union 20.02.08

Evidence Base (for summary sheets) 
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Implementation of legislation beyond what is mandatory
1.8  HMRC considers that implementation of the place of supply of services changes and time of 

supply changes by the UK goes beyond minimum EU requirements as it is retaining the 
current ‘use and enjoyment’ provisions (which are not mandatory under the EC Place of 
Supply of Services Directive) and extending the time of supply changes to all services 
subject to the reverse charge.

Use and enjoyment
1.9  The ‘use and enjoyment’ provisions provide that services that would be treated as supplied 

within the EC but are used and enjoyed outside the EC are relieved from VAT, and those 
services that would be treated as supplied outside the EC but are used and enjoyed within 
the EC become subject to VAT.

1.10 The purpose of any ‘use and enjoyment’ provision is to avoid double -taxation, non-taxation
or the distortion of competition. Currently, Member States are able to enact ‘use and 
enjoyment’ provisions to a narrow range of services under the Principal VAT Directive.

1.11 To date the UK has applied the ‘use and enjoyment’ provisions to a narrow range of 
services (hire of transport, hire of goods, telecommunications, broadcasting and electronic 
services (the latter for B2B supplies only)), but this is more than required under the EC Place 
of Supply of Services Directive which only specifies that ‘use and enjoyment’ provisions be 
implemented in relation to B2C supplies of telecommunications services and radio and 
broadcasting services where these supplies are made by non-EC suppliers to consumers 
who are in the EC.

1.12 HMRC has undertaken a public consultation to expose the proposed draft legislation (see 
section 4 for full details of the consultation). The published consultation document set out 
HMRC’s proposed retention of the UK’s existing ‘use and enjoyment’ provisions. It also 
confirmed that HMRC would consider wider application, if it was necessary to counter or 
prevent avoidance or otherwise protect the revenue.

1.13 The legislation to be introduced by Finance Bill 2009 implements the UK’s existing ‘use 
and enjoyment’ provisions with which UK businesses are already familiar and accordingly 
UK businesses will not incur any additional one-off compliance cost nor administrative 
burden. As such it has not been necessary for HMRC to undertake an exercise to determine 
any cost or burden placed on UK businesses.

Time of supply
1.14 From 1 January 2010, EC law brings in certain time of supply rules [see section 3.6] for 

cross-border services subject to a reverse charge. Strictly speaking, the UK only needs to 
apply the new time of supply rules to taxable services covered by the B2B general place of 
supply of services rule. As drafted, the new rules would apply in the UK to all cross-border
reverse charge services, which is permitted by EC legislation. This approach has been 
adopted to avoid the need for businesses to apply different time of supply rules dependent 
on the services they receive.

Purpose of  this Impact Assessment
1.15 This Impact Assessment combines the impacts on and associated costs to business as a 

result of the UK legislative changes being introduced. References to ‘business/businesses’ 
encompasses unregistered businesses and VAT registered entities (including VAT 
registered charities, public bodies and similar). 

1.16 These changes will have different impacts on businesses that undertake cross-border
trading (depending on whether they supply goods and/or services to other businesses) and 
those that buy in services from overseas suppliers. For the purposes of this Impact 
Assessment HMRC has attempted to quantify the impacts for each individual change , as 
this is the only practical way of measuring the potential costs. However it is probable that 
there will be overlap between the various changes.
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2. Policy objectives and intended effects

Place of supply of services changes including the introduction of ESLs for services
2.1  The policy objectives of the place of supply changes are:

� to achieve, as far as possible, taxation in the place of consumption; and
� to monitor and control the application of the mandatory reverse charge for B2B taxable 

supplies of general rule services through the introduction of ESLs for services. 

2.2  In doing so consideration has been given to simplification and the need to ensure the  rules 
are being applied properly. The intended effect is that for UK businesses there will be a 
reduction in the costs associated with:

� charging UK VAT and collecting payment thereof from an overseas customer when supplying 
general rule B2B services; and 

� paying overseas VAT on services received from an overseas supplier that then must be 
recovered from an overseas VAT authority.

Anti-fraud measures
2.3  The policy objective is to reduce VAT fraud on intra-EC supplies of goods and control the 

application of the mandatory reverse charge for B2B taxable supplies of general rule 
services by reducing the time it takes for the tax authorities to collect and exchange relevant 
data, and to introduce legislative measures which will help Member States better control the
EC VAT system. The intended effect of these changes is that Member States will be able to 
identify new frauds much more quickly, have more data with which to monitor the mandatory 
reverse charge for B2B taxable supplies of general rule services, and rapidly develop new 
countermeasures to protect VAT revenues across the EC.

3. The Options 
Place of supply of services changes including the introduction of ESLs for services
3.1  Apart from the application of the ‘use and enjoyment’ provisions to certain services (see

sections 1.6-1.14 above), Member States have little or no flexibility regarding implementation 
of the place of supply of services changes under the EC Place of Supply of Services 
Directive into national law. 

3.2  The place of supply of services changes covered by this Impact Assessment and effective 
from 1 January 2010 are:

� the new general rule for B2B supplies of services. Currently the place of supply of such 
services under the ‘basic’ (general) rule is where the supplier is established. Under the new 
rule the place of supply of supplies of B2B services will be determined by where the recipient 
of the service is established;

� a mandatory reverse charge introduced for cross-border supplies of B2B taxable general rule 
services (see sections 5.26-5.34). This will also impact upon when a supply subject to the 
mandatory reverse charge should be included on an ESL for services. As now the UK will 
continue to apply a wide reverse charge for cross-border supplies of services; and

� there will be a requirement for B2B intra-EC supplies of taxable general rule services to be 
reported on ESLs on a quarterly basis (see sections 5.19-5.25 and 5.48-5.51).

Anti-fraud measures
Reduced timescales for ESL reporting 

3.3  As adopted, Directive 2008/117 and Regulation 37/2009 contain various elements: 
� the standard reporting method for ESLs for goods is increased from quarterly to monthly;

� although the basic rule for submission of ESLs has been changed from quarterly to monthly 
submission, Member States have the option of allowing their businesses to submit ESLs 
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quarterly for services, with no value threshold, and quarterly for goods, provided intra-EC
supplies are below a threshold which is no more than €100,000 (£70,000) per quarter from 1 
January 2010 to 31 December 2011, reducing to €50,000 (£35,000) per quarter from 1 
January 2012 (see section 5.35-5.40 and 5.57-5.60). The UK has decided to make use of this 
threshold to keep burdens on business to a minimum;

� Member States have the option of allowing a quarterly rather than a monthly ESL reporting 
period for taxable supplies of B2B general rule services. Again the UK has decided to make 
use of this longer reporting period to keep burdens on business to a minimum;

� Member States which opt to allow quarterly ESL reporting periods for taxable supplies of B2B 
general rule services may require businesses which supply both goods and services to 
submit ESLs for services at the same frequency as applies to their supplies of goods (e.g. 
monthly). The UK will allow businesses to decide on the reporting periods within the specified 
general rules. So if a business would prefer to have different reporting periods for services 
and goods they may do so. Alternatively, they may choose to adopt the same (monthly) 
reporting periods for both goods and services; and

� reduced timeframe of one month in total for businesses to submit their ESLs to their tax 
authority, and for that tax authority to collate and send that data to the tax authorities in the 
other Member States. The UK has decided to allow businesses 14 days after the end of the 
reporting period to send HMRC paper ESLs, and 21 days to submit electronic ESLs. The 
shorter time period allowed to businesses to submit paper ESLs is because HMRC needs 
additional time to key in, or scan, the ESL data into the VAT Information Exchange System 
(VIES) so it can be sent to other Member States.

3.4  Apart from these options, Member States have little or no flexibility regarding 
implementation of the anti-fraud measures under the EC Directive 2008/117 into national law.
Regulation 37/2009 has direct effect and is binding on all Member States. Therefore no 
national law is required to implement its provisions.

3.5  Member States must also offer electronic file transfer of ESL data as a method of 
submission for businesses. The UK already offers this facility.
Time of supply for cross border services

3.6  From 1 January 2010 new time of supply (tax point) rules will be introduced for supplies of 
B2B taxable general rule services subject to a mandatory reverse charge. These determine
when the reverse charge VAT must be accounted for as follows:
� the tax point to be the completion of the service with an earlier tax point in the event of a 

payment being made beforehand; and 

� for continuous supplies, a tax point at the end of each billing or payment period (or upon 
payment where this is earlier), with a compulsory tax point on 31 December each year in 
cases where such periods (or payments) do not arise.

The EC changes to the time of supply rules also determine when a business must include a
supply of services on an ESL.

Member States have flexibility as to how to apply the time of supply rules to services other 
than to supplies of B2B general rule services. HMRC will apply the same time of supply rules 
as those required under the anti-fraud measures to other services subject to a reverse 
charge in the UK.

Option selected by HMRC 
3.7  Failure by the UK (or any Member State) to implement the EC Directives into national law,

would risk legal proceedings by the Commission.

3.8  Therefore, doing nothing is not an option and there is only one option for implementation:
� to enact the EC Directives into UK law and to ensure that HMRC staff and business have 

clear and detailed guidance on the changes and their impact; and
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� where options are available that will simplify the new rules for business or ease the 
administrative burden associated with the new rules, HMRC will take those options.

4 Consultation

Place of supply of services changes
4.1  The views of businesses and advisers were sought informally on the various elements of 

the VAT Package including discussions with the Joint VAT Consultative Committee (JVCC), 
the HM Treasury VAT Forum and meetings with specific industry groups including the 
finance and insurance sector. Concerns were expressed at that stage over practical impacts 
on business. 

4.2  HMRC has undertaken a consultation with business and other stakeholders to expose the 
UK draft legislation for the place of supply of services rule changes. Comments were sought 
on whether the UK draft legislation fully enacted the EC law, wider issues of interpretation 
and how businesses might be affected. The consultation documentation consisted of:

� a consultation paper setting out all the place of supply of services changes from 1 January 
2010 to 1 January 2013 inclusive (the changes effective from 1 January 2015 to be covered 
separately at a later date) together with HMRC’s interpretation where appropriate, the draft 
UK legislation for the changes from 2010-2013 inclusive; and 

� a consultation stage Impact Assessment.

4.3  HMRC has published a consultation response document regarding the UK’s proposed 
implementation of the changes which can be found at: 
http://www.hmrc.gov.uk/consultations/index.htm

4.4  Where respondents to the consultation have commented on the impact of the changes on 
business, these have been included in this Impact Assessment along with impacts 
previously identified in the consultation stage Impact Assessment. 

Anti-fraud measures
4.5  The views of businesses and advisers were sought on the various elements of the first set 

of proposals and it was discussed at meetings of the Joint VAT Consultative Committee 
(JVCC) and with representatives from the finance and insurance sector. A consultation 
Impact Assessment was also published on the HMRC website and can be found here:

http://www.hmrc.gov.uk/consultations/index.htm
4.6  Feedback received before the publication of this consultation Impact Assessment included 

quantification of impacts, but not in monetary terms. In essence businesses recognised the 
need for tax authorities to respond vigorously to the VAT MTIC fraud threat and the high 
revenue losses by introducing reduced ESL reporting timeframes for goods. However, they 
did not consider there to be any credible justification for extending the ESL regime to intra-
EC supplies of services. They did not dispute that there might be some fraud associated with 
intra-EC supplies of services, but considered that this would not be prevented or managed 
by the ESL reporting regime. Consequently, businesses felt that this initiative simply 
imposed a significant additional administrative and compliance cost burden on businesses. 
In addition, some respondents questioned whether the tax authorities would be able to make 
effective use of all the additional information they would be collecting from businesses under 
the enhanced reporting requirements. This Impact Assessment includes narrative on the 
potential impacts identified by businesses and advisers. 

5 Costs

5.1  The sections below examine the impacts on business of the changes on a costs basis.
Costing assumptions. 
5.2  HMRC is subject to quantified targets to reduce one aspect of compliance costs in particular; 

the administrative burden on business of disclosing information to HMRC or to third parties. 
This burden is assessed through the ‘Standard Cost Model’, an activity-based costing model 
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which identifies what activities a business has to do to comply with HMRC’s obligations, and 
which estimates the cost of these activities, including agent fees and software costs.

5.3  A brief outline of the Standard Cost Model is in the annex to this Impact Assessment. The 
report to HMRC is available online at: 

http://www.hmrc.gov.uk/better-regulation/kpmg1.pdf
5.4  Unless otherwise stated, the methodology used to quantify the number of businesses 

affected by the place of supply of services changes (including the introduction of ESLs for 
services) can be found in section 5 of the consultation Impact Assessment which can be 
found here:

http://www.hmrc.gov.uk/better-regulation/ia.htm
5.5  The estimates of the number of businesses affected by the rule changes for ESLs for goods 

have been obtained from data held by HMRC.
5.6  In summary, HMRC has estimated the following:

� the current population of UK VAT registered businesses stands at around 2 million, of which 
1.3 million will not be required to submit ESLs for services but will require some level of 
familiarisation with the changes. They may or may not be affected by the other place of 
supply of services changes, including the mandatory reverse charge, or by the rule changes
for ESLs for goods (see below). The majority of the remainder, will not be affected by the 
various rule changes at all, except for:
� 130,000 to 140,000 UK businesses estimated to be required to submit ESLs for services;
� 65,000 to 75,000 UK businesses estimated to be affected by the mandatory reverse 

charge requirement in relation to supplies of taxable general rule services received from 
suppliers established outside the UK; and

� 22,000 UK businesses estimated to be required to submit monthly ESLs for goods.

5.7  ‘Second round’ impacts in relation to the changes are beyond the scope of this Impact 
Assessment and the ‘second round’ impacts could include:

� the information collected as a result of the introduction of ESLs for services and more 
frequent submissions of ESLs for goods enabling better risk assessment by HMRC allowing 
compliance activity to become more targeted and/or potentially leading to more enquiries by 
HMRC; and

� legitimate businesses benefiting from a reduction in fraud as they will be able to compete
without the distortions introduced by fraud.

5.8  Where businesses need time to understand the changes and how they will be affected this 
Impact Assessment assumes the task is undertaken by a ‘taxation expert’ at an hourly rate 
of £22 using current (2009) prices. HMRC acknowledges that for some businesses this task 
will be undertaken by a more senior employee earning a higher hourly rate, but adopts the 
above assumption as a broad average costs across all businesses (small to large). 

5.9  HMRC has also made the following assumptions on the time taken by businesses to 
familiarise themselves with the changes:

� businesses will be affected by varying degrees to the changes covered by this Impact 
Assessment. Some businesses will not be affected at all, although they will still need to 
spend some time on clarifying that they are not affected. Other businesses may be affected 
by all of the changes and consequently their familiarisation costs will be significantly higher; 
and

� respondents indicated that the estimated average of 30 minutes referred to in the 
consultation Impact Assessment as the time required for businesses supplying services 
unaffected by the requirement to submit ESLs for services to familiarise themselves with the 
new place of supply of services rules was insufficient. HMRC acknowledges this view and 
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this Impact Assessment therefore assumes that these businesses will spend on average one 
hour broadly familiarising themselves with the changes. 
The assumption of an average of one hour has been made by HMRC because some 
businesses may only need a few minutes to check whether they are affected by the changes 
because it will be very clear that supplies of services they make or receive will not be affected 
at all. For example, if a UK business currently only makes supplies of services where the 
place of supply is the UK and will continue to do so after 1 January 2010, there will be no 
requirement to complete and submit ESLs. Other businesses will need significantly more time 
to consider if and how they are a ffected. For example, ESLs are not required if a B2B intra-
EC supply of a service is exempt from VAT in the customer’s Member State. HMRC 
recognises and respondents have commented that such businesses will incur greater one-off
compliance costs and administrative burden costs in this respect. 
HMRC intends to publish clear guidance that will enable businesses to decide whether and 
how they are affected by the ESL requirements. 

� Respondents also indicated that HMRC’s assumption in the consultation stage Impact
Assessment that:

� UK businesses required to submit ESLs for services; and
� UK businesses required to apply a mandatory reverse charge for supplies of taxable 

general rule services
would need to spend on average an estimated 1.5 hours on familiarisation on each 
requirement (i.e. 3 hours in total if affected by both) was insufficient.

HMRC considers that such familiarisation will include reading and understanding the 
legislation and associated guidance. Many affected businesses will need to evaluate the 
implication of these changes on their IT capability and HMRC recognises that businesses are 
differently resourced and the time that will be allocated by businesses to this process will vary. 
Consequently, HMRC estimates each change will require on average 3 hours familiarisation 
time, as opposed to the 1.5 hours estimated for each change in the consultation Impact 
Assessment for the implementation of the place of supply of services legislation. 

5.10 Respondents made the following general comments on the place of supply of services 
changes and the anti-fraud measures:

� the estimated administrative burden and compliance costs associated with the changes were 
generally under-estimated in the two consultation stage Impact Assessments;

� the costs did not take into account the education and training of staff which will be required 
by businesses in order to implement the changes;

� more frequent submission of ESLs for goods, the introduction of ESLs for services and the 
introduction of the mandatory reverse charge will increase the administrative burden to 
businesses because additional staff resource will be spent on meeting these requirements;

� intra-EC trade may reduce because of the burdens placed on business in relation to cross-
border trade;

� some respondents consider that without a formal procedure for the resolution of disputes 
between Member States on the tax treatment of transactions, there could be significant costs 
to businesses;

� concerns have been raised that difficulties in applying or interpreting the new rules and the
potential inconsistency between Member States’ implementation will all involve potential 
additional costs for business;

� the changes impose burdens on business at a time when the economic climate places other 
pressures on businesses;

� there is insufficient time for businesses to implement the changes required to take effect from 
1 January 2010; and
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� clear guidance from HMRC will assist business and will help to reduce the burdens placed on 
business as a result of the changes.

5.11 Where data provided by respondents was representative it has been used to update the 
costs previously calculated in the consultation stage Impact Assessments and has been 
included in this Impact Assessment. 

5.12 HMRC aims to minimise the additional burdens on business whilst remaining consistent
with the legislation.

Costs – one off compliance costs

5.13 Unless otherwise stated, one-off costs are quoted in current (2009) prices. The average
costs provided are stand alone costs for the change in question; where a business is 
affected by more than one change the average cost faced by the business is the sum of the 
averages of each change. 

Familiarisation costs: UK businesses not affected by the requirement to submit ESLs for 
services
5.14 HMRC estimates that about 1.3 million UK businesses will not be required to submit ESLs 

for services. They may be affected by none, one or more than one of the other changes 
referred to in this Impact Assessment.

5.15 Annually about 88,000 UK businesses currently complete ESLs for goods. Of these it is 
estimated that about 22,000 UK businesses will be required to submit monthly ESLs for 
goods (15,000 businesses with effect from 1 January 2010 and an additional 7,000 
businesses with effect from 1 January 2012), although it is recognised that this figure may 
not be static. 

5.16 If it is assumed that the numbers of UK businesses affected by the ESLs for services and 
those affected by the ESL requirements for goods are mutually exclusive, an estimated 1.28 
million (being 1.3 million minus 22,000) UK businesses will not be affected by the
introduction of ESLs for services and related changes. 

5.17 For the purposes of this Impact Assessment, HMRC has assumed that 1.28-1.3 million 
businesses will not be affected by the ESL requirements for services. By spending one hour 
generally familiarising themselves with these rules at a cost of £22 per hour, HMRC 
estimates these businesses will face a one-off familiarisation total cost of £28.3-28.6 million 
(or an average cost of £22 per business). 

5.18 While this is viewed as a one-off compliance cost because it will be clear to most 
businesses how they will be affected, HMRC recognises some businesses might have to re-
check over time following particular changes of circumstance.

Familiarisation costs: UK businesses required to submit ESLs for services
5.19 Businesses required to submit ESLs for services will need to list the value of supplies of 

taxable general rule services made to each VAT registered customer in other Member 
States. UK VAT registered suppliers will be required to complete and submit ESLs on a 
calendar quarter basis and may do so either on-line, by electronic file transfer or by using a 
paper form. 

5.20 Reporting such supplies on ESLs will provide an audit trail which will facilitate HMRC's 
control of revenue risks that could arise from such services for the tax authority in the 
customer’s Member State where the VAT on the supply falls due.

5.21 For the estimated 130,000-140,000 UK businesses expected to be affected by the 
requirement to submit ESLs for services, an average of 3 hours is expected to be spent by 
each business on familiarisation with the changes at a cost of £22 per hour. These 
businesses will face an estimated one-off familiarisation cost totalling £8.6 -9.2 million (or an 
average cost of £66 per business). 
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5.22 Some of these businesses currently supply B2B cross-border services that are already 
treated as supplied where the customer is established. Therefore, these businesses will 
already be familiar with the place of supply implications and the cost to these businesses will 
be reduced. 

5.23 Those businesses that already complete ESLs for intra-EC supplies of goods that will be 
required to compete ESLs for services, will already have an understanding of most of the 
information required. Where this is the case the cost to businesses in relation to their
supplies of services would be reduced because the same ESL form will be used for goods 
and services. 

5.24 Businesses required to submit ESLs for services will need to familiarise themselves with 
the new time of supply rules (see section 5.26-5.28) which may result in increased 
complexity in terms of businesses establishing when a supply should be reported on an ESL.

5.25 Businesses affected by this change may also be affected by the mandatory reverse charge 
requirements if they receive supplies of taxable general rule services from suppliers 
established outside the UK (see sections 5.26-5.34), and also by the new rules for ESLs for 
goods (see sections 5.35-5.40).

Familiarisation costs: UK businesses receiving supplies of taxable general rule services from 
suppliers established outside the UK who will be required to apply the reverse charge2 and the 
time of supply rule changes
5.26 Under the reverse charge procedure the customer acts as if they are both the supplier and 

the recipient of the services by accounting for the VAT due on the supply and recovering the 
VAT on the supply in accordance with their entitlement to recover under the normal rules. 
Currently, UK recipients of reverse charge services are, for the most part, only required to 
account for VAT as and when they pay for the supplies in question.

5.27 With effect from 1 January 2010 UK customers receiving supplies of services from 
suppliers established outside the UK where the place of supply of those services is the UK 
will need to apply a reverse charge to such services. In addition, the tax point will change to 
the time at which the service is completed, unless payment is made earlier. For continuous 
supplies the tax point will arise at the end of each billing or payment period (or on payment 
where this is earlier), with a compulsory tax point on 31 December each year in cases where 
such periodic tax points (or payments) do not occur. Under the new arrangements 
businesses will therefore need to put in place additional accounting procedures to identify 
and respond to:

� completion of the service;

� the end of billing or payment periods for continuous supplies;
� payments made beforehand; and

� at each year end, continuous supplies that have not been subject to earlier tax points.
5.28 Respondents expressed the following concerns about the time of supply changes:
� service completion is not recorded on accounting systems and therefore a proxy for 

completion would be needed which could entail changes to existing accounting systems 
and/or manual processes in accounting for reverse charge VAT and extracting information to 
include on an ESL. This cost could be significant; and

� the continuous services rules could introduce a new burden of having to value a service for 
VAT purposes only in order to comply with the new rules.

5.29 HMRC does not hold data on the number of businesses that will be required to apply the 
reverse charge. For illustrative purposes 65,000-75,000 UK businesses are assumed to 
have the potential to be affected by the reverse charge rule changes.

2 The mandatory reverse charge for B2B cross-border taxable supplies of general rule services is distinct from the reverse 
charge for supplies of goods of a kind used in MTIC fraud.
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5.30 HMRC recognises, however, that among the potentially affected UK businesses there will 
be businesses already familiar with the reverse charge procedure that applies under the 
current rules. In addition, UK businesses are not required to account for the reverse charge 
on supplies of exempt services received from suppliers established outside the UK. HMRC 
does not hold data on these two categories of businesses and so, for the purposes of this 
Impact Assessment, has used the total illustrative figure of 65,000-75,000 to estimate the 
one-off familiarisation costs. While businesses already familiar with the reverse charge 
procedure and those receiving exempt supplies will not incur an additional administrative 
burden, HMRC recognises that they will need to spend time on familiarisation, even if it is 
just to clarify that they understand the requirements and when they apply.

5.31 The Refund Scheme Impact Assessment assumes that about 20,000 UK businesses claim 
VAT from other Member States using the scheme. The Refund Scheme Impact Assessment 
is being published at the following link:

http://www.hmrc.gov.uk/ria/index.htm#partial
5.32 This Impact Assessment assumes about 5,000 businesses of these 20,000 currently 

claiming VAT using the Refund Scheme will start applying the reverse charge to supplies of 
services with effect from 1 January 2010, with 50% of the 5,000 applying the reverse charge 
and also making claims under the Refund Scheme.

5.33 The estimated 65,000-75,000 UK businesses are estimated to spend about 3 hours each 
on average familiarising themselves with the changes at a cost of £22 per hour and will incur 
an estimated one-off familiarisation total cost of £4.3-5.0 million (or an average cost of £66 
per business). This is likely to be a one-off cost to most businesses, since it will be clear to 
most whether the changes apply to them or not. Some businesses might have to re-check
over time, following particular changes of circumstances. 

5.34 A business affected by this change may also be affected by the requirement to submit 
ESLs if it makes supplies of taxable general rule services to VAT registered customers 
established in other Member States. See sections 5.19-5.25 and 5.48-5.51.

Familiarisation costs: UK businesses affected by the increased frequency of submission of
ESLs for goods
5.35 UK VAT registered suppliers of goods to VAT registered businesses in other Member 

States are currently required to submit ESLs for goods on a quarterly basis. Each year some 
88,000 UK businesses currently submit quarterly ESLs for goods.

5.36 With effect from 1 January 2010 monthly ESLs will be required to be submitted where 
intra-EC supplies of goods are over a threshold of £70,000 per quarter in 2010 and 2011, 
and £35,000 per quarter from 1 January 2012 onwards. 

5.37 All 88,000 businesses will need to familiarise themselves with the changes to the 
frequency of submission for ESLs for goods. However, HMRC estimates that from 1 January 
2010 about 15,000 UK businesses will actually be required to submit ESLs on a monthly 
rather than a quarterly basis and therefore these businesses will need the most time to 
familiarise themselves with the changes. The estimate has been derived as follows:

� approximately 88,000 UK businesses are known by HMRC to submit ESLs for goods already;

� the 2007-08 VAT data held by HMRC on recorded values of “supplies to the EC” shows that 
around 17% (being approximately 15,000) of the 88,000 UK businesses are making supplies 
above an average value of £70,000 per quarter; and

� these 15,000 UK businesses are already familiar with the current ESL submission 
requirements for goods and therefore will spend an average of about one hour each 
familiarising themselves with the submission frequency changes at a cost of £22 per hour. 
The estimated total one-off familiarisation cost faced by these businesses is about £0.3 
million (or an average cost of £22 per business).
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5.38 Using a similar method as above to derive the number of businesses affected by the 
changes in 2010, an additional estimated 7,000 UK businesses will be required to submit 
monthly ESLs for goods with effect from 1 January 2012. 

5.39 The additional 7,000 UK businesses will also be familiar with the current ESL submission 
requirements for goods and therefore will spend an average of about one hour each on 
familiarising themselves with the submission frequency changes at a cost of £22 per hour. 
The estimated total one-off familiarisation cost faced by these businesses is about £0.2 
million (or an average cost of £22 per business).

5.40 Therefore the 22,000 UK businesses estimated to be affected by ESL for goods changes 
will face a total estimated £0.5 million in one-off familiarisation costs.

Summary: Familiarisation costs
5.41 UK businesses are estimated to incur a total of £41.7-43.3 million one-off familiarisation 

and compliance costs associated with all the changes (averaging £22-£198 per business).

IT upgrade costs
5.42 HMRC recognises that UK businesses will incur significant additional IT upgrading costs 

on a one-off basis as a result of the changes to the frequency of ESLs for goods and the 
introduction of ESLs for services. 

5.43 Respondents have indicated that these changes are expected to impose significant IT 
costs to businesses in changing accounting systems to comply with the new requirements to 
identify and react to the various times of supply. In addition, the changes are due to take 
effect from 1 January 2010 which may be difficult for them, given the need to secure IT 
resources.

5.44 Changes may be required to upgrade the following IT systems in relation to ESLs for 
goods and services:

� XML schema; and
� the Electronic Data Interchange messaging facilities.

HMRC understands that where changes are required, in some instances costs incurred by 
software suppliers will be passed on to software users, in others software suppliers will bear
the cost. HMRC is in the process of identifying what changes may be required and will 
publish guidance on the ESL requirements to assist business.

5.45 HMRC notes that respondents have commented that businesses required to submit ESLs 
for services who are on non-standard tax periods will incur greater compliance burdens 
because they will need to build reporting functions for ESL purposes that are out of line with 
reporting for financial purposes.

5.46 HMRC considers that businesses will be affected differently depending on the IT systems 
an individual business has in place and the level of intra-EC trade. In addition to IT upgrades, 
HMRC recognises that there may also be some additional annual costs if the required new 
accounting procedures require more staff resource. Based on the information provided these 
costs cannot be quantified, but given the numbers of businesses that could be affected and 
the potentially complex changes to rules, HMRC recognises that these costs could be in the 
order of tens of millions of pounds.

Other one-off compliance costs
5.47 Respondents also commented that the requirement for invoices for reverse charge 

services to indicate that supplies are subject to a reverse charge will require one-off changes 
to invoice templates. This is a pre-existing requirement so UK businesses currently 
supplying reverse charge services should already be complying with it. Therefore, any one-
off costs will be confined to UK businesses that currently supply B2B taxable services where 
the place of supply will change to fall under the new B2B general rule. The actual number of 
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affected businesses is not known but HMRC considers that the estimated one-off cost to 
business will be about £110 per business in 2009. 

Annual costs

Administrative burden: quarterly submission of ESLs for intra-EC supplies of taxable general 
rule services
5.48 Based on filing patterns for ESLs for goods, it is estimated that the 130,000-140,000

affected businesses would submit about 400,000 ESLs per year on a quarterly basis (based 
on patterns observed in administrative data on ESLs for goods) as the overall average 
number of forms submitted is less than four per year because nil returns are not required.

5.49 The requirement to complete ESLs imposes an estimated additional annual administrative 
burden on the estimated 130,000-140,000 affected UK businesses of £4.3 -4.6 million in 
2008 values (£3.9-4.2 million in 2005 values).

5.50 Supplies of services subject to the B2B general rule that are exempt in the customer’s 
Member State should not be reported on an ESL. In order to make this decision UK 
businesses will need to familiarise themselves with the VAT liability provisions in the 
Member State of consumption. Extensive comments have been made by consultees on the 
compliance burden of this requirement unless clear guidance is provided and a pragmatic 
approach to its operation is adopted.

5.51 A greater take-up of electronic filing of ESLs by the time of implementation would reduce 
the administrative burden cost to affected businesses. HMRC has not quantified this cost 
because it is not known at this stage what the take up of electronic filing might be. A wider 
analysis of the effects of increased use of online filing is in the published impact assessment 
HMRC Online Services: Increasing Use of Online Filing and Electronic Payment, available at 
http://www.hmrc.gov.uk/ria/5-online-services-carter.pdf

Administrative burden: UK businesses receiving supplies of taxable general rule services from 
suppliers established outside the UK who will be required to apply the mandatory reverse 
charge3 and the time of supply rule changes
5.52 UK businesses receiving supplies of taxable general rule services from suppliers 

established outside the UK will be required to apply the mandatory reverse charge and the 
time of supply rule changes.

5.53 Under the reverse charge procedure the customer acts as if they are both the supplier and 
the recipient of the services by accounting for the VAT due on the supply and recovering the 
VAT on the supply in accordance with their entitlement to recover under the normal rules.

5.54 The administrative burden to businesses would be based on the cost of extracting and 
including the VAT element and the value of reverse charge services they receive to 
complete boxes 1, 4, 6 and 7 of the VAT return.

5.55 In 2007 HMRC published an Impact Assessment on the introduction of the reverse charge 
for businesses trading in mobile phones and computer chips. This Impact Assessment 
estimated the total extra administrative burden to businesses of the introduction of the 
reverse charge was about £90 per business. The £90 additional administrative burden per 
business covers administrative burdens for suppliers and customers. HMRC has used this 
cost per business for the purposes of this Impact Assessment.

5.56 Of the 65,000-75,000 UK businesses referred to in sections 5.29-5.33 above, there will be 
businesses that already apply the reverse charge and businesses that receive only exempt 
supplies of general rule services (the latter are not required to apply a reverse charge) which 
are not expected to face any significant additional administrative burden. HMRC has 
assumed that an estimated 5,000 UK businesses will switch from claiming overseas VAT 
using the Refund Scheme to applying the reverse charge and these businesses are 

3 The mandatory reverse charge for B2B cross-border taxable supplies of general rule services is distinct from the reverse 
charge for supplies of goods of a kind used in MTIC fraud.
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estimated to face a gross additional administrative burden cost totalling £0.45 million in 2005 
values. This gross figure excludes the saving these businesses will be making by no longer 
submitting claims using the Refund Scheme (see section 6.4).

Administrative burden: Monthly submission of ESLs for intra-EC supplies of goods
5.57 Since the requirement to submit monthly ESLs is based on monetary thresholds, HMRC 

has assumed that it is only the larger businesses described within the Standard Cost Model 
that will be affected. However, it is recognised that smaller businesses making a few 
supplies of goods of high value could also be affected.

5.58 UK suppliers will be required to submit monthly ESLs for goods where they make intra-EC
supplies of goods over a threshold of £70,000 in the current and four previous quarters in 
2010 and 2011, and £35,000 per quarter from 2012 onwards. 

5.59 Some 88,000 businesses currently submit ESLs for goods. HMRC estimates that 15,000 
businesses will be required to submit ESLs for goods on a monthly basis with effect from 1 
January 2010; with an additional 7,000 UK businesses submitting monthly ESLs for goods 
when the threshold is reduced from 1 January 2012 onwards.

5.60 Based on comparisons between the annual administrative burdens of monthly VAT returns 
and quarterly VAT returns across businesses of all sizes, it is expected that moving to 
monthly ESLs for goods would increase the administrative burdens to businesses in 2010 by 
about £1.3 million in current prices (about £1.2 million in 2005 prices) and the changes 
effective from 1 January 2012 would then lead to a total administrative burden of about £1.8 
million in current prices (about £1.6 million in 2005 prices).

Administrative burden: Reduced time to submit data
5.61 The time available for both the submission of ESL data by businesses to HMRC and for 

HMRC to process and exchange the data with other Member States will be reduced from the 
current three months to one month after the end of relevant ESL reporting period. Following 
consultation with businesses HMRC will allow businesses up to 14 days after the end of the 
ESL reporting period to submit their paper ESLs and 21 days to submit electronic ESLs.

5.62 In broad terms, the deadline does not entail a formal administrative burden (since such a 
change is not related directly to the actual information provided) but HMRC recognises that 
some businesses would incur additional costs in meeting a shorter deadline. For example, 
businesses have indicated that they may have to employ more staff in order to meet the 
deadlines.

5.63 Less time to submit data could also lead to an increase in errors or an increase in penalty 
processing work if businesses do not submit on time, resulting in increased administrative 
burdens.

5.64 In respect of penalties, HMRC intends to apply a ‘light touch’ approach to new declarants 
of ESLs for supplies of services. As such HMRC will:

� assist businesses to help them meet their obligations (for example by issuing clear guidance); 
and

� take into account, when considering whether penalties apply for any areas of non-compliance
in relation to legal requirements, difficulties faced in adjusting to the changes. 

HMRC costs
One-off costs
5.65 There are a number of expected one-off costs to HMRC in relation to the changes. The 

main one-off costs to HMRC will be:
� publicising the requirements to businesses;

� producing of tailored guidance;
� dealing with queries from businesses on the new requirements;
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� the potential increase in enforcement and compliance monitoring work;

� IT upgrades; and
� redesigning the current VAT 101 form.

5.66 Publicity and guidance costs will predominantly be incurred on a one-off basis and 
quantified costs to date in this respect are estimated to be about £100,000. There will be 
ongoing costs, particularly for dealing with queries from businesses and potential increases 
in enforcement and compliance work.

5.67 HMRC will need to upgrade some IT systems to accommodate:

� the requirement to include the information HMRC receives in relation to ESLs for services (in 
addition to ESLs for goods) on the VAT Information Exchange System (VIES) under EC 
legislation (Council Regulation (EC) No. 143/2008 of 12 February 2008):
http://eurlex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:044:0001:0006:EN:PDF

This is so that the information on ESLs submitted by UK suppliers of services provided to 
VAT registered customers in other Member States can be accessed by the tax authorities in 
the customer’s Member State. Changes will be needed to the existing VIES database to cope 
with the additional data that needs to be captured and stored and to cope with increased 
usage; and 

� changes required for the anti-fraud measures connected with intra-EC transactions, for 
example reduced time to submit, increased number of ESL forms. The IT changes will be 
required to recognise when the new due date had been reached and trigger potential penalty 
action. Reduced time to submit and exchange data would concentrate demands for HMRC 
processing resource. 

5.68 The IT changes will be delivered by an in-house development team. To reduce overheads 
in testing and code changes, this work will have to be amalgamated with work required to 
deliver monthly ESLs and the reduced timescale for submission. Reduced time to exchange 
data will be likely to lead to an increase in data correction messages: both those from the UK 
to other Member States and those received by the UK from other Member States. 

5.69 The current quantified costs for HMRC’s IT system upgrades is estimated to be £1.4 
million. Costs may increase.

5.70 HMRC will need to modify slightly the design of the current ESL form (VAT 101) so that it 
can be efficiently scanned, and to specify the use of a code for separately identifying intra-
EC supplies of taxable services.

Annual costs
5.71 HMRC will need extra resources in relation to the introduction of ESLs for services, the 

monthly submission of ESLs for goods and the reduced time to process and exchange data 
with other Member States to:

� deal with queries from businesses on the new requirements; 

� deal with a potential increase in enforcement and compliance monitoring work;
� deal with a potential increase in data errors and non-compliance penalties;
� key in ESLs for goods and services; and

� publicise to business on an ongoing basis the requirements in relation to completion and 
submission of ESLs for services. It is expected that this will be a small residual cost each 
year for newly VAT registered businesses or existing VAT registered businesses that have 
started making intra-EC supplies. HMRC intends to target its publicity to businesses that will 
be affected by these changes. However, it is recognised that a wide number of sectors could 
be affected and therefore the publicity needs to be extensive. 

5.72 Quantified costs are estimated to be about £1.3 million annually.
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5.73 HMRC will have a total of one month to submit and exchange data from the end of the 
relevant period and costs in terms of extra resources required to comply will be incurred.
Ongoing operational, IT service and staffing costs are expected to be in the order of 
£millions.

5.74 In addition to collecting the information sooner from businesses, HMRC will be required to 
make use of that more timely information more quickly, reducing the time between the 
occurrence of possible intra-EC VAT fraud and its detection. 

6 Benefits

Place of supply of services
6.1  The aim of the place of supply of services changes is to modernise and simplify the rules 

and to achieve, as far as possible, taxation in the place of consumption. This will be a benefit 
to businesses that are already registered for VAT, but will also benefit businesses registering 
for VAT on or after 1 January 2010.

6.2  Most supplies of services to business customers in other Member S tates will be subject to 
the general rule for the place of supply of services. Therefore UK businesses will not be 
required to charge UK VAT on such supplies but will retain entitlement to recover UK VAT 
they have incurred in order to make their supplies, subject to the normal rules. UK 
businesses will not, as a consequence, suffer cash-flow problems due to customers paying 
VAT late (that is to say, after the date the business is required to remit payment to HMRC). 
HMRC considers this to be a benefit to affected businesses.

6.3  UK businesses receiving taxable supplies of general rule services from suppliers 
established outside the UK will be required to apply a mandatory reverse charge. The UK 
businesses receiving such supplies from businesses established in other Member States will 
no longer need to pay overseas VAT and claim a refund from the supplier’s Member State or 
suffer the associated cash-flow consequence pending repayment. HMRC considers this to 
be a benefit to affected businesses.

6.4  HMRC has assumed that fifty percent (2500) of the 5,000 businesses estimated to be 
switching from claiming using the Refund Scheme will save an estimated £0.3 million in 
administrative burden costs. This is on basis that the estimated 2500 businesses will cease 
having to submit refund claims for overseas VAT, because the supplies of services they 
receive will no longer be treated as made in another Member State and subject to VAT in 
that Member State. Instead the supply will be treated as made in the UK and thus will be 
subject to UK VAT (and the reverse charge procedure if the supplier is not established in the 
UK). The remaining 2500 businesses are assumed to be required to apply the reverse 
charge with effect from 1 January 2010 and to continue incurring overseas VAT on certain
supplies of goods or services they receive. Therefore these businesses would need to 
submit a refund claim if they wished to recover the overseas VAT. 

6.5  Respondents identified a benefit to small businesses of the place of supply of services 
changes. Currently, where a B2B supply of services is made in another Member State, a 
small business may be required to register in that Member State if the customer cannot 
account for the tax under a reverse charge. The new general rule for B2B supplies will mean 
that small businesses making intra-EC supplies of such services will not be required to 
register in another Member State because the customer will account for any tax due using 
the mandatory reverse charge. 

6.6  Businesses should find it simpler to determine whether UK VAT is chargeable on cross 
border supplies of services because those that are not supplied where the customer is 
established are more clearly defined. There are currently borderline issues in terms of 
whether a service should be treated as supplied in the UK under the current basic rule or is 
covered by Schedule 5 of the VAT Act 1994 (supplied where the customer belongs). HMRC 
considers that this may be a significant benefit for some businesses but perhaps less so for 
other businesses.
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6.7  Tax practitioners and HMRC staff new to the place of supply of services rules should need 
less time than at present to understand the legislation.

6.8  HMRC does not hold data that permits quantification of these benefits and consultees were 
unable to provide quantitative data in this respect. 

Anti-fraud measures
6.9  As stated in section 2 above, the benefit as a whole is that these measures should play 

some part in reducing intra-EC VAT fraud. However, these benefits are not quantifiable. VAT 
MTIC fraud represents a serious threat to the revenues of all Member States, although 
estimates of the level of fraud across the EC vary. The table below shows estimates of 
attempted fraud and the impact on HMRC’s VAT receipts. In the UK attempted fraud was 
estimated at between £0.5 billion and £2.0 billion in 2007/08, but has been much higher in 
earlier years – it was at a peak of £4.0 billion to £6.0 billion in 2005/06.

Estimates of MTIC Fraud (£bn)

2005-06 2006-07 2007-08
Attempted Fraud

Upper Bound 6.0 5.0 2.0

Lower Bound 4.0 2.5 0.5
Impact on VAT receipts

Upper Bound 4.5 3.5 2.0

Lower Bound 2.5 1.5 0.5

6.10 The UK believes that the main changes, for monthly ESLs for significant trade in goods 
and quicker submission of ESLs will improve its capacity to limit the impact of fraud by 
providing information earlier and in a form which can be used more easily in conjunction with 
quarterly VAT returns. 

7. Cost summary for businesses
7.1  Summary table of Standard Cost Model anticipated compliance and administrative burdens 

costs (in 2009 values). 

One-off
compliance

costs
£m / expected 

magnitude

Annual
administrative
burdens costs
£m / expected 

magnitude (in current 
prices)

Quantified costs

UK businesses not required to submit ESLs for 
services or goods

28.3-28.6 N/A

UK businesses required to submit ESLs for 
services

8.6-9.2 4.3-4.6

UK businesses affected by the increased 
submission of ESLs for goods from 1/1/2010 
onwards
Additional UK businesses affected from 
01/01/2012 onwards

0.3

0.2

1.3

0.5

UK businesses required to apply the mandatory 4.3-5.0 0.5
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reverse charge

Total 41.7-43.3 6.6-6.9

Unquantified costs

IT upgrade costs Tens of millions -

7.2  HMRC notes that new businesses and businesses starting to make supplies of services that 
are affected by the changes covered in this Impact Assessment will need to familiarise 
themselves with the changes depending on how they are affected. It is recognised by HMRC 
that there will be a cost to businesses in this respect, but because the place of supply of 
services rules have been simplified, it should take these businesses less time than currently 
to familiarise themselves. 

7.3  There will be overlap in terms of the impact on particular businesses of the various 
elements of the place of supply of services changes and the measures to combat tax
evasion connected with intra-EC transactions . For example:

� the ESL requirements will impact on those businesses supplying taxable general rule 
services supplied to VAT registered customers in other Member States; and

� the mandatory reverse charge will be of most interest to businesses receiving supplies of 
taxable general rule services from suppliers established outside the UK. 
While available data does not allow HMRC to tell how much overlap there will be for 
individual businesses, it is expected that the place of supply of services changes and the 
measures to combat tax evasion connected with intra-EC transactions as a whole will impact 
most heavily on businesses involved in large volumes of two-way trade with businesses 
established in other Member States.

8. Implementation plan
Consultation stage

8.1  HMRC has consulted on the VAT Package place of supply of services and the measures to 
combat VAT fraud connected with intra-EC transactions  with business and other 
stakeholders. Section 4 of this Impact Assessment refers.

Implementation stage
8.2  Following the consultation, this implementation Impact Assessment has been published 

along with a consultation response document. 
8.3  The UK legislative changes for the place of supply of services will be included in Finance 

Bill 2009. 

8.4  The changes to combat VAT fraud connected with intra-EC transactions , other than a minor 
amendment to primary legislation can be made via secondary legislation. Draft legislation to 
implement the ESL requirements and the time of supply changes will be published.

8.5  The changes will come into effect in accordance with the timetable laid down by the 
European Commission. 

8.6  Draft guidance on the place of supply of services changes will be released as soon as 
possible, with finalised guidance issued as soon as possible thereafter. HMRC will provide 
an overview of how the place of supply of services changes will be implemented in the UK.

8.7 The changes covered by this Impact Assessment will be publicised through regular updates.
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9. Impact tests
Small Firms Impact Test
9.1  The ‘Revised Partial Regulatory Impact Assessment’ on the draft ‘EU Services Directive’ 

commissioned by BERR in 2006 concluded that small businesses were less likely to engage 
in B2B cross border supplies of services. 

9.2  However, HMRC considers that the wide ranging nature of the place of supply of services 
changes and the measures to tackle VAT fraud connected with intra-EC transactions mean 
that there is the potential for all businesses including those with 20 or fewer employees to be 
affected.

9.3  HMRC sent alerts to organisations representing small businesses to publicise the 
consultation with a view to obtaining feedback on implementing the changes with the 
minimum administrative burden for businesses. 

9.4  A number of consultees asked whether there could be some form of threshold for taxable 
services subject to the mandatory reverse charge, under which completion of ESLs for 
services would not be required by HMRC. This suggestion appears to have most relevance 
to smaller businesses.

9.5  Other than the thresholds for intra-EC supplies of goods, the EC legislation does not allow 
Member States to provide for an annual ESL reporting period for any business that makes 
only limited intra-EC supplies of goods and services. The UK will continue to provide for this 
de-minimis threshold which is currently set at goods or services below a value of £25,500 
per annum.

9.6  Given the threshold below which ESLs for goods can continue to be submitted quarterly and 
since HMRC thinks that small businesses are less likely to make cross border supplies of 
B2B general rule services, although it cannot be assumed that small businesses will not be 
affected, HMRC does not expect there to be a disproportionate impact on small businesses.

9.7  Consultees commented that while small businesses that are not registered for VAT would 
not be required to submit ESLs for intra-EC B2B taxable general rule supplies, this could 
increase the difficulty of identifying such supplies.

9.8  However, HMRC recognises that if some small businesses are affected by the ESL, reverse 
charge and time of supply requirements the one-off costs from changing systems and 
becoming familiar with the changes could be significant in context.

Competition
Place of supply of services changes 
9.9  The various elements of the place of supply of services changes could affect all UK 

businesses making supplies of services in some way rather than a particular segment of the 
UK economy or group of businesses. This means that in one respect, no particular group is 
put at a disadvantage. Businesses involved in intra-EC trade are affected more than other 
businesses, but the aims of the changes are to achieve taxation in the place of consumption 
across the board as far as possible. 

Anti-fraud measures
9.10 The measures only affect businesses involved in intra-EC trade. Although, therefore, no 

particular group is put at a disadvantage, the additional burdens placed on businesses 
engaged in such trade could, at the margin, affect the ability of some businesses 
undertaking intra-EC trade to compete with those who are not.

9.11 In essence, although small businesses are not likely to be affected to any great degree, 
the compliance costs of the changes as a whole may, at the margin, make it more difficult for 
some legitimate businesses to take part in intra-EC trade while trying to prevent fraudulent 
activity in the same arena.
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Other Impacts

9.12 The various elements of the place of supply of services changes could apply to all UK 
businesses making supplies of services. The measures to tackle tax evasion connected with 
intra-EC transactions  apply to all UK businesses involved in intra-EC trade. They will not be 
expected to significantly increase legal aid impacts. They will be in accordance with the 
principles of sustainable development and will have no significant impact on emissions of 
greenhouse gases or other environmental impacts. They are compatible with the Human 
Rights Act. They will not have a significantly different effect in rural areas.

Neither will they significantly impact on:
� health and well being;
� race equality;

� disability equality; or
� gender equality.
10. Caveats and risks
10.1 As part of its consultation HMRC welcomed representations from interested parties, 

particularly with a view to submissions of quantitative evidence. 

10.2 Where data provided by respondents was representative it has been used to update the 
costs previously calculated in the consultation stage Impact Assessments and has been 
included in this Impact Assessment.

10.3 The key caveat is that a number of assumptions have been necessary to quantify many of 
the administrative burden and compliance cost estimates. The estimates are believed to be 
broadly indicative of expected impacts.

11. Monitoring and evaluation
11.1 Impact Assessment guidance on the BERR website recommends that the date for post-

implementation review should tie in with the timetable of the Commission’s own review of the 
legislation, in order that the UK can feed in its findings to the Commission. HMRC proposes 
to coordinate its evaluation of the resulting changes with the Commission’s review. 

11.2 The guidance also suggests that implementation practices should be compared with at 
least two other major Member States to draw lessons on methods of implementation and 
enforcement in line with Commission’s review of the Directive. 

11.3 For all policy changes, compliance costs are routinely reviewed one to three years after 
implementation.
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No

Small Firms Impact Test Yes No

Legal Aid Yes No

Sustainable Development Yes No

Carbon Assessment Yes No

Other Environment Yes No

Health Impact Assessment Yes No

Race Equality Yes No

Disability Equality Yes No

Gender Equality Yes No

Human Rights Yes No

Rural Proofing Yes No
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Annexes

The ‘Standard Cost Model’ (SCM) has been used to derive an estimate of the costs to business 
of complying with HMRC obligations to disclose information to HMRC or to third parties. The 
SCM considers which activities a business has to do to comply with an HMRC obligation, how 
many businesses have to comply, and how often they need to comply. The SCM considers the 
burdens applying to different sizes of business.

The SCM estimates the costs of using agents; the costs of undertaking work in-house; and the 
costs of actually transmitting the information. The SCM does not consider one-off costs or 
transitional costs. The SCM does not consider costs which a business would have incurred 
anyway had the relevant HMRC obligation not existed. It considers the costs which apply to a 
normally efficient business and the costs to businesses which comply. The SCM does not 
consider wider compliance cost issues, such as the costs of business uncertainty, cash flow 
costs, or the costs of deciding whether or not to do something.

The Impact Assessment template requires SCM figures to be presented in May 2005 prices, as 
admin burden reduction targets relate to a May 2005 baseline. The Impact Assessment also 
uplifts those figures to current day prices.
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Summary: Intervention & Options
Department /Agency:
HMRC

Title: Combined Impact Assessment of Working Towards a 
Harmonised Regime for Interest and Meeting The Obligations 
to File Returns and Pay Tax on Time  Consultation responses
and Refined Models

Stage: Final Version: 2.0 Date: 14 April 2009
Related Publications: Consultation documents -  Meeting the obligations to file returns and pay tax on 
time. Interest – Working towards a harmonised regime – June 2008 and November 2008

Available to view or download at:
http://www.hmrc.gov.uk/better-regulation/ia.htm

Contact for enquiries: Vivienne Webb / Robert Horwill Telephone: 020 7147 3223/2447

What is the problem under consideration? Why is government intervention necessary?
There are currently differences in the way that penalties and interest are applied across the various 
taxes and duties that HM Revenue and Customs administers and this can be complicated for 
taxpayers, their advisers and HMRC.

What are the policy objectives and the intended effects?
To harmonise and align (where sensible) the interest regime, penalty structures and safeguards to 
make them better reflect the following design principles:

• New penalties should: Influence behaviour, be effective and be proportionate,
• A new interest regime should: be simple, fair and provide recompense for HMRC and any 

taxpayer not having the right money at the right time.

The intended effect is for more people to file returns and pay tax due on time, with a more robust 
approach to prolonged and repeated delay.

 What policy options have been considered? Please justify any preferred option.
1) Do nothing – continue with the inconsistent approach across all taxes.
2) Align rates for charging and paying interest only for those taxes and duties where HMRC currently 

charge and pay interest.
3) Legislate to modernise and align penalty structures and safeguards, and to charge and pay interest 

consistently on all taxes and duties.
Option 3 is the preferred option. In consultation with stakeholders preferred models have emerged 
which include separate penalties for late filing and late payment and a simplified but extended interest 
regime. The aim is for a penalty regime that is fair, effective and influences behaviour balanced by 
aligned taxpayer safeguards, and an interest regime which provides recompense, fairness and 
simplicity.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the 
desired effects? Post implementation review would take place around three years after the full 
implementation of any option.

Ministerial Sign-off For Implementation Stage Impact Assessments:
I have read the Impact Assessment and I am satisfied that (a) it represents a fair and 
reasonable view of the expected costs, benefits and impact of the policy, and (b) that 
the benefits justify the costs.

Signed by the responsible Minister:

Date:  14 April 2009
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Summary: Analysis & Evidence
Policy Option: 2 Description:  Align rates for charging and paying interest only for 

those taxes and duties where HMRC are currently charging and 
paying interest

ANNUAL COSTS

One-off (Transition) Yrs
£ Negligible

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main 
affected groups’ Option 2 includes alignment of interest regimes 
only and does not include reform of penalties. There are no known 
additional compliance costs which taxpayers would incur in 
complying with their tax and legal obligations, and we do not 
expect changes in interest rates to be any more frequent than they 
are now. The financial impact on taxpayers and HMRC depends 
on the interest charged and paid, and the divergence of rates.

£ Negligible Total Cost (PV) £ NegligibleC
O

ST
S

Other key non-monetised costs by ‘main affected groups’  There may be some cost to the 
taxpayer in becoming familiar with a new regime, but this is expected to be negligible and will be 
offset by a more simplified and streamlined process for the calculation and application of interest. 
This should improve cost effectiveness and provide saving in resource time.

ANNUAL BENEFITS

One-off Yrs
£ Nil

Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ As above, the financial impact on individual 
taxpayers and HMRC would depend on the levels of interest 
charged and paid. Greater harmonisation of the interest charging 
and paying rules could bring administrative benefits for taxpayers, 
their advisers and HMRC. These benefits cannot be quantified 
precisely, but are likely to be small but worthwhile.

£ Negligible Total Benefit (PV) £ NegligibleB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ The simplification of the interest 
regime will provide taxpayers/others with a fairer system which is more comprehensible and 
manageable, and will enable them to spend less time understanding how it works.

Key Assumptions/Sensitivities/Risks Although the compliance costs are likely to be minimal, taxpayers 
will see changes in the actual interest rate they pay. 

Price Base
Year2009

Time Period
Years p.a.

Net Benefit Range (NPV)
£ Negligible change

NET BENEFIT (NPV Best estimate)
£ Negligible change

What is the geographic coverage of the policy/option? United Kingdom
On what date will the policy be implemented? N/K
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ Negligible change
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ N/A
What is the value of changes in greenhouse gas emissions? £ N/A
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro Small Medium Large

Are any of these organisations exempt? No No N/A N/A

Impact on Admin Burdens Baseline (2005 Prices)
(Increase - Decrease)

Increase of £Nil Decrease of £ Negligible Net Impact Negligible decrease
I

Key: Annual costs and benefits: 
Constant Prices

(Net) Present 
Value
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Summary: Analysis & Evidence
Policy Option: 3 Description:  Legislative change for late filing and late payment

penalties and charging and paying interest, both applied consistently 
and automated across the four main taxes.

ANNUAL COSTS

One-off (Transition) Yrs
£ c. 93 million 10

Average Annual Cost
(excluding one-off)

Description and scale of key monetised costs by ‘main
affected groups’ HMRC: one-off costs (£84m) for investment in IT
systems and up to £150k training costs associated with the interim 
PAYE reforms. Operating costs: of about £22m per year once all 
reforms are bedded in. Taxpayers: one off familiarisation costs of 
£4m for the new P35 form, and £4.7m for the new rules. Ongoing
costs of £14m (£3.5m for appeals and £10.5m for the P35).

£ c. 36 Million p.a. Total Cost (PV) £ 169 MillionC
O

ST
S

Other key non-monetised costs by ‘main affected groups’ These forecasts are subject to refinement 
as detailed work  on IT implementation planning progresses and timing will depend on the 
competing demands for HMRC resources.  A risk based approach for PAYE is proposed initially.

ANNUAL BENEFITS

One-off Yrs
£ Nil

Average Annual Benefit
(excluding one-off)

Description and scale of key monetised benefits by ‘main 
affected groups’ Aligned rules, facilitating clearer messages about 
obligations and the consequence of not meeting them; a more 
targeted approach to late payment; harmonising interest across all
taxes discourages taxpayer arbitrage/prioritisation in paying, and 
offers fairer recompense between those who do and don’t pay. 
Most of these benefits cannot be quantified, but HMRC will see 
operating savings of nearly £5m from better compliance.

£ c. 5 Million p.a. Total Benefit (PV) £  Not quantifiableB
EN

EF
IT

S

Other key non-monetised benefits by ‘main affected groups’ A fairer regime will benefit all 
taxpayers, in terms of recompense to the Exchequer from those who default on their obligations. 
The intended affect of the penalties and interest on taxpayer compliance will encourage taxpayers 
to pay on time for all taxes, to provide a level playing field and no benefit for late payment.

Key Assumptions/Sensitivities/Risks All costs and benefits have been evaluated over 10 years but 
implementation will be staged so they will arise in different years.  A series of very cautious 
assumptions have been made about the likely behavioural changes for each tax to arrive at broad 
estimates of both operational costs and likely financial implications for the Exchequer. 

Price Base
Year2009

Time Period
Years 10

Net Benefit Range (NPV)
£ Not quantifiable

NET BENEFIT (NPV Best estimate)
£ Not quantifiable

What is the geographic coverage of the policy/option? United Kingdom 
On what date will the policy be implemented? By 2018/19
Which organisation(s) will enforce the policy? HMRC
What is the total annual cost of enforcement for these organisations? £ NA
Does enforcement comply with Hampton principles? Yes
Will implementation go beyond minimum EU requirements? No
What is the value of the proposed offsetting measure per year? £ NA
What is the value of changes in greenhouse gas emissions? £ NA
Will the proposal have a significant impact on competition? No
Annual cost (£-£) per organisation
(excluding one-off)

Micro
Low

Small
Low

Medium
Low

Large
Low

Are any of these organisations exempt? No No No No

Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)
Increase of £6 million Decrease of £ Nil Net Impact c. £6 million increase

I
Key: Annual costs and benefits: Constant Prices (Net) Present Value

275



Evidence Base (for summary sheets)

1. Introduction

1.1 Following the creation of HM Revenue and Customs (HMRC) from the merger of the Inland 
Revenue and HM Customs and Excise, HMRC has been taking forward consultation on a 
programme of legislative changes to provide a modern and effective framework of law and 
practice for the new Department. The changes resulting from this work will help HMRC deliver 
the O’Donnell Review aims of better customer service, greater effectiveness and improved 
efficiency.

1.2 During this strand of the modernisation programme, HMRC engaged in a consultation process 
with external stakeholders and taxpayers, seeking their views on:

• greater alignment of the interest charging and paying rules to bring benefits to taxpayers, 
their advisers and HMRC; and 

• on deterrents and the associated safeguards considering the circumstances in which 
taxpayers should become liable to civil penalties when they do not meet their obligations 
to submit returns and pay tax on time.

1.3 The aims of the policies behind this package were to a) establish a more effective interest regime 
based on the principles of recompense, fairness and simplicity, and, b) modernise and align the 
penalty and safeguard structures to make them both fairer and easier to understand and more 
effective. All taxes1 and duties administered by HMRC are in scope for these reviews, with the 
exception of tax credits, child benefit and customs duties.

1.4 The consultations ran between June 2008 and February 2009. HMRC published the first two of 
its consultation documents on the 19 June 2008:

• ‘Interest – Working Towards a Harmonised Regime’ and
• ‘Meeting the obligations to file returns and pay tax on time’

1.5 Further consultation documents were published by HMRC on 24th November 2008 to provide the 
details of the preferred approaches as a result of the ongoing/previous consultations. These 
documents were supported by impact assessments and draft legislation detailing the new 
proposals. Their titles were:

• ‘Interest – Working Towards a Harmonised Regime’ : Summary of Responses and 
Proposals, and

• ‘Meeting the obligations to file returns and pay tax on time: Consultation Responses and 
Refined Models’

1.6 These proposals have evolved through the consultation period with the scrutiny by external 
stakeholders of evidence and analysis published by HMRC. The final interest and penalty 
regimes reflect input from a wide range of evidence and sources including through external 
consultation, interrogation of internal HMRC systems and independent qualitative research. The 
final policies will be legislated after the Budget, then implemented over a period of at least 4 to 5 
years as IT systems and business processes for each tax are modernised.

1.7 Separate impact assessments (IA’s) were prepared to document the progress of the 
consultations. The impacts of the two streams of work are very closely linked, especially in the 
work relating to in year PAYE and development and costing for changes required to the IT 

1 With the exception of Customs duties  “taxes” should be taken in this document to include all the taxes, duties and national 
insurance contributions for which HMRC is responsible.  Taxpayer should be taken to include anyone paying such taxes as 
well as those paying tax on behalf of another person.
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systems. Therefore, for the final/implementation stage, a joint IA for interest and penalties has 
been prepared to better reflect the policy and operational environment.

1.8 The IA contains a number of sections which cover current structures and the processes followed 
to gather the evidence to develop the preferred option and the final structures of the new regimes 
for penalties and interest. These sections are as follows:

• Section 1 introduction
• Section 2 existing penalty and interest structures 
• Section 3 policy options considered and the reasoning behind why the preferred option 

was taken forward 
• Section 4 provides a detailed account of the policy development process 
• Section 5 explains about the independent qualative research that was undertaken
• Section 6 considers implementation
• Section 7 covers the costs and benefits associated with the new regimes

2. Existing Penalty and Interest structures

2.1 There are currently differences in the way that penalties and interest are applied across the 
various taxes and duties that HM Revenue and Customs administers and this can be complicated 
for taxpayers, their advisers and HMRC. While few if any taxpayers deal with HMRC over the 
whole range of tax regimes and duties, many do for at least two or three taxes and the penalty 
and interest regimes may vary considerably. 

2.2 Some of these variances arise from the different structure of the tax regimes, such as the 
frequency of filing obligations, and many are simply due to the way tax legislation has evolved 
over the years particularly between the two separate former Departments.

2.3 The current rules on interest have evolved over time with additions and adaptations applied as 
each major tax has been reviewed or each new tax or duty has been introduced.  As such there 
are a number of different rules applying for interest across the taxes which when taken together 
are complex, inconsistent, and difficult for taxpayers to understand.

Current structure for charging and paying interest

2.4 For some taxes, interest is charged as soon as payment is late; for others it is only charged 
where underdeclarations are assessed, and for some liabilities there is no late payment interest 
charged at all.  In addition, where repayment interest currently applies it may be called a 
supplement, credit interest or statutory interest, and it applies at a number of different rates 
depending on the tax to which it relates. 

2.5 This variation in applying and calculating interest, coupled with the differences in language, adds 
unnecessary complexity which is at odds with an effective modernised tax system. Many
business taxpayers have VAT, Income Tax or Corporation Tax and PAYE bills to pay and each 
with different rules. The different rules, when considered together across taxes, fail the desired 
principles for a harmonised regime in a number of ways. This is because interest: 

• is not always charged
• is not paid consistently
• where charged, is not always imposed automatically
• from the date which interest runs is not set consistently
• is calculated by reference to different formulae
• is charged at different rates for different taxes
• rates change irregularly and unpredictably
• may be charged and paid at the same rate or at different rates
• is not always tax deductible
• uses inconsistent language between taxes
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Current penalty structures for late filing and late payment

2.6 Some of the penalty structures are not as effective as they might be and others can sometimes 
produce disproportionate results. The available research suggests taxpayers find it difficult to 
understand the consequences of not meeting their obligations and the differing approaches 
provided in the legislation to address failures to file or pay on time only adds to this confusion.

2.7 Most tax regimes have separate sanctions for late filing and late payment although some wrap 
the penalty for late payment and late filing into one sanction (e.g. the VAT default surcharge). 
Typical sanctions for late returns or late payments can include:

• fixed penalties (for example a fixed sum of £100);

• penalties related to the amount of tax unpaid (for example a penalty of 5% of the amount 
of tax paid late);

• penalty interest (for example 10% points above the normal interest rate).

3. Policy Options for Interest & Penalties

3.1 The underlying policy aims presented during the consultation process were to harmonise, align 
(where sensible) and modernise the interest regime, penalty structures and safeguards based on 
the following design principles. The policy development process is explained in detail in Section 4 
and it was this process that helped form the preferred option from those options that were 
considered by HMRC. 

3.2 Respondents were supportive of a structure that met all of the policy aims and option 3 was 
therefore developed as the preferred option.

3.3 The policy options which have been considered are as follows:

Option one - Preserve the status quo 

3.4 Taking this option would mean that HMRC continues using different structures for interest and 
penalties for different taxes for late filing and late payment. Retaining these structures could be 
complicated for taxpayers, their advisers and HMRC.

3.5 Under the existing interest regime there are currently thirteen statutory formulae in use 
generating a number of different interest rates charged on late payments and applied to 
overpayments of tax – the current rates can be found on HMRC’s Internet. These different rates 
combined with the fact that interest is not consistently charged and paid across taxes adds 
complexity. This complexity has extra cost and resource implications for taxpayers, their advisers, 
and for HMRC as it does not enable taxpayers to identify easily the consequences of paying late. 

3.6 The penalty structures inherited from the former Departments would remain unaligned continuing 
the confusion for taxpayers and their agents and resulting in a missed opportunity to reduce 
administrative costs for both the taxpayer and HMRC and to increase the proportion of taxpayers 
filing and paying on time.  Some existing penalty structures are ineffective and some can result in 
disproportionate impacts on the taxpayer.

Option two - An interim measure for interest only to align rates for charging and paying interest 
for those taxes and duties where HMRC are currently charging and paying interest

3.7 Option 2 was an interim option for interest but there was no corresponding option for penalties –
this was because it was intended to move from the existing penalty regimes to one that would 
legislate to modernise and align penalty structures and safeguards.

3.8 This option would simplify the existing regime for charging and paying interest for those taxes 
where it already exists by aligning the rates charged and paid but not change the timings. For 
those taxes the revised interest regime would be based on the principles of recompense, fairness 
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and simplicity, with one common rate of interest for late payment and another for all 
overpayments, although not necessarily the same rate.

3.9 There should be benefits for taxpayers through easier understanding of the basis on which
interest is charged and paid out on those taxes and duties where it currently applies. However 
significant IT changes would not be expected which would mean lower IT costs for HMRC 
compared to option three.

Option three - To charge and pay interest  consistently and automatically on all taxes duties and 
to legislate to modernise and align (where sensible) penalty structures and safeguards -
preferred option

3.10 This option has emerged as the preferred option following feedback from respondents to 
proposals contained in the June and November consultation documents for interest and penalties. 

3.11 This option follows the same principles for interest outlined at option 2 and builds on the changes 
suggested there. Under this option the interest regime would be extended to include all other 
taxes and duties where no interest is currently charged or paid [i.e. in-year PAYE and VAT where 
HMRC is in receipt of a return], as well as aligning the underlying rules for interest. This would 
ensure that interest would be applied consistently to all late payments and repayments of tax. 
The interest charged and paid would be:

• based on the Bank of England Base Rate;

• changed shortly after base rate changes;

• with a differential between the amount charged and paid.

3.12 The final interest regime would be one that creates fairness between taxpayers who had paid on 
time and those who had not paid on time. Those taxpayers who had paid on time would therefore 
do so in the knowledge that the system was fair, as those who did not pay on time would be 
charged interest. 

3.13 For penalties a number of different penalty structures were considered in consultation with 
stakeholders and a number of preferred models emerged. The key elements of the new penalty 
structure are:

• separate penalty regimes for late filing and late payment;

• penalties separated from interest;

• tax geared penalties to tackle prolonged failure;

• the lowest rates possible that will influence behaviour (and taking into account interest on 
late payment).

3.14 In taking this option forward as the preferred option HMRC considers that it is the option that is 
most likely to achieve the policy aims and objectives. 

3.15 This option requires significant investment in IT and business process change which will take 
time to deliver. In light of this, this option would be implemented in a phased way over several 
years.

3.16 The method of implementing proposals for employer’s in-year PAYE has been modified, at least 
initially. It is now proposed to apply the interest and penalties to employers initially on a risk 
based basis, targeted at the worst offenders and building on current debt management activities.
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4. Policy Development Process

Background

4.1 The consultation documents which considered new regimes for interest and penalties were 
published along side one another and the consultation processes ran concurrently. And although 
the different roles of interest and penalties are apparent, the clear links between the consultations 
were recognised by stakeholders. 

4.2 The evidence came from a detailed analysis of current penalty and interest regimes, 
consideration of design principles, literature review and qualitative research and ideas were then 
tested in consultation. The consultation process was extensive and views were sought from a 
broad cross section of external stakeholders that covered all taxes. This information was 
complemented with information gathered by HMRC from its analysts and interrogation of its IT 
systems.

4.3 The June consultation provided a broad understanding on a number of key principles that would 
underpin how any future interest and penalty regimes were to be structured. HMRC received 26 
written responses to the consultation documents and conducted 16 one to one discussions and 
two workshops involving taxpayers, representative bodies and tax professionals. 

4.4 These responses and findings from a focus group and the Ipsos MORI research were 
summarised in consultation documents published in November 2008, and these documents took 
forward final proposals for respondents to consider.

4.5 HMRC received some 45 responses to the November consultations and 18 meetings were held 
with representative bodies. The proposals put forward in the November consultations were 
broadly supported by stakeholders and subject to technical refinements represent the final 
penalty and interest proposals taken forward.

4.6 During the consultation process a number of diagrams were produced to illustrate how the new 
penalty regime for various taxes were developed for late payment and late filing and how they 
would impact and interact as appropriate with interest. Interim diagrams were produced in 
previous IA’s and the final diagrams have been reproduced as Annexes in this document. 

4.7 In the remainder of this section there is a more detailed explanation about the consultation 
process and how the feedback influenced and helped develop the new interest and penalty 
regimes. There is also more direct reference to specific areas of work such as in year PAYE, 
Quarterly Instalment Payments (QIPs), which are specifically mentioned in the consultation 
documents and where feedback was requested from respondents about how interest and 
penalties should be taken forward in a new regime. 

The consultation process

Interest: June consultation

4.8 The June consultation document contained a number of proposals and views were sought from 
respondents about the structure of a new interest regime. It included discussion points about the 
way interest is presently charged, how the rates are calculated (including debate about the 
‘rounding’ process), and the differentials between late payment rates and overpayment rates and 
highlighted particular issues for PAYE and VAT. HMRC engaged with taxpayers and 
representatives to find solutions that would achieve the best balance of the design principles.

4.9 The document looked at how the principles of recompense, fairness and simplicity could be 
reflected in the rates themselves. It acknowledged that, in setting the rate or rates for a revised 
harmonised interest regime careful consideration of the existing Quarterly Instalment Payments 
(QIPs) position and the dynamics behind that position needed to be carefully considered with the 
possibility of separate rates for QIPs alongside the revised harmonised rates of interest for other 
taxes and duties.
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Interest: outcomes of the June Consultation

4.10 Respondents broadly indicated that:

• harmonisation across all taxes was welcomed – with the exception of QIPs;

• the majority recommend basing the interest rate on the Bank of England base rate;

• changes to the rates should track the changes to the Bank of England base rate;

• there should be a differential in the rate of interest charged for late payment and 
repayment but the range of the differential should be kept to a minimum;

• interest should be charged and paid on in-year PAYE by extending the End of Year return 
(P35) to include details of in-year monthly payments due for comparison with HMRC’s 
record of amounts paid to determine late payment and overpayment;

• interest should be charged and paid on VAT and duties when a return is received.

Interest: November consultation

4.11 Feedback from the June consultation was fed into the November consultation document and 
respondents were then asked to feed back on a number of proposals designed to help HMRC 
develop a new regime. The key proposals where responses were requested were about whether:

• a single rate should paid by HMRC on ‘overpayments’ across all taxes, duties, and 
penalties, other than QIPs;

• a single rate should charged by HMRC across all taxes, duties, and penalties etc that a 
taxpayer pays late to HMRC, other than QIPs;

• companies paying under the QIPs regime to have different rates;

• interest should to be paid and charged as simple interest;

• a set of aligned rules, including for QIPS, with rates that are calculated by reference to the 
Bank of England base rate, and track any changes in that rate.

Interest: outcomes of the November consultation

4.12 Responses are summarised in a response document published at Budget 2009.

4.13 Respondents were pleased to be able to contribute their views and the following is a summary of 
their responses:

• there was general satisfaction with the proposal to use simple interest for both paying and 
charging interest, though a small number felt that compound interest would better reflect 
the commercial world;

• almost all respondents who expressed a view stated that using the Bank of England base 
rate as the starting point for calculating interest rates is the best solution. There was less 
agreement concerning the frequency of changes to HMRC rates, with suggestions varying 
from immediately following changes to base rate to a set date each quarter;

• there was also some divergence over the proposal for differential rates for paying and 
charging interest, with some saying it is standard commercial practice and others that 
HMRC is not a commercial lending organisation and seeing unfairness in differentials;

• there was very strong support for in-year PAYE to be brought into the interest regime. 
However, many felt that doing this via a modified P35 would be over-burdensome on 
employers. There was some opposition to the idea that interest incurred on monthly 
payments should be charged at the end of the year;
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• all but one respondent supported the retention of the special rules for Corporation Tax 
(CT) QIPs;

• there was general agreement that the current rules on carry back losses in CT should be 
maintained, though a handful of respondents wanted this to be extended to Income Tax 
Self Assessment (ITSA) on grounds of fairness;

• there was overwhelming agreement that the proposals meet the objectives of
recompense, fairness and simplicity.

Other interest related matters

Quarterly Instalment Payments (QIPs)

4.14 The Quarterly Instalment Payments (QIPs) regime is for large payers of Corporation Tax, and the 
current rates of interest for QIPs differ from those which apply to other taxes, and to Corporation 
Tax paid by other companies. Historically this difference reflects, in part, the ability of large
companies to obtain more attractive rates of interest on the open market, and the fact that 
companies have to estimate tax liabilities (before the relevant return is made) which may 
increase the likelihood of over or underpayments. 

4.15 The June consultation document acknowledged the dynamics behind the current QIPs regime, 
and in setting the rates for the new interest regime acknowledged that careful consideration 
would have to be given to take account of these special circumstances when proposals for 
setting the rates for the new interest regime suggested one set of rates for charging interest and 
another for paying interest.

4.16 QIPs were subject to discussion and feedback during both consultations and there was a strong 
steer from respondents to maintain the status quo for QIPs and it was decided therefore that 
there would not be a move away from the present way that QIPs are administered. Respondents 
were asked to endorse this view as part of the November consultation and the rationale for this is 
covered in chapter 3 of that document under the heading ‘Special circumstances’. Following an 
analysis of responses received from respondents it was concluded that the current QIPs regime 
would remain broadly unchanged. 

VAT & duties 

4.17 The June consultation document explained how the interest regime operates for VAT and duties. 
The current regime is not automatic neither is there a consistent approach in the way interest is 
charged and paid. It was proposed during that consultation to change to a system which would 
enable HMRC to charge and pay automatic interest on VAT and duties in all instances where a 
return was received and tax was paid late and where there is an overpayment shown on the 
return. This proposal was not opposed by the respondents, and it was concluded by HMRC that 
interest should be charged and paid on VAT and duties when a return is received. 

Penalties: June consultation

4.18 The June consultation document considered the effectiveness of the existing responses to late 
filing and payment and went on to consider a possible structured approach to late filing and 
payment. It also considered how this approach could be adapted for frequent obligations such 
as VAT and PAYE. 

Penalties: outcomes of the June consultation

4.19 Most respondents broadly supported the aim to align penalty structures across the taxes and 
appreciated the approach adopted by HMRC. Some key themes from the responses are as 
follows:

• most respondents commented on the need for HMRC to simplify filing and payment
obligations where possible, to take more steps to make it easier for people to comply with 
those obligations and to provide good support for those who had difficulties;
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• following on from this, respondents were clear that whilst penalties were necessary to 
reinforce the obligations, they were not the full picture and use of HMRC resources should 
reflect this;

• some respondents thought HMRC should explore the use of incentives as a means of 
encouraging taxpayers to file and pay on time;

• many respondents said that whilst penalties were appropriate for late filing, they were less 
sure this was the case for late payment;

• however most accepted that very late payers and repeatedly late payers should be 
treated differently either by receiving penalties or closer scrutiny from HMRC.

Penalties: November consultation

4.20 The proposals from the June consultation were fed into the November consultation document 
which considered further how a structured approach for a new penalty regime, based on the 
design principles, might operate. The consultation document: 

•   looked at further research that has been carried out over the summer both internally and 
via external researchers into taxpayer behaviour and reaction to debt.  This helps to 
build the evidence base for the reform of penalties;

• outlined what the June 2008 consultation covered and summarised how people 
responded to that consultation.  It also discussed some of the outcomes from 
stakeholder workshops held over the summer;

• looked at a proposed way forward based on the research and responses HMRC has 
received to the June consultation.  It made the case for charging penalties for late filing 
and late payment and highlights the importance of robust safeguards;

•   sought views on a number of penalty models for both annual and one-off taxes and 
those where the obligation to file or pay is more frequent; and

• looked at the extra challenges of encouraging taxpayer to pay their in-year PAYE on 
time and presented a model that should overcome these difficulties.

Penalties: Outcomes of the November consultation

4.21 The responses were summarised in a response document published at Budget 2009. Key 
messages included:

• praise for HMRC’s honest and open approach to consultation and that HMRC is 
listening to stakeholders’ views;

• general agreement with HMRC's approach to tackle late filing of returns and late 
payment;

• strong support for the proposed safeguards and unanimous support for suspension of 
penalties whilst in time to pay arrangements;

• broad support for the penalty models developed;

• request for HMRC to reconsider whether it needs to require all employers to submit an 
extended P35; and

• helpful suggestions of refinements to the models.

In year PAYE: Interest & Penalties

4.22 All consultations explored in depth the challenge of improving in-year PAYE payments by 
employers.
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4.23 Presently, interest is only charged on PAYE after the end of the year on any amounts outstanding 
for that year. Employers are required to make payments of PAYE ‘in-year’ but where these are 
late interest are not currently charged. Views were requested during the consultation about how
interest might be charged on in-year late payments under the PAYE system. Likewise since there 
are currently no penalties for late payment of in-year PAYE views were also sought about the 
introduction of a penalty regime. 

4.24 HMRC put forward three options for amendments to the PAYE process in the June consultation 
documents to address late payment of in-year PAYE: monthly statements, monthly estimates or 
extending the large employers’ surcharge. Many respondents expressed disquiet about all three. 
However a fourth and more suitable option, suggested early in the consultation, was considered 
and developed during the November consultation. This fourth option was suggested in a 
significant number of written responses.

4.25 This option required the employer to provide a schedule of monthly in-year PAYE payment 
details in additional boxes to be included on the End of Year P35 return. After the year end, 
HMRC would reconcile the payments actually received in year with the amounts declared as due 
to be remitted. The monthly figures would be an aggregate for each month, not split into PAYE, 
NIC, Student loans, Statutory Payments or CIS payments nor by employee. 

4.26 Reconciliation of an expanded end of year return with the in-year payment record would identify 
any discrepancies e.g. month 4 payments received 3 weeks late.  Interest would then be charged 
(or paid) together with late payment penalties, if appropriate. The focus of this reconciliation 
would be on whether payments had been made on time. If HMRC considered an employer was 
manipulating these entries on the return they could be subject to audit.

4.27 As a consequence of requiring employers to report amounts due to be paid, albeit after the year 
end, together with the knowledge that interest and possibly penalties will be applied, will deter 
people from paying their PAYE late and achieve better compliance. Where there are genuine 
difficulties meeting liabilities, it will encourage people to come forward to HMRC to seek a time to 
pay arrangement, knowing that late payment penalties will be suspended if they do. 

4.28 The November consultation documents took these proposals forward. Views were sought on the 
interest proposals for charging interest on late payments of in-year PAYE based on an extended 
P35 and the potential for a deminimis limit. For penalties HMRC asked for responses to 
questions about the design principles and evidence of administrative burdens about penalties 
linked to late payment of in year PAYE. The responses received on this issue indicated:

• agreement for the need to take steps to address late payment by employers of in-year
PAYE;

• overall support for the proposals but a significant number of respondents including small 
business and payroll professional representatives, expressed concerns about additional 
administration burdens;

• concern that the proposals would unfairly impact on smaller employers, especially those 
that administer their own payroll, who did not have sophisticated systems to automatically 
populate the expanded P35 with the additional information. The impact would also be felt 
by those struggling with cash flow particularly in the current climate;

• an additional burden on employers who, due to increased risks for errors on the return, 
may need to spend time identifying and rectifying the error as well the time needed 
appealing against a penalty; and 

• a suggestion that in year PAYE could be checked through Employer Compliance visits
and by analysing monthly variations in PAYE payments (Debt Management activity).

5. Independent qualitative research 

5.1 Ipsos MORI was commissioned by HMRC in 2008 to undertake research with customers that had 
been in tax debt during the past two years. The aim of the project was to develop a better 
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understanding of late paying customers and the effect of different interest, penalty and support 
regimes.

5.2 Fifty-two in-depth interviews were conducted between July and August 2008 with individuals or 
businesses (of varying sizes) that, based on HMRC records, had a tax debt in the recent past. 
The research was carried out only with tax debtors and the findings do not apply to taxpayers 
who pay on time. Five agents were also interviewed to understand their viewpoint on the issues 
and proposed changes. 

Main Findings 

• Paying tax was perceived to be less important than making other payments.

• Participants recognised that interest and penalties for non payment is necessary in order 
to ensure that all taxpayers are treated fairly.

• The research also found that charges for non payment should be proportional to the debt 
accrued.

• Participants felt that sanctions should be clear, transparent and based on correct 
information.

• Participants appreciated being forewarned about any action to be taken against them with 
respect to unpaid taxes.

5.3 As a result of this research HMRC modified its proposals to remove any fixed penalties for late 
payment, which were seen as being counterproductive and disproportionate. Proposals to 
suspend penalties when the tax is subject to a time to pay arrangements have also been 
included. HMRC also recognised the importance of alerting taxpayers to impending interest or 
penalties.

Focus groups

5.4 In addition to the work by Ipsos MORI and as part of HMRC’s efforts to better understand its 
customers, two focus groups were held to discuss some of the proposals being worked on in 
relation to debt, penalties and interest. One was with individual non-business customers and the 
other with business customers, from a mix of ages (including pensioners), gender and ethnicity. 
Some had suffered from debt problems in the past, whilst others had never been in debt. Whilst 
this is not empirical research, it has provided valuable insights.

6. Implementation

6.1 HMRC engaged with its IT partners to complete a short but intense study to identify order of 
magnitude IT and business change costs of delivering the proposed models and interest. This 
concentrated on the four main taxes (PAYE, ITSA, VAT, and CT) and included identifying 
potential solutions, feasibility and sequencing decisions. The study covered estimated operating 
costs and considered both tactical and strategic IT solutions. The costs at this stage are 
indicative and will be subject to commercial challenge and identifying refined requirements. 

6.2 The study identified that for three taxes changes could be made to current systems and for one 
(PAYE) would require replacing the current system for processing employer payments and 
creating a new platform. This would be a stepping stone to a more strategic IT system for HMRC, 
which could in future be used for other taxes. Creating common outputs from customers is an 
integral part of the proposed solution. This has the benefit of generic reminder and penalty letters 
being pursued from a centralised point in the Department. The study is based on a number of 
cautious assumptions drawn out at in depth workshops with relevant specialists for each tax 
about likely changes in taxpayer behaviour, operational impacts, and levels of appeals arising 
from increased activity to address prolonged and repeated delay.

6.3 The preferred option, to align and harmonise the penalty and interest regimes will require 
significant IT investment and business process change. There will be some significant costs 
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associated with those changes.  For this reason, it is likely that the new penalties and interest 
regimes will be implemented in phases over a number of years.

A risk based approach for employers’ in year PAYE

6.4 This is particularly the case for in-year PAYE where a fully automated introduction of the penalty 
and interest structures would require a new IT system which may take several years and be 
expensive to implement.  In recognition of this and of concerns raised about the administrative 
burden of an expanded P35 required for this option, the intention is now to apply interest and 
penalties to late paid employers’ PAYE on a risk basis, targeting the worst offenders, building on 
existing debt management activities. Furthermore, risk assessment will be carried out to identify 
those who appear to be seeking an unfair advantage by underpaying in the early part of the year 
and take steps to apply interest and penalties to these employers as well. It is envisaged that this 
targeted approach would result in an increase in on time payment as employers are made aware 
of the new potential consequences of late payment. Whilst implemented in this way, employers 
would not be required to submit the extended information on their P35 returns (monthly 
breakdowns of payment due to be made to HMRC) until the necessary IT support is introduced 
which is not envisaged before 2018/19.

7. Costs and benefits

7.1 These reforms are designed to simplify and harmonise the treatment of late filing and late 
payment across all tax regimes2.  As such, the impact on the vast majority of taxpayers who file 
and pay on time will be negligible. Only those who do not file or pay on time will be significantly 
affected.

7.2 Maintaining the status quo (option 1) involves no change in costs or benefits, and provides the 
baseline for comparison with the other two options.  Option 2 provides quick, but reduced 
benefits at a reduced cost, and option 3 (which includes option 2) maximises the benefits but 
over a longer time frame and at increased cost.  Option 3 is the preferred long-term option.

7.3 The reformed system will be fairer to all taxpayers, and more effective in encouraging people to 
pay the right amount of tax at the right time. There will be additional benefits in the level of 
support offered to those having difficulty meeting their obligations, most notably removing late 
payment penalties where someone agrees a time to pay arrangement with HMRC. 

7.4 In the short term, taxpayers will need to familiarise themselves with the new rules that are being 
introduced, while HMRC will incur costs in modifying its IT systems, revising its forms etc and 
staff training.  Financially, those who file or pay late may see changes in the interest rates or 
penalties applied.

7.5 The administrative impacts are detailed below for each option. The financial impacts are covered 
subsequently.

Administrative Costs

Option 2:  Aligning interest rates where HMRC already charge and pay interest

7.6 This option affects only those tax regimes where interest is currently applied (the main ones 
being Income Tax, Corporation Tax and National Insurance Contributions). In each case, rates 
may rise or fall from their current level, but the end result will be a simpler and fairer system with 
uniform rates across all the affected regimes.

7.7       Rate changes already occur naturally (broadly in line with changes in Bank of England base rates) 
and do not impose any significant administrative costs on taxpayers. The new rates may cause 
more or less interest to be charged (or paid out) to taxpayers, but harmonisation will be 

2  The two exceptions are the Quarterly Instalment Payment (QIPs) Scheme and Tax Credits. Both will remain 
unaffected by these proposals (except in cases of fraud). 
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implemented in the same way as existing rate changes and will have minimal impact on 
administration.

7.8 There will be a small benefit in terms of simplicity: any taxpayer currently subject to multiple rates 
will avoid that complication in future.  HMRC will see a similar benefit in processing costs.  These 
benefits are worthwhile and may reduce the potential for error, but they cannot be quantified
precisely.

Option 3:  Modernising interest rates and penalties across all tax regimes

7.9 This preferred option involves a phased implementation, allowing the timing of each element to 
be varied in line with the circumstances in each tax area. This approach avoids the prospect of 
large-scale change in any one year, allows the capital investment costs to be spread out, and 
minimises risk.

7.10 For the purposes of this Impact Assessment, we have assumed the following implementation 
schedule (which may be subject to change as a result of funding and other operational 
considerations):

Regime Reforms take effect

PAYE (interim reforms) 2010-11
Income Tax Self-
Assessment

2011-12

VAT 2013-14
Corporation Tax 2015-16
PAYE (longer term
reforms)

2018-19

Typically, HMRC will incur systems development costs up to 2 years in advance of 
implementation.

7.11 We have also assumed that implementation of interest and penalty reforms for the other taxes 
and duties administered by HMRC would take place in parallel with the above schedule for the 
main taxes as and when operationally and financially feasible. For some of these taxes, notably 
Excise duties, further IT investment would be required although this has not yet been costed. 

One-off set-up and familiarisation cost

7.12 Taxpayers will need to familiarise themselves with the new rules. With one exception, those who 
file and pay on time will not be materially affected and the familiarisation cost to them will be 
negligible. The exception is in the PAYE regime, where for an automated process, employers will 
need to adapt to a modified P35 return from 2018-19 onwards. In the main, however, it is only 
those that do not file or pay on time that will be directly affected by these reforms.  We estimate 
the following number of taxpayers to come under this heading for the main taxes to be:

Income tax self assessment 1.65 million
VAT 0.45 million
Corporation tax self-assessment 0.60 million
PAYE 0.90 million

7.13 Some taxpayers may fall under more than one regime, so the actual number affected will be 
lower than the 3.6 million total implied.

7.14 Taxpayers, accountants and advisers will also need to familiarise themselves with the new rules, 
although the fact that all regimes will now be treated in the same way will reduce familiarisation 
costs considerably.
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7.15 Those who receive penalties or interest charges/payments will need to understand the new rules. 
The new structure for income tax is similar to the old and familiarisation costs are likely to be
negligible. For Corporation Tax and VAT, the cost will be small (the changes are relatively small).
For in-year PAYE, the changes are more significant and will require more familiarisation time. It is 
difficult to put precise numbers on the costs, because many taxpayers will rely on their 
accountants to be aware of the new rules. Equally it is difficult to predict the number of taxpayers 
who will file or pay late. Nevertheless, HMRC expects around 5 minutes would be sufficient for 
most CT and VAT taxpayers, with 15 minutes for PAYE. This cost will be incurred once only and 
totals around £4.7 million across all those affected. Those who file and pay on time would not 
incur this cost.

7.16 Later from 2018/19 all employers (or their accountants or payroll agents) will need to familiarise 
themselves with the new rules for completion of the P35. The rules themselves are 
straightforward and it is unlikely that such time would be significant. A tentative estimate of £4m 
across all employers is included in the cost/benefit analysis (about 5-10 minutes each on 
average).

7.17 HMRC will need to upgrade and develop the necessary computer systems and internal 
processes in advance of implementation. The cost of this investment is significant in aggregate, 
but spread out over the staggered implementation period. HMRC has engaged with its IT 
Partners to identify the IT costs of delivering the proposed reforms, focusing on the four main 
taxes (PAYE, ITSA, VAT, and CT). Three of the current systems would be upgraded, and the
system for processing employers’ PAYE payments would need to be replaced.  This last step 
would be a useful step towards an improved IT strategic solution for HMRC. The total one-off
costs for HMRC are forecast at £84m (before any Net Present Value adjustment). This forecast is 
subject to further refinement as detailed work on IT implementation planning progresses. The 
precise detail of implementation and its timing will depend on the competing demands for HMRC 
resources. The figures include the eventual automation for PAYE although a risk based 
approach for PAYE is proposed initially.

7.18 The interim PAYE proposals will involve HMRC staff being deployed on compliance activity, 
essentially contacting and advising taxpayers and helping them comply with any debt obligations.
This activity will cease when full PAYE automation takes effect in 2018/19. Staff costs will be 
funded from within existing allocations, although HMRC will incur a one-off staff training cost of 
up to £150,000. Some additional costs may be incurred (IT improvements, media awareness 
campaigns etc.) although these remain unquantified at the present time. 

7.19 The impact on taxpayers of the interim PAYE reforms will depend on individual circumstances 
and cannot be quantified precisely in advance. The impact on those who pay on time will be 
negligible.  Those who do not will be given appropriate support and guidance to help minimise 
any non-compliance.

Ongoing administrative costs once the reforms have bedded in

7.20 The administrative costs for taxpayers associated with filing and payment will be affected by 
these reforms although the impact will be limited. There will be cost increases in some areas 
(primarily for employers), decreases in others and a further decrease resulting from more people
being encouraged to pay on time.  The benefits section explains the decreases in detail.

Costs of P35 completion

7.21 The main increase in administrative costs will be incurred by employers, as they complete the 
new monthly liability boxes on the P35 return for the automated solution from 2018/19. This will 
affect all employers and the cost will depend on the ease with which businesses can obtain and 
validate the necessary information. Consultation responses confirm that there may be 
considerable variability according to individual firms’ circumstances and decisions: for example 
some firms may choose to modify their existing record-keeping systems in order to facilitate P35 
completion.  Others may prefer to leave existing systems intact, and spend a little extra time on 
the P35 later. Finally, many firms may already have access to the necessary information and not 
experience any significant extra cost.
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7.22 Based on consultation responses, we believe the extra time could range from around 5-10
minutes (for those firms with simple schemes, and existing electronic access to monthly liability 
information) up to around 4 hours (for those with the most complex schemes). The latter would 
be exceptional, however, and our central estimate is an extra 10-20 minutes per employer per 
return, equivalent to a total burden of around £7-14m per annum. The central figure of £10.5m is 
quoted in the summary on page 3. Taxpayers might be able to reduce this time if they chose to 
make one-off modifications to existing record-keeping systems.

Cost of appeals

7.23 The new regime includes a number of safeguards to ensure fair and equitable treatment.
Taxpayers will have a right of appeal if they disagree with any interest payment or penalty.
Forecasting the number of appeals cannot be done precisely, and nor can the outcomes of those 
appeals, but HMRC fully accepts that where an appeal succeeds, there will have been an 
additional burden on compliant taxpayers in making and pursuing that appeal. It is not always 
possible to eliminate these costs because many correctly-issued penalties are issued because 
HMRC were unaware that a valid reasonable excuse existed.

7.24 For costing purposes we have assumed that these reforms will lead to an increase in the number 
of appeals made (because appealable penalties are being extended to regimes which do not 
currently have them).  It is possible that the simpler and fairer rules will reduce the need for 
appeals in some cases, but the overall net effect is likely to be an increase. We have assumed an 
extra 110,000 appeals being handled per year (around a 30% increase) with the majority of these 
(70,000) will occur in Corporation Tax, where we are introducing penalties for late payment for 
the first time.  The total administrative costs associated with these extra appeals is estimated to 
be around £3.5m for HMRC, and the same for taxpayers or their advisers.

Other costs to taxpayers

7.25 We do not envisage any other costs of significance. Changes to interest rates are unlikely to 
pose any additional costs over and above the current level (c.f. option 2 above).

Costs to HMRC

7.26 HMRC’s annual processing costs will also change. Some costs will fall (see the benefits section 
below) but costs associated with handling queries, appeals, and any associated communication, 
will rise. The annual cost, once all reforms have bedded in, is forecast at £22m (including the 
£3.5m for appeals mentioned above). This forecast is subject to further refinement as detailed 
work on IT implementation planning progresses. The precise detail of implementation and its 
timing will depend on the competing demands for HMRC resources. The figures include the 
eventual automation for PAYE although a risk based approach for PAYE is proposed initially.

Summary of Costs

7.27 The vast majority relate to HMRC (IT development etc.). The costs to taxpayers are limited to 
initial familiarisation with the new rules, and an additional cost to employers associated with the 
redesigned P35 return and costs related to appeals.

7.28 The total cost, expressed in net present value terms over 10 years, is £169m of which £136m will 
be borne by HMRC.

Administrative Benefits

Benefits to taxpayers

7.29 The new rules are designed to be simpler, fairer and more effective. These benefits are by nature 
qualitative, and difficult to quantify in numerical terms. The benefits have been monetised as far 
as possible, but this covers only a minority of the effects, and HMRC will monitor and gauge the 
full impact through post-implementation review.
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7.30 The main benefits for taxpayers and their agents are:

• improved simplicity– clearer and simpler rules, less confusion over which rules apply, 
greater certainty and fewer errors;

• improved fairness – similar taxpayers will be treated in the same way;

• improved recompense – proper recompense will be paid for early or late payments;

• compliant taxpayers will be reassured that non-compliance is addressed effectively;

• the new rules will be more responsive to changes in money market rates;

• improved support – the new rules encourage early dialogue, enabling those in difficulty to 
receive advice and support early; and

• improved safeguards – all taxpayers will have a right of appeals and single reasonable 
excuse provision. 

7.31 The main driver for reform, and the main benefit resulting from it, is the impact on compliance, 
encouraging and helping taxpayers file and pay on time. Aligned regimes across taxes will 
facilitate clear messages about filing and payment obligations and the consequences of not 
meeting them. For example, the fairer rules on proper recompense will encourage those who do 
not currently pay on time to do so. Those having difficulty will receive earlier and more focused 
support, again encouraging better compliance. Every taxpayer that responds in this way will see 
an immediate reduction in paperwork, penalties and costs.

7.32 The proportion of taxpayers filing on time is expected to rise, most significantly in those areas 
which do not have a full penalty regime at present. PAYE payment-on-time rates are expected to 
improve from 50% to over 75%, while PAYE filing and Corporation Tax Filing will both see 
improvements of around 3-4 percentage points.  Other taxpayers may modify their behaviour too. 
As the changes bed in is expected there will be further behavioural changes, particularly a 
reduction in very late payment and filing (subject to tax geared penalties).

7.33 Estimating the precise time saved by those taxpayers that modify their behaviour is very difficult, 
because it depends on the individual circumstances in each case. These benefits are therefore 
classed as unmonetised within this impact assessment. But they remain a significant impact, and 
one which will be felt by a large number of taxpayers.

Benefits to HMRC

7.34 The benefits for HMRC are similar to the above, namely a reduction in processing costs resulting 
from fewer taxpayers entering the late filing and/or late payment regimes. Some of this cannot be 
quantified, but we estimate a reduction in the number of determinations (i.e. cases of late filing 
where HMRC issues an estimated tax bill) for both ITSA and PAYE. The associated reductions in 
HMRC costs are around £4m and £0.7m respectively. The total of nearly £5m is equivalent to 
£28m in NPV terms over the 10-year evaluation period.

Financial effects

Option 2:  Interest rate harmonisation across regimes where interest is currently applied

7.35 The consultation on interest harmonisation has concentrated on developing the framework for an 
interest regime that met the three principles of recompense, fairness and simplicity. As noted 
above, the conclusion reached following that consultation was to keep the current set of rates for 
the QIPs regime and for the rest of the taxes to have one rate for interest charged on late 
payments and a further rate for interest paid on overpayments.

7.36 Given the current regime has 13 different rate formula inevitably moving to one set of rates will 
mean that many taxpayers will be subject to a different rate as a result of harmonising the rates. 
This means that those currently paying or receiving interest may see an increase or decrease in 
the rate applied to each tax and consequently there will be winners and losers. In determining 

290



what those rates should be, and the gap between them, consideration has been given to both 
where those rates currently sit and also how rates compare to those available commercially.

7.37 This analysis has shown that the difference between the average bank loan rate and the average 
(notice) deposit rate has over the past 10 years never fallen below 3.4 percentage points and the 
average differential over the period was 6.3 percentage points. Last year the differential between 
the interest rates charged and paid by HMRC on the main taxes ranged between 3.5 and 4.5 
percentage points. As noted above, those responding to the consultations suggested that the 
differential should be kept to a minimum. With reference to the above analysis a differential of 3.5 
percentage points would see HMRC differentials on the main taxes reduced to their lowest point 
and at a rate that is less than the commercially available differentials. As such 3.5 percentage 
points would achieve a balance between the three principles behind interest harmonisation.

7.38 As detailed above, under option two and three, interest rates would track changes to the Bank of 
England base rate. This then leads to the question of where the base rate sits within the 
differential. The two tables below compare the rates charged and paid by HMRC in 2008 with 
what rates would have been charged by HMRC had the rates been set at base rate less one 
percentage point paid on overpaid taxes and base rate plus 2.5 percentage points.

Rate paid by HMRC following MPC decision in 
Jan-

08
Oct-

08
Nov-

08
Dec-

08
Jan-

09
Feb-

09
Main direct 
taxes 3 2.25 1.5 0.75 0 0
Indirect taxes 4 3 2 1 0 0
Base rate -1 4 3.5 2 1 0.5 0

Rate charged by HMRC following MPC decision in 
Jan-

08
Oct-

08
Nov-

08
Dec-

08
Jan-

09
Feb-

09
Main direct 
taxes 7.5 6.5 5.5 4.5 3.5 3.5
Indirect taxes 7.5 6.5 5.5 4.5 3.5 3.5
Base rate +2.5 7.5 7 5.5 4.5 4 3.5

7.39 If the rates were set in line with these tables the rates paid by HMRC on overpayments of the 
main taxes would have been either the same or higher over the whole period; where higher as 
much as 1.25 percentage points would have been paid. Conversely the rates charged would 
have been either be the same or higher than under the current regime; where higher the rate 
charged would not be more than half a percentage point higher. Looking over a ten year period 
the rates that would have been paid and charged by HMRC would have compared favourably 
with average rates available. In almost all cases the rate charged by HMRC would have been 
less than the average bank loan rate and in all cases the rate paid by HMRC would have been 
the same or higher than the average (notice) deposit rate. As such having rates set at base rate 
less one percentage point for interest paid by HMRC and set at base rate plus 2.5 percentage 
points for interest charged by HMRC would achieve a balance between the three principles 
behind interest harmonisation

7.40 In 2008 legislation was taken to ensure that the rates currently paid by HMRC could not fall below 
zero. During the consultation exercise some of those responding suggested that a ‘floor’ for 
interest paid on overpaid taxes should be introduced to ensure that interest would always be paid 
by HMRC on overpaid taxes. A rate of 0.5 percent would provide such a floor but without the rate 
paid by HMRC getting greatly out of kilter with the base rate. The legislation that will be 
introduced in the Finance Bill will allow for such a floor to be introduced. There are no plans to 
introduce a corresponding floor for the interest charged by HMRC – this would mean that the 
interest charged by HMRC would always reduce following a reduction in the base.
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7.41 Harmonised interest rates could be introduced for those areas where interest is already charged 
and paid this summer and extended to other taxes in line with the staged implementation 
described later in this document.

7.42 The specific effects of reform will vary according to the tax regime concerned, and the numbers 
of taxpayers affected. The actual rates charged will be determined at regular intervals and 
publicised on the HMRC website. As the rates will track the Bank of England base rate the rates 
charged and paid by HMRC will reflect the economic circumstances, interest rates and 
commercial rates at the time, and so we cannot provide specific figures within this impact 
assessment.

7.43 HMRC have considered the possible effects to the Exchequer for aligning interest rates for 
charging and paying interest only for those taxes and duties where HMRC are currently charging 
and paying interest. Using 2005/06 data HMRC estimates the effect on the exchequer will be 
slight or negligible for IT/CT and PAYE. 

Option 3:  Full automation across all tax regimes

7.44 Option 3 is effectively an extension to option 2 and includes all the effects listed under the latter.

7.45 HMRC analysts have considered the possible impact of the proposed changes in terms of flow of 
funds to and from the Exchequer.  Their analysis is based on full implementation and automation 
for the main taxes (Income Tax, Corporation Tax, VAT and employers’ PAYE).  At this stage it 
does not take into account the effects for the other taxes administered by HMRC.  A separate 
consideration of the possible impact of the risk based approach for employers’ PAYE is at para
7.52.  The figures should be treated with considerable care being based on a series of cautious
assumptions.

7.46 One of the key objectives of the reforms is to improve the amount of tax that is paid on time  The
analysis suggests that around £1bn to £3bn more tax will be paid on time (primarily employers’ 
PAYE), which should reduce HMRC’s costs in chasing debt and the risk of non-payment.

7.47 The analysis indicates that whilst the effects vary across taxes, generally those whose lateness is 
prolonged and repeated will pay more in interest and penalties than they do under the current 
regimes.  The estimated average additional impact for each non-compliant taxpayer for each of 
the main taxes is set out in the table below together with the current estimates of when the new 
regimes will come into effect for each tax (subject to capacity and funding constraints).  For those 
in financial difficulties who agree a time to pay arrangement with HMRC, late payment penalties 
will be removed.

Tax Estimated [annual] 
numbers of late 
filers and payers 
currently

Estimated [annual] 
average additional 
interest and
penalties payable 
per non-compliant
taxpayer if no 
behavioural
change

Estimated year in 
which change first 
takes effect

Income Tax Self 
Assessment

1.65m £100 2011-12

VAT 0.45m £600 2013-14
Corporation Tax 0.6m £200 2015-16
PAYE 0.9m £100-£300

depending on the 
number of defaults 
in a year

2018-19

7.48 The figures have been compiled using 2005/06 data and the modelling is based on the cautions 
assumptions set out below.  If a taxpayer defaults for more than one tax they may have a greater 
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impact.

7.49 For VAT interest payments HMRC’s annual VAT data snapshot for 2007-08 shows that there was 
in the region of 500,000 repayment traders that year. Broadly speaking this gives an average 
interest repayment per trader of around £400.

7.50 For taxpayer filing:

• assumes that filing compliance improvements come from those who are currently 
between 1 and 12 months late;

• assumes that daily penalties would be paid for 15 days;

• some adjustment has been made for the possibility of inaccurate or out of date data in 
HMRC systems (more so for CT) and for penalties not being paid due to appeals or non-
collection;

• assumed the number of VAT defaults per defaulter in a period remains unchanged;

• used estimated average tax liabilities from existing data for tax geared penalties.

7.51 For taxpayer payment:

• assumes that payment compliance improvements come from those who are currently 
between 1 and 12 months late; 

• assumed unpaid tax is half of tax due to calculate tax geared penalties;

• some adjustment has been made for the possibility of inaccurate or out of date data in 
HMRC systems (more so for CT) and for penalties not being paid due to appeals or non-
collection;

• used mid point for interest rate 2006/07 i.e. 6/9/06;

• assumed the number of VAT defaults per defaulter in a period remains unchanged;

• for PAYE used estimated average liabilities and that a third of schemes paid the full 
amount late and 15% paid half late.  Assumed 80% of defaulters paid within 6 months and 
90% within 12 months;

• two scenarios were considered: 4 late payments in a year and 12 late payments in a year. 

Risk based approach to late paid employers’ PAYE

7.52 HMRC’s experience and responses received to the consultation, suggest that the risk based 
approach to late paid employers’ PAYE should go some way to improving payment profiles, 
although will not deliver the same degree of benefit as full automation.  The extent of the benefit 
will be determined by the amount of resource that HMRC is able to deploy to this work and the 
effectiveness of communication of the new regimes.

Administrative burden

7.53 HMRC tracks one aspect of compliance costs in particular. The “administrative burden” on 
business is defined as the time and cost necessarily incurred by compliant businesses in 
retaining information and/or sending information to HMRC or a third party.

7.54 In this case, most of the costs and benefits relate to those who have filed or paid late, and hence 
fall outside the strict definition of “compliant”. There are two exceptions:

• the requirement for all employers to complete the new boxes on the P35 return; and

• the administrative cost to business taxpayers of making appeals.
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7.55 Administration burden is always quoted in 2005 terms (both 2005 prices and 2005 populations) to 
ensure consistency with HMRC targets (which were set in 2005). In these terms, the relevant 
admin burden figures are £5.4 million for the P35 and £0.8m for appeals. The rounded total is £6 
million.

7.56 These numbers are essentially a subset of the figures from the earlier cost section, but adjusted 
from a 2009 to a 2005 basis.

Risks and Caveats

7.57 All the numbers presented in this evidence base are best estimates. They are subject to a 
significant degree of uncertainty resulting from the long implementation period, the uncertain 
economic environment and data quality issues.

7.58 The administrative cost estimates, particularly for HMRC, are reasonably robust. The economic 
impacts (e.g. resulting from changes in compliance behaviour) are more difficult to predict
accurately.  Nevertheless, HMRC believes that the figures shown err on the side of caution and 
are thus a reasonable basis on which to compare the costs and benefits of reform.

7.59 Inevitably, such comparison is difficult to do in quantitative terms, because many of the benefits 
are qualitative. HMRC will monitor developments and progress throughout the 10-year period, 
and beyond, to ensure that any issues are addressed and uncertainties resolved.

Specific Impact Tests: Checklist

7.60 We have carried out an Equality Impact Assessment screening and concluded that a full EQIA is 
not required, having discussed with HMRC’s Individual Stakeholder Forum and representatives of 
diversity groups.

Competition Assessment

7.61 These proposals have been subject to the Competition Filter. The proposals will not impact on 
any business’s capacity to enter markets or compete vigorously within them.

Small Firms Impact Test

7.62 Small firms are not exempt from this measure. These proposals are aimed primarily at non-
compliant taxpayers. To exempt small businesses would be to exempt the vast majority of UK 
enterprises from changes which aim to level the playing field by tackling more effectively and 
consistently those who seek an advantage through not complying with their obligations. If a more 
lenient approach was offered to businesses of less than 20 employees there would be a risk that 
larger businesses would disaggregate.

7.63 We have carefully considered whether these proposals will have any impact on the following
other specific impacts: 

• Legal Aid
• Sustainable Development
• Carbon Assessment
• Other Environment
• Health
• Human Rights, and
• Rural issues

and conclude that they do not impact. 
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Specific Impact Tests: Checklist

Use the table below to demonstrate how broadly you have considered the potential impacts of your 
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within 
the main evidence base; other results may be annexed.

Type of testing undertaken Results in 
Evidence Base?

Results
annexed?

Competition Assessment Yes No
Small Firms Impact Test Yes No
Legal Aid Yes No
Sustainable Development Yes No
Carbon Assessment Yes No
Other Environment Yes No
Health Impact Assessment Yes No
Race Equality Yes No
Disability Equality Yes No
Gender Equality Yes No
Human Rights Yes No
Rural Proofing Yes No
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ANNEXES

Late filing (annual taxes)

0 3 6                        9 12
Time after filing date (months)

Determinations and Assessments can be made at any time

Fixed
penalty of 

£100
immediately

after due 
date

Daily penalties 
£10 / day 
charged in 

monthly
batches – can
run for a max 
of 3 months

5% of tax 
due on 
return

subject to 
a minimum 

of £300

5% of tax due 
on return 

subject to a 
minimum of 

£300

Or 70/100% 
with evidence 
of deliberate 

failure

Ongoing contact with taxpayer to offer support 

The first response to a return not being received by the filing, or due, date would be a fixed sum penalty 
of £100. Daily penalties of £10 per day would be charged in monthly batches at the end of each month. 
For prolonged failure to file a return, a tax geared penalty of 5% would be charged at month 6 and again 
at month 12. For deliberate failures to file returns there would be higher penalties of up to 70% of the tax 
due on the return and for deliberate failure with concealment the penalty will be up to 100%. 

Late payment (annual taxes)

0 1 6                          9 12
Time after due date (months)

Enforcement Action can be taken at any time

5% of 
tax

unpaid

5% of tax 
unpaid

5% of 
tax

unpaid

Recompense interest running

HMRC contact with taxpayer to warn and offer support
Penalties suspended if in time to pay

There would be no penalty immediately after the due date for late payment. If tax due is not paid in full 
one month after the due date the taxpayer would become liable to a tax geared penalty of 5% of the tax 
unpaid. Further tax geared penalties would become due on tax that remains unpaid at 6 months and 12 
months.
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Late payment (Corporation Tax)

0 3                            6 9 12
Time after due date (months)

Enforcement Action can be taken at any time

Tax
geared
penalty
of 5% 
of tax 
unpaid

5% of tax 
unpaid

Tax
geared
penalty
of 5% 
of tax 
unpaid

F
ilin

g
 d
ate

Recompense interest running

HMRC contact with taxpayer to warn and offer support
Penalties suspended if in time to pay

The penalty model would operate in the same way as the annual late payment model except that for CT 
the first tax geared penalty would apply at 3 months after the due date for payment.

1 £100
2 £100
3 £100
4 £200
5 £200
6 £200
7 £300
8 £300
9 £300
10 £400
11 £400
12 £400

0 3 6                       9 12
Time (months)

5% of 
amount due 

on return 
subject to a 
minimum of 

£300

5% of 
amount due 

on return 
subject to a 
minimum of 

£300
or 70% / 
100% for 
deliberate

failure

Rolling default period late filing - monthly
returns (Excise)

Fixed sum 
penalty

immediately
after filing 

date

N
um

ber of defaults in 12 m
onth rolling 

period

The first time a taxpayer default (fails to submit a return by the filing date), they enter a default window 
which expires on the anniversary (12 months) of the default. Any further defaults extend the default 
window until the anniversary of the latest default. The penalty is calculated by reference to the number of 
returns filed late in the default window. The first default would make the taxpayer liable to a fixed sum 
penalty of £100. Further defaults in the window would attract higher fixed sum penalties if the failure is 
repeated more than 3, 6 or 9 times in the default window. 

Where the delay in filing is prolonged there would be tax geared penalties at the rate of 5% of the 
amount due on the return at 6 months and 12 months. There would be higher tax geared penalties of up 
to 70% of the tax due on the return for deliberate failure and up to 100% for deliberate failure with 
concealment.
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1                3 6 12
Time (months)

1
2
3
4
5
6
7
8
9
10
11
12

A further 
fixed

penalty of 
£200 for 

each
monthly
failure

£300 for 
each

monthly
failure or 

5% of 
amount of 
deductions
shown in 

the return -
whichever
is greater

late filing– monthly return (CIS)

£100 for 
each

monthly
failure

£300 or 5% 
for non 

deliberate
failures –

whichever is 
greater.

£1500/£3000
or 70% / 
100% for 
deliberate
failure –

whichever is 
greater

For any return that is not submitted by the filing date the contractor would become liable to a fixed 
penalty of £100. Any return that is still outstanding 3 months after the filing date would attract an 
additional fixed penalty of £200. For very late returns at 6 months and 12 months there would be either a 
deduction geared penalty or a fixed penalty of £300. For deliberate failure there would be higher tax 
geared penalties of up to 70% of the deductions due on the return and up to 100% for deliberate failure 
with concealment. For returns that show no deductions the penalties would be fixed at £1500 for 
deliberate failure and £3000 for deliberate failure with concealment.

Penalty as 
% of total 
tax unpaid 
charged at 
the end of 
the year

Late payment of in year PAYE model including SL 
deductions, CIS, NICS

1 No penalty

2      2%
3      2%
4      2%
5      3%
6      3%
7      3%
8      4%
9      4%
10    4%
11    5%
12    5%

N
um

ber of defaults in 12 m
onth rolling 

period

0 3 6                       9 12
Time (months)

Tax
geared
penalty

5% of any 
tax etc 

unpaid 6 
months

after due 
date

Tax
geared
penalty

5% of any 
tax etc 

unpaid 12 
months

after due 
date

Recompense interest running

The first time a taxpayer defaults they enter a default window which expires on the anniversary of the 
default any further defaults extend the default window until the anniversary of the latest default. 
Taxpayers can only leave the default window by paying on time for 12 months. Penalties are calculated 
by reference to the number of defaults in the default window. The first default – the default that starts the 
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default window would not trigger a penalty at all. Any further defaults in the default window would be 
penalised according to the number of late payments with higher percentages where the failure is 
repeated more than 3, 6 or 9 times. Any payment outstanding for more than 6 months after the due date 
would become liable to a penalty of 5% of the amount of tax unpaid at the point the penalty is charged. If 
any payment is outstanding more than 12 months after the due date the taxpayer would become liable to 
a further penalty of 5% of the amount of tax unpaid at the point the penalty was charged. 

Late payment of Excise duties – monthly periods
Tax geared penalty 

of tax unpaid 
immediately after 

due date

1      No penalty
2      2%
3      2%
4      2%
5      3%
6      3%
7      3%
8      4%
9      4%
10    4%
11    5%
12    5%

0 3 6                       9 12
Time (months)

Tax geared 
penalty 5% of 

any tax 
unpaid 6 

months after 
due date

Tax geared 
penalty 5% of 

any tax 
unpaid 12 

months after 
due date

N
um

ber of defaults in 12 m
onth rolling 

period

Recompense interest running

The first time a taxpayer defaults they enter a default window which expires on the anniversary of the 
default. Any further defaults extend the default window until the anniversary of the latest default. 
Taxpayers can only leave the default window by paying on time for 12 months. Penalties are calculated 
by reference to the number of defaults in the default window. The first default – the default that starts the 
default window would not trigger a penalty at all. Any further defaults in the default window would be 
penalised according to the number of late payments with higher percentages where the failure is 
repeated more than 3, 6 or 9 times. Any payment outstanding for more than 6 months after the due date 
will become liable to a penalty of 5% of the amount of tax unpaid at the point the penalty is charged. If 
any payment is outstanding more than 12 months after the due date the taxpayer would become liable to 
a further penalty of 5% of the amount of tax unpaid at the point the penalty was charged. 
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£100

£200

£300

£400

Late filing

Tax geared 
penalty of 
5% of tax 

due on 
return

subject to 
a minimum 

of £300

5% of tax 
due on 
return

subject to 
a minimum 

of £300
Or 70/100% 
if evidence 

of
deliberate

failure

Time 0 3 6                       9 12

1st

2nd

3rd

4th

Frequent filing and payment obligation (rolling default period model) – VAT, IPT

1st

2nd

3rd

4th

1st

2nd

3rd

4th

Free go

2% tax geared

3% tax geared

4% tax geared

R
epeated failuresLate paym

ent

Tax
geared

penalty of 
5% of tax 

unpaid

Tax
geared

penalty of 
5% of tax 

unpaid

0 3 6                       9 12
Default

Filing

The first time a taxpayer defaults (fails to submit a return by the due date) they enter a default window 
which ends on the anniversary of the default and receives a fixed penalty of £100. Any further defaults in 
the default window result in a penalty of £200 rising to £400. In addition any return outstanding more 
than 6 months after the due date would receive a tax geared penalty of 5% of the amount due on the 
return and a further 5% of the amount due on the return if it is outstanding for more than 12 months.

Payment

Again the penalty depends on the number of defaults (failures to pay in full) in a default period which 
lasts 12 months. The first time the taxpayer defaults they are not issued with a penalty but enter a default 
window. Any further defaults make the taxpayer liable to a penalty of 2% of the tax unpaid rising to 4% of 
tax unpaid. In addition if any tax is outstanding for more than 6 months the taxpayer becomes liable to a 
penalty of 5% of the tax unpaid and a further 5% penalty if any payment is outstanding for 12 
months.
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