Editorial – TAXline November 2007 
What a difference a … decade … makes. Or does it?
Christopher Sanger looks at tax changes over the past ten years
Looking back to just a decade ago reveals a past not too dissimilar to where we appear to be now. So what of the last decade's tax changes are still here, what's faded away, what does this tell us about future changes and how should we learn from this?

What's still here …?

There are some significant changes that are still with us, and should be for the future. Among these are the cuts in corporation tax for large businesses, due to reduce the tax rate to 28 per cent next year, as well as the abolition of advance corporation tax. Together these should help to keep the UK a competitive environment 'to do business in and from'. In addition, Research and Development Tax Credits, designed initially for small companies, have now a permanent place in the corporate landscape.  

And, of course, less favourably, we now have much more anti-avoidance than a decade ago, with the new Managed Service Companies rules, IR35 and the prospect of 'income splitting' rules as foretold in the October 2007 Pre-Budget Report (PBR).

The changes that are now just history

But there have also been many changes that have been made … and unmade. We have seen income tax rates drop, with new 10p rates of income tax coming … and going. We have seen cuts in basic rates of tax … and increases in National Insurance contributions. On the small business side, looking at corporation tax we have likewise seen the 10p rate come … and go, initially to zero and then abolished as a band.  We've seen the small companies' rate drop from

23 per cent to 19 per cent, up to 20 per cent and scheduled to rise further.  

On capital allowances, we've seen a whole range of first year allowances, initially on a temporary basis, then on a permanent basis, and then to be replaced altogether (despite being 'permanent'). We've also seen other incentives come and go – the reduction in stamp duty for commercial property in disadvantaged areas and the home computer initiative, to name two.

And, of course, the one of the moment … capital gains tax taper.  Taper relief was a journey of change itself, first targeted at entrepreneurs and their 'dragons' but developing over time into a wide relief available for all unquoted trading companies and employee shareholders.  In the early years, it earned the reputation as 'the even year's tax', as 1998, 2000 and 2002 brought large changes in the generosity of the business asset taper.

The PBR announced the termination of the taper at midnight on 5 April 2008 and replacement with an 18 per cent flat rate on the numerical difference between the price at which the asset has been sold and that at which it was purchased. There has been much commentary about how this will affect different taxpayers and the unfavourable comparison in the rates with the more generous treatment under taper.

Future policy focus

However, there is even more importance to this change, in that it shows how the new Chancellor is intending to approach tax changes.  The rationale behind the change is apparently a drive towards simplicity, which may indeed have been called for: taper has become a very complex system, particularly for those employees who receive shares on a rolling basis.      

With this in mind, more shocking than the change in rates or abolition of the taper system itself, is the fact that the 'new' system introduces a strict cut-off date and does not reintroduce relief for indexation, which has been applying since March 1982 and whose role was taken on by taper in 1998.

This approach clearly values the simplicity of the new system over any notion of fairness in relation to the past. Gone are the transitional rules of Gordon Brown, which complicated the tax system but left taxpayers with expectations over how they would be taxed intact (remember shadow ACT?). Instead we have a short period in which to run the complex calculations to decide whether to sell before midnight on 5 April 2008, after which taper will be but a memory.

This appears a step too far along the simplification v fairness spectrum.  The Faculty in developing the Ten Tenets went to some length to point out that no one of the Tenets 'trumps' the others and hence that simplification should not be seen as an end in its own right.

Our role

The Faculty will of course represent the views of our members and continue to raise this to the attention of Ministers. Looking forward, the role of the Ten Tenets seems even more important. The decade has seen many tax changes come and go, some due to them natural expiring as they are no longer needed and others where they have be seen to be misplaced.  

We need to ensure that the decade has made a difference. In considering all of this, the famous phrase of poet and philosopher George Santayana comes to mind: those who cannot remember the past are condemned to repeat it.  In seeking to 'remember the past' the policy makers need to realise that many of the memories lie outside HM Treasury and HM Revenue & Customs – consultation is the way to tap into them. 
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