
 

 

 

CORPORATE AND BUSINESS TAX 

Corporation tax  

The rules about associated companies have been simplified. Companies owned by a business partner 
will now only be taken into account where they are part of arrangements to create a tax advantage.   

Corporation tax rate changes from 1 April 2008 (all pre-announced) 

 The small company rate rises to 21% on 1 April 2008 and further rising to 22% in 2009. 

 The mainstream rate will be cut from 30% to 28% with effect from 1 April 2008.  

Comment 
 
The welcome changes to related company rules have been lobbied for some time.  The increase in 
small company tax rates affects all companies with profits of less than £1.5 million. The government 
claims that the rate increase will be offset by the new treatment of capital expenditure – but this will 
only be true if these businesses spend a lot of money on capital equipment!    
 

Research and Development  

Subject to clearance from the EU, the enhanced deduction available will be increased  

 For small and medium enterprises; from 150% to 175% 

 For large companies; from 125% to 130% 

 The SME relief will be limited to €7.5 million per R + D project.  

 
Comment 
 
The date these changes will take effect is not yet known. Qualifying rules are also to be tightened. 
Special rules will allow loss making companies to claim a “tax credit style” relief.  

 
Industrial Buildings   
 
Previous budgets have announced the main changes. This budget supplies further details: 

 Writing down allowances on Industrial and Agricultural buildings are being gradually phased 
out.  For April 2008, the allowance will reduce from 4% to 3%, on cost, with further reductions 
in later years.  

 Enterprise Zone allowances (EZAs) are also being withdrawn, but the effect of this is slightly 
different. Where relevant buildings ( i.e. on which EZA’s  have been claimed) are sold in future, 
balancing charges may still arise if the building is being sold within 7 years of its first use   

 
Comment 
 
This was announced as a simplification measure, but of course is also a withdrawal of tax reliefs which 
would have been factored in to the original investment decision.  The reduction in main tax rates may 
offset the pain for larger businesses, but smaller enterprises will suffer disproportionately.   
 
 



 

 

Capital Allowances: pre-announced changes confirmed. 
 
These changes take effect from 1 April 2008. The main features of the new scheme are as 
follows; 
 

 Most writing down allowances reduce from 25% p.a. to 20% 

 Integral fixtures (e.g. electrical systems, lifts) to a building now only get 10% WDA.   

 Instead of First Year Allowances, businesses can now write off all capital expenditure on 
qualifying fixed assets against profits in the year of spend, up to a maximum of £50,000 
each year. ( Annual Investment Allowance; AIA )  

 Existing codes giving 100% allowances for various types of eco-friendly equipment will 
continue to be available in addition to the AIA .There are further special rules for losses 
attributable to claiming these reliefs.  

 100% allowances for new cars with low emissions will continue.  From April 2008 this will 
only be available for new cars with emissions not exceeding 110g/km (previous 
threshold was 120g/km).  

 But the treatment of cars will change more radically from April 2009. Expenditure on cars 
with CO2 emissions below a threshold will attract 20% Writing Down Allowance (WDA) 
and expenditure on cars with CO2 emissions above the threshold will only get a 10% 
WDA. The initial threshold in 2009 will be 160g/km, but by 2012 this will have reduced to 
135g/km. 

Comment   

These are quite radical changes and may be advantageous for smaller businesses in some 
circumstances. If your accounting year does not end on 31 March, you may not qualify for the 
full £50,000 AIA straight away.   

 

Fire safety capital allowances 

Legislation extending capital allowances to expenditure on building alterations, made in 
response to a notice from a Fire Authority, is to be repealed for expenditure from April 2008. 
Relief for expenditure on fire safety equipment such as fire alarms and sprinkler systems will 
continue to be available for all businesses, but will fall under the new rules for “integral fixtures” 
 
Comment 

The repeal sounds more severe than it actually is. The rules giving relief for fire safety 
alterations were introduced in 1974 to encourage businesses to ensure that existing buildings 
met fire safety standards. But since that date fire safety legislation has been reformed and now 
operates on a self-assessment basis. The tax relief provision applies only to those who have not 
complied with fire safety requirements and, as a result, are issued with a prohibition notice by a 
Fire Authority. To ensure that this does not encourage businesses to delay vital safety 
improvement work, the relief is being removed.  


