Response of the Country Land and Business Association Ltd (‘CLA’) to the Office of Tax Simplification’s Interim Report
The CLA’s 34,000 members own or manage around one half of the rural land of England and Wales.  

Overview
The OTS Interim Report (December 2010) questions whether various tax reliefs are fit for purpose and seeks help on the methodology chosen to identify ‘suspect’ reliefs.  

It is questionable whether this approach answers the over-arching concern recognised by Michael Jack in his foreword: that the UK has a complex tax system.  The task that should be addressed is whether the structure of a tax is fit for purpose.  Clearly one obvious way to simplify a tax structure is to reduce the rate of tax which in turn reduces the need for reliefs against its incidence.  
Perhaps one simple example will suffice.  When rates of capital gains are at a level high enough to have significant behavioural consequences, reliefs are required to remove not only the economic distortions thereby created but also the loss of Exchequer revenues that would otherwise result. Thus the structure of capital gains tax, and in particular how it taxes inflationary gains, gains on ‘business assets’ and gains on assets held for the longer‑term determine what the OTS call the ‘policy rationale’ for reliefs, and not the other way around.
Accordingly, it is a theme of this Association’s response to the Interim Report that reliefs that are part of an embedded structure of a tax cannot be considered in isolation but rather require a full consultation on the tax itself.  As an example, relief 739 (Potentially exempt transfers) cannot be properly addressed under the methodology of the Interim Report without first either having a clear statement on the Government’s future intention on the taxation of transfers of value or including within the consultation process a mechanism to review the structure of inheritance tax.

The particular questions (Chapter 5)

1. Do the criteria set out in Chapter 2 achieve the objective of determining whether a relief is fit for purpose, and whether it can be simplified or abolished?
No.  This partly arises because of the comments made in the overview above.  For example, the ‘policy rationale’ is interdependent on the intended aim of the tax and cannot be determined in isolation. It also arises because the criteria themselves are faulty or not accurately described.  For example, under inheritance tax agricultural property relief is given priority over business property relief: this not only distorts the true figure of ‘taxpayer take-up’ (criterion 2) but also the statistics of the relative costs of these reliefs (criterion 3).  Furthermore, the administration burden of each relief may have a different weighting to taxpayer and adviser and this may be unavoidable (one example would be the mechanics of a claim for inheritance tax reliefs on a death – often very technical and complicated for the family members likely to bear the inheritance tax but probably not for the professional adviser).
2. Are there other criteria that we have not given sufficient weight to in relation to determining simplification?
Yes.  The obvious alternative to at least part of the UK’s (overly-) complex tax system would be to have lower rates of tax and fewer reliefs.  Indeed, a move in this direction may be tax neutral but raise Exchequer revenues in future if optimal rates of tax are the goal.

3. Are there any comments on the criteria that we have chosen and would an alternative approach be more appropriate?
There may be merit in identifying obsolete reliefs for abolition – and the Interim Report has identified possible candidates.  However, for the reasons given in the overview above, the current approach is unlikely to test whether the tax system is ‘fit for purpose’.

4. Is the methodology adopted appropriate and should any additional or alternative criteria be used in the final report?
For the reasons already stated the methodology chosen is limited in its application to identifying reliefs that are not interdependent upon the tax structure, such as obsolete reliefs.

5. Do people agree with our tentative conclusions listed in this report?
No. How placing the focus on the relief rather than the structure leads to a questionable analysis could be, perhaps, best illustrated by the review of the capital gains tax relief on the disposal of private residence (‘PPR’).  Whether PPR is the only way to achieve the policy rationale expressed at para 4.4 is not considered.  For example, roll-over relief would achieve the same objective without providing exemption and clearly demonstrates that a repeal of PPR would not inevitably result in all taxpayers being liable to CGT even though it may strictly make ‘…everyone who sells their main home within the charge…’ (as stated at para 4.6): in addition, it is questionable how many taxpayers realise profits wholly within the current exemption.  Part of the perceived problems with PPR (such as ‘flipping’) owe more to the nature of the relief as an exemption as this has encouraged the churning of housing stock for exempt profits.  Other fiscal authorities have addressed this issue by a combination of deferral relief and a lifetime exemption (the latter specifically aim at alleviating the burden of the tax when taxpayers make a final sale or down-size to a smaller retirement home). This may be politically dangerous territory but the OTS must not shrink from a proper analysis using its own selected criteria.
6. Are there any potential adverse impacts of our proposals that we have not identified?
Yes.  The review itself may start to create economic distortions.  For example, those planning mineral extraction will often need to enter long-term contracts: leaving relief 41 (mineral royalties) in a ‘pending tray’ will simple stop all new activity.

7. Could there be a single flat rate allowance for all industries on the list, rather than 34 different rates?
Of course there could be, but is this really the right question.  Is it desirable?  Would it be simpler simply to increase the personal allowance of all taxpayers with employment or trading income?  

8. Could a similar flat-rate be extended to other industries?
Yes.

9. Is the relief (enhanced capital allowances for energy and water efficient technologies) fit for purpose?  Does it incentivize investment in energy saving equipment?  How can it best be simplified?
This Association has no specialised knowledge on this relief.

10. What would be the impact of abolishing the relief for energy-saving plant and machinery and water conservation plant and machinery?
This Association could not meaningfully comment in relation to rural land-based businesses without disproportionate cost.

11. Are there any responses to our comments on R&D relief?
This Association has no specialised knowledge on this relief.

12. Are there any responses to our comments on vaccine research relief?
This Association has no specialised knowledge on this relief.

13. Do people agree with our provisional recommendation (on exemption from benefit charge for late night taxis)? What are the potential impacts of abolishing this exemption?
This Association has no specialised knowledge on this relief.

14. Should obsolete reliefs such as Millennium Gift Aid be removed from the tax legislation?
By definition, yes.  The problem is determining when a relief becomes obsolete.

15. Is the relief for the first £70 of interest on [National Savings Bank Ordinary] accounts now obsolete?
This Association has no specialized knowledge of this relief.

16. Should there be a de minimis limit on benefits below which various small reliefs such as the 15p per day on employer provided luncheon vouchers, could be ignored for tax and national insurance purposes?  If so what should this de minimis be?
Yes. £250 pa. in total or £5 pw.

Wider comments
Annex A of the Interim Report identifies reliefs ‘…provisionally selected for inclusion in the final report…’ .  Some of these reliefs are wholly dependent upon the structure of the tax and cannot be considered in isolation.  In our view these should be moved to the ‘pending’ list in Annex B.  These reliefs include:

54 (Entrepreneurs’ relief); 739 (Potentially exempt transfers); 752 (Taper relief)

Some reliefs mentioned in Annex A would require wide or industry-focused consultation before any substantial revision or abolition.  These include:
69 (Private residence relief); 34 (Farmers’ averaging of profits). Indeed relief 34 also appears to be a relief that meets all the criteria mentioned at para 2.16; it also mirrors similar reliefs provided by other fiscal authorities suggesting a global recognition of the policy rationale: we suggest that relief 34 be moved speedily to Annex C.
A special mention is required for 597 (Woodlands) which appears to meet all the criteria of a relief fit for purpose in Chapter 2 and (according to the 1988 figures) would cost Exchequer revenue if abolished.

Some reliefs mentioned in the ‘pending tray’ of Annex B require a full consultation over a reasonable period of time before any changes are made.  These will include:

677 (A&M trusts &c.); 679 (Agricultural property relief; 685 (Business property relief); 692 (Conditional exemption); 760 (Trustees costs &c.)
