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Executive summary  

The Chancellor Rishi Sunak presented his Budget to the House of Commons on 3 March 2021, in 
which he sought to balance the need to provide continuing support and encourage investment, while 
at the same time starting to return to “sustainable” public finances following COVID-19.   

Accordingly, we saw the Chancellor recommitting to his flagship COVID-19 support measures.  
Businesses, employees and the self-employed will continue to receive support beyond March and, 
indeed, beyond the end of the current COVID-19 Roadmap period.  As part of this support, the 
Chancellor is seeking to avoid sharp cliff edges as the support winds down. This means support is 
being given for a longer period, but comes with an extra layer of complexity given the changing levels 
of support.  

To assist the public finances, these support measures were accompanied by tax increases in a number 
of guises with a common theme that the tax in question is not due just yet. Among these increases is 
the 25% corporation tax rate (for larger companies) from 1 April 2023, returning rates back to the 
level of ten years ago. The corporation tax rate comes with an associated rise in the rate of diverted 
profits tax to 31%, but with a commitment to reviewing the level of the bank surcharge rate during 
2021 so as to protect the banks from an uncompetitive level of taxation. Perhaps more unexpected 
was the repeal of the EU interest and royalties provisions with effect from 1 June 2021 (introducing a 
withholding tax on certain payments out of the UK where the treaty rates in question do not reduce 
the withholding to zero). We also saw the freezing of a number of tax allowances and thresholds, as 
widely touted before the Budget, though with a few twists – the freeze of personal allowances and 
higher rate threshold is deferred by a year but lasts up to 2026. 

To compensate for these tax ”rises” and encourage investment, there is a time-limited ”super-
deduction” of up to 130% on new plant and machinery and the announcement of new consultations on 
research and development (R&D) reliefs and references to the expansion of the Enterprise 
Management Incentives (EMI) Scheme. For the next two years, there is also additional flexibility to 
allow a three-year carryback of up to £2 million of losses and a new small profits corporation tax rate 
so that only businesses with taxable profits of over £250,000 will pay the 25% rate. 

The Chancellor spoke in his Budget about being honest with the British people and this Budget was 
pretty much what he had led us to expect. The 25% corporation tax rate was at the top end of (or even 
beyond) expectations, but the Budget did also deliver on support in the short term. The next few days 
will see how well the Chancellor has managed to satisfy the various different expectations and give 
the chance to assess the implications of his plans for the future. New consultations and reports are 
due on 23 March and it will be interesting to see whether 23 March brings any additional insight on 
longer term tax reform.  
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COVID-19 support and recovery 
measures 

Coronavirus Job Retention Scheme 

As had been widely anticipated, it was 
confirmed in the Budget that the Coronavirus 
Job Retention Scheme (CJRS) or ‘furlough 
scheme’, which was due to end on 30 April, will 
be extended. The scheme will now remain in 
operation until 30 September.  However, while 
the CJRS continues in its current form to 30 
June 2021, from that point on employers will 
be expected to contribute to the cost of the 
hours their employees do not work (a return to 
the version of the scheme that ran from 
August to October 2020).  In this case, 
employers will be expected to pay 10% towards 
the costs of hours not worked in July (with the 
Government paying 70%), rising to 20% in 
August and September (with the Government 
paying 60%). Employers will continue to pay 
National Insurance contributions (NICs) and 
pension costs in respect of hours not worked, 
as they do at present.  

Self Employment Income Support 
Scheme  

The Government confirmed that after three 
earlier grants, there will be two further and 
final grants under the Self Employment Income 
Support Scheme (SEISS).  

The fourth SEISS grant will be worth 80% of 
three months’ average trading profits, paid out 
in a single instalment and capped at £7,500 in 
total. The grant will cover the period February 
to April 2021 and can be claimed from late 
April until the end of May. The criteria for the 
grant has now changed to reflect tax returns 
for the period 2019-20. This has the benefit of 
bringing the ‘newly’ self-employed within the 
scheme, but it is worth noting that in order to 
be eligible for the grant, a Self Assessment tax 
return for 2019-20 must have been filed by 
midnight on 2 March 2021.  Claimants must 
also have traded in both 2019-20 and 2020-
2021 and either be currently trading but with 
reduced demand due to coronavirus or have 
been trading but are temporarily unable to do 
so due to coronavirus. 

There will also be a fifth and final SEISS grant 
covering May to September 2021. The value of 
the grant will be determined by a turnover test, 
to ensure that support is targeted at those who 
need it the most as the economy reopens. 

Businesses which have seen a reduction of 
greater than or equal to 30% in turnover will be 
eligible for a grant of 80% of three months’ 
average trading profits (capped at £7,500) but 
for those with a turnover reduction of less than 
30%, the grant will be 30% of three months’ 
average trading profits (capped at £2,850). 

The ability to take into account tax returns for 
2019-20 submitted before midnight on 2 
March extends the fourth and fifth grants to 
some of the self-employed who were not 
previously eligible for support under the 
scheme. However, the Chancellor did not 
extend any support to some of the other 
groups that have not benefitted under either 
the CJRS or the SEISS, such as limited 
company directors. 

Separately, changes to the SEISS legislation 
will allow HMRC to recover grants where an 
individual is no longer eligible for the grant 
following a change in circumstances (which 
aligns SEISS and CJRS treatment). 

Business rates relief in England 

The Government confirmed that the existing 
business rates relief in England for the retail, 
hospitality and leisure sector, which was due to 
end on 31 March, will now be extended. Eligible 
retail, hospitality and leisure properties will 
now continue to benefit from 100% business 
rates relief from 1 April 2021 to 30 June 
2021. This will be followed by 66% business 
rates relief for the period from 1 July 2021 to 
31 March 2022, capped at £2mn per business 
for properties that were required to be closed 
on 5 January 2021, or £105,000 per business 
for other eligible properties.  

Decision making powers on business rates 
relief rest with devolved administrations for 
other parts of the UK. 

Mortgage guarantee scheme  

High loan to value products offered by banks 
and building societies reduced from around 
400 at the beginning of 2020 to just a handful 
three months later.  In an effort to encourage 
these products back on to the market, the 
Government is offering a guarantee under 
which it will compensate the mortgage lender 
for up to 95% of their net losses suffered in the 
event of repossession. The guarantee will apply 
down to 80 per cent of the purchase value of 
the guaranteed property.   
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Antigen tests and homeworking 
equipment 

The Government has previously introduced a 
temporary tax exemption and NIC disregard to 
ensure that any relevant coronavirus 
antigen/viral ribonucleic acid (RNA) tests (but 
not any antibody tests) provided by an 
employer may be provided free of any tax 
and/or NIC where the relevant conditions are 
met. 

The temporary exemption has effect for any 
coronavirus antigen/RNA test provided by or 
on behalf of an employer on or after 8 
December 2020 for tax purposes and 25 
January 2021 for NIC purposes. HMRC 
confirmed that it will not collect tax and NIC 
due on the cost of any tests from 6 April 2020 
to the date the relevant legislation came into 
force. The Government confirmed in the 
Budget that legislation will be introduced to 
extend the above tax exemption and NIC 
disregard to the 2021-22 tax year.  

To supplement the exemption of employer-
provided antigen tests, the Government has 
announced that it will introduce retrospective 
legislation in Finance Bill 2021 to ensure that 
there will be no income tax in respect of COVID 
antigen tests reimbursed by employers in 
respect of the 2020-21 tax year. There are 
already regulations to prevent an equivalent 
NIC charge on such payments. There is a 
separate measure to extend the income tax 
exemption for payments that an employer 
makes to an employee to reimburse them for 
the cost of a relevant coronavirus antigen test 
for the tax year 2021-22 as well as extending 
the NIC disregard to tax year 2021-22. 

The Government is also extending the 
temporary tax exemption and NIC disregard to 
ensure that expenses reimbursed to employees 
to cover the cost of equipment needed by 
employees who are required to work at home 
due to COVID-19 may be reimbursed free of 
any tax and/or NIC where the relevant 
conditions are met. The extended  tax 
exemption and NIC disregard will now apply to 
the 2021-22 tax year.  

Other recovery measures 

The Chancellor also provided details of the 
£5bn “Restart Grant” scheme to help 
struggling High Street shops and hospitality 
firms in England reopen after lockdown. The 
one-off grants range from £6,000 for non-

essential retail to £18,000 for hospitality, 
leisure and personal care businesses and 
replace the current monthly grant system. 

There will be a new UK-wide Recovery Loan 
Scheme from 6 April 2021 to make available 
loans between £25,001 and £10 million, and 
asset and invoice finance between £1,000 and 
£10 million, to businesses of all sizes. The 
Government will provide a guarantee to lenders 
of 80%. The Scheme will close at the end of 
this year. 

Finance terms are up to six years for term 
loans and asset finance facilities. For 
overdrafts and invoice finance facilities, terms 
will be up to three years.  

To be eligible a business must be trading in the 
UK, must be shown to be viable or would be 
viable were it not for the pandemic and to have 
been impacted by the coronavirus pandemic. 
Businesses that have received support under 
the existing COVID-19 guaranteed loan 
schemes will still be eligible to access finance 
under this scheme, if they meet all other 
eligibility criteria. 

Other new measures include the so called 
"Help to Grow" scheme, providing 
management training of up to 50 hours over 
twelve weeks, with one-to-one support also 
offered from a “business mentor”, as well as 
50% discounts on new productivity-enhancing 
software (up to £5,000).  

The Chancellor has also promised a £150m 
Community Ownership fund to help 
communities take over local amenities, such as 
pubs, which are at threat of closure. Other 
support includes additional money for 
museums, theatres and galleries in England to 
help them reopen when COVID-19 restrictions 
ease, and a £300mn sports recovery package. 
There is also an additional £300mn for the 
Culture Recovery Fund.  

Combatting fraud 

The Government will invest over £100mn in a 
Taxpayer Protection Taskforce of 1,265 HMRC 
staff to combat fraud relating to COVID-19 
support packages, including the CJRS and 
SEISS.  
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Business taxes 

Corporate tax rates 

In order to begin the ‘return to sustainable 
public finances’, the Chancellor announced 
that from 1 April 2023, when the OBR expects 
the economy to have returned to pre-COVID-19 
levels, the main rate of corporation tax for non-
ring fence profits will increase to 25%. In his 
Budget speech, he made it clear that this is still 
the lowest corporation tax rate in the G7.  

In addition, to maintain the 6% differential 
between the rates, the diverted profits tax 
(DPT) rate will increase to 31% from the same 
date. The rate of DPT charged on diverted 
profits which are ring-fence profits or notional 
ring-fence profits remains unchanged at 55% 
and the rate of DPT charged on taxable 
diverted profits which would have been subject 
to the bank surcharge remains unchanged at 
33%. These tax rates will be legislated in 
Finance Bill 2021, and will only be 
substantively enacted for IFRS purposes once 
the Bill has received its Third Reading (and 
enacted for US GAAP purposes upon Royal 
Assent which is not expected until the 
Summer).   

The Chancellor also committed to review the 
level of the bank surcharge, which currently 
sits at 8%. In the Autumn, the Government will 
set out how it intends to ensure that the 
combined rate of tax on banks’ profits does not 
increase substantially from its current level, so 
as to ensure the UK remains internationally 
competitive as a financial sector. A review in 
Autumn may however leave a period where 
deferred tax will need to be measured at a 
higher rate, which may then be reduced as a 
result of the review of the bank surcharge, 
assuming that the 25% rate has already been 
enacted before the review concludes. 

Businesses with profits of £50,000 or less will 
continue to be taxed at 19% with the return of 
a small profits rate. A taper for profits above 
£50,000 will also be introduced, so that only 
businesses with profits greater than £250,000 
will be taxed at the full 25% rate. The 
thresholds that apply for determining whether 
a company is chargeable at the small ring 
fence profits rate will be aligned with these 
limits, and the small profits rate will not apply 
to close investment-holding companies. 

The related 51% group company test at s279F 
to s279H CTA 2010 will be repealed and 
replaced by associated company rules. This will 
be the case for its application for determining 
whether a company is large or very large for 
quarterly instalment payment purposes or for 
determining whether a company may elect to 
use the small claims treatment for the Patent 
Box. 

Extension of loss carry-back 
provisions 

There will be a temporary extension of the 
period over which businesses may carry-back 
trading losses from one year to three years. 
This extension will apply to a maximum £2mn 
of unused trading losses made in each of the 
tax years 2020-21 and 2021-22 for 
unincorporated businesses and to unused 
trading losses made by companies, after carry-
back to the preceding year, in relevant 
accounting periods ending between 1 April 
2020 and 31 March 2021 and a separate 
maximum of £2mn for periods ending between 
1 April 2021 and 31 March 2022. 

The £2mn cap will be subject to a group-level 
limit, requiring groups with companies that 
have capacity to carry back losses in excess of 
£200,000 to apportion the cap between its 
companies. Further detail on the group limit 
will be published in due course. 

Technical amendments to reform of 
loss relief rules 

The Government has announced various 
technical amendments to the loss relief rules 
introduced by Finance (No 2) Act 2017. These 
include situations where groups may be 
prevented from accessing an allowance to 
which they are entitled following an acquisition 
or demerger (with the amendments having 
retrospective effect from 1 April 2017). 

There are also amendments to allow carried-
forward losses to be surrendered where the 
surrendering company has covered its profits 
fully and amendments to resolve a circularity 
issue concerning the interaction of group relief 
and the calculation of qualifying profits so as to 
allow the computation to work as intended. 
These amendments will apply for accounting 
periods beginning on or after 1 April 2021. 
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Repeal of UK legislation giving effect 
to EU Interest and Royalties Directive 

In an announcement which came as a surprise 
to many given comments previously made by 
HMRC, the Government has published draft 
legislation to be included in Finance Bill 2021 
which will repeal the UK legislation that gives 
effect to the EU Interest and Royalties 
Directive. Provisional statutory effect has been 
given to this by a Budget resolution under the  
Provisional Collection of Taxes Act 1968.   

The legislation currently provides an exemption 
from withholding tax on intra-group interest 
and royalty payments between UK and EU 
companies, and the Government’s policy paper 
states that “the measure will ensure that 
companies resident in EU member states will 
cease to benefit from UK withholding tax 
exemptions now that the UK no longer has an 
obligation to provide relief.” The repeal of the 
provisions in ITTOIA 2005 and ITA 2007 (and 
certain secondary legislation) will mean that, 
from 1 June 2021, withholding taxes will apply 
to payments of annual interest and royalties 
made by UK companies to EU companies, 
subject to the terms of the relevant double 
taxation agreement.  Existing exemption 
notices will be revoked. 

There are also anti-forestalling provisions in 
the draft legislation which apply from Budget 
day, 3 March 2021, if there are “disqualifying 
circumstances”, ie where there is a main 
purpose to secure a benefit before the 
provisions are repealed.  

Comment: UK companies may face increased 
tax costs, or at a minimum increased 
administrative burden, on certain cross-border 
payments from 1 June 2021.  Groups will need 
to check the terms of the relevant tax treaty to 
determine if withholding tax is payable and 
whether a reduced treaty rate or exemption 
needs to be claimed. It should be noted that 
s911 ITA 2007 - which allows companies to pay 
royalties overseas and deduct only the reduced 
treaty rate, without seeking prior clearance 
from HMRC - has not been repealed. However, 
HMRC is clear that from 1 June 2021 a 
company will not be able pay gross on the basis 
of a reasonable belief that a payment was 
exempt from income tax by virtue of the then 
repealed legislation.  

Capital allowances – the ‘super-
deduction’ 

In order to stimulate and encourage investment 
following the COVID-19 pandemic, the Budget 
introduced two new first year allowances for 
companies - a super-deduction of 130% for 
main pool expenditure, and a first year 
allowance of 50% for special rate expenditure 
(including long life assets).  

These have effect for expenditure incurred 
from 1 April 2021 up to and including 31 
March 2023, but specifically exclude contracts 
entered into prior to 3 March 2021, regardless 
of when the expenditure under those contracts 
is incurred. The qualifying expenditure is 
subject to a number of exclusions, including a 
general exclusion on cars, second-hand assets 
and assets held for leasing. In addition, the 
changes announced do not apply to 
partnerships and sole traders, and there are 
various anti-avoidance provisions. 

The upfront super-deduction will allow 
companies to cut their tax bill by up to 25p for 
every £1 they invest. By way of an example, for 
a company incurring £1mn of main pool 
expenditure in July 2021, the super-deduction 
will provide an immediate deduction to taxable 
profits of £1.3mn compared to £180,000 
under normal writing down allowances. Unlike 
normal capital allowances, upon disposal, any 
assets obtaining the super-deduction or first 
year allowance will be subject to a balancing 
charge. 

Comment: These temporary increases are 
generous incentives and a very welcome 
increase to the capital allowances 
regime. Whilst this may add additional 
complexity when preparing tax computations, it 
should help encourage UK investment over the 
coming two years and should be factored into 
investment decisions.   

Capital Allowances – Annual 
Investment Allowance 

As previously announced, the £1mn temporary 
increase to the Annual Investment Allowance 
(AIA) will be extended for an additional year to 
31 December 2021. 
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The AIA provides a 100% deduction for 
qualifying plant and machinery spend which 
would have ordinarily been eligible for another 
type of capital allowance (either main pool or 
special rate allowances). The AIA will decrease 
to the initial limit of £200,000 from 1 January 
2022 and will be subject to a number of 
transitional adjustments.  

Comment: The increased AIA will work 
alongside the super-deduction and special rate 
first year allowances announced at the Budget. 
Care will need to be taken to ensure that the 
tax relief claimed has been optimised with the 
differing reliefs available. 

Capital Allowances - restoring plant 
and machinery leases to pre-COVID-
19 treatment 

A number of leases may have been caught by 
the long funding lease legislation where there 
has been an extension to the lease term as a 
result of COVID-19. The Budget introduces 
legislation to turn off certain parts of anti-
avoidance legislation for long funding lease 
purposes when that extension to the lease 
term is related to COVID-19. This applies for: 

 All long funding operating leases 

 Short leases, where the ‘new’ period (the 
date of the change in consideration which 
results in the extension of the lease to the 
end of the extended period) would be of 
sufficient length to create a long funding 
lease 

The measure will have effect in relation to 
leases where the extension lies between 1 
January 2020 to 30 June 2021. Either party 
to the lease will be permitted to apply this 
measure by election, which will be binding on 
both parties. 

Comment: The easement will restore eligibility 
to claim capital allowances to the position as 
originally intended immediately prior to the 
date of the extension. It will prevent lessors and 
lessees unknowingly triggering anti-avoidance 
legislation and return economic certainty to the 
lease. It will also reduce the administrative 
burden in renegotiating leases and/or 
recalculating capital allowances. 

 

Research and development tax relief 

The Government has published a consultation 
document on the effectiveness of both the 
current R&D tax relief schemes.  The results of 
this will be combined with the July 2020 
consultation regarding the inclusion of data 
and cloud computing costs within claims to 
ensure the relief encompasses all policy 
options and priorities.   

Following the delay last year in the introduction 
of the PAYE cap on the payable tax credit for 
the SME R&D scheme, the Government has 
confirmed it will be implemented from 1 April 
2021 with some minor changes. 

Comment: The Government’s objective in 
launching a wide-ranging consultation on the 
operation of both R&D tax regimes is to ensure 
the UK remains a competitive location for 
cutting edge research, that the reliefs continue 
to be fit for purpose and that taxpayer money 
is effectively targeted.  Recently there have 
been various calls for reform of the current 
R&D schemes and this consultation will enable 
stakeholders to have input into the future 
design of the regimes.  It is good to see such a 
wide-ranging consultation and it will be 
interesting to see how the R&D regimes could 
be improved.  This will also be a great 
opportunity for the Government to address 
some of the current unnecessary complexities 
of the regimes.   

Freeports 

The Chancellor also announced the locations of 
eight chosen freeports in England - special 
economic zones with tax incentives to help 
stimulate regional growth. The Government is 
in discussions with the devolved 
administrations in Scotland, Wales and 
Northern Ireland about establishing freeports 
in the rest of the UK.  

Freeports are designated zones within which 
favourable customs and VAT rules may apply, 
as well as a number of other tax incentives.  

 Stamp duty land tax: There will be a relief 
from stamp duty land tax (SDLT) on the 
purchase of real estate which is situated 
within a designated freeport site in 
England.  However, to qualify the real 
estate must be purchased and used for a 
qualifying commercial purpose and the 
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exemption will be subject to a clawback 
period of three years.  Generally, the relief 
will not apply to residential properties (or 
properties that are to be developed or 
redeveloped into residential property).  At 
least 10% of the consideration must relate 
to property that meets the conditions. The 
exemption applies from the date that the 
Freeport tax sites have been designated 
until 30 September 2026. 

 Capital allowances: Businesses 
constructing or renovating non-residential 
structures and buildings within Freeport 
tax sites will receive tax relief for their 
capital expenditure in the form of a 100% 
first year allowance on qualifying plant 
and machinery expenditure (which would 
have ordinarily qualified for main pool and 
special rate expenditure at 18%/6% 
respectively), and 10% straight line relief 
on qualifying Structures and Buildings 
expenditure over 10 years (compared to 
the 3% standard Structures and Buildings 
Allowance rate from 1 or 6 April 2020). 
These reliefs are available on expenditure 
incurred up to 30 September 2026 and to 
qualify for the SBA the site must be 
brought into use on or before this date. 

 Business rates: There will be full business 
rates relief in Freeport tax sites in 
England, once designated. Relief will be 
available to all new businesses, and 
certain existing businesses where they 
expand, until 30 September 2026. Relief 
will apply for five years from the point at 
which each beneficiary first receives relief. 

 National Insurance Contributions: The 
Government also intends to provide relief 
from employer NICs for eligible employees 
from April 2022, or when a site is 
designated if after this date. This would be 
available until at least April 2026. Details 
of the relief are not yet available. 

Oil and gas 

The Government has announced a clarification 
of the expenditure that qualifies for 
decommissioning tax relief.  This follows a long 
period of debate between HMRC and the 
industry over the treatment of certain 
decommissioning costs incurred in advance of 
an approved abandonment programme, and 
where no other specific advance approval is 

given by the regulator.  The clarification covers 
expenditure incurred in anticipation of the 
approval of an abandonment programme, 
which is likely to include matters such as: 

 Preservation expenditure (eg post-
cessation of production 
logistical/maintenance costs) 

 Preparatory expenditure/advanced 
removal expenditure 

 Preparation of an abandonment 
programme 

Where expenditure qualifies only as a result of 
these new categories, it may be disqualified if 
no abandonment programme is approved 
within 5 years.  Further detail is expected on 
11 March. 

Comment: This clarification will be welcomed 
by industry; both industry and the Exchequer 
are incentivised to see decommissioning 
activities carried out efficiently and at the 
lowest cost. 

Other measures 

 The Government has confirmed that  
Finance Bill 2021 will contain measures 
amending the hybrid tax mismatch rules, 
following the publication on 12 November 
2020 of its original policy paper on these 
changes. 

 Finance Bill 2021 will also ensure that the 
repayments of business rates relief by 
some businesses are deductible for 
corporation tax and income tax purposes. 

 In addition, Finance Bill 2021 will allow 
HM Treasury to lay secondary legislation 
to amend the banking definitions used 
within the bank surcharge, bank loss 
restriction and bank levy rules following 
implementation of the Investment Firms 
Prudential Regime from 1 January 2022. 

 Finally, the Government will also legislate 
in Finance Bill 2021 to deal with the 
withdrawal of LIBOR and the reform of 
other benchmark rates.  
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Property taxes 

Extension of stamp duty land tax 
holiday 

The Chancellor has announced the extension of 
the existing SDLT holiday, under which the first 
£500,000 of the purchase price of a property 
situated in England or Northern Ireland is not 
subject to stamp duty.  

The extension will mean that, until 1 July 
2021, the first £500,000 of the purchase price 
of a property situated in England or Northern 
Ireland will not be subject to stamp duty.  The 
nil rate band will then reduce to £250,000 
from 1 July 2021 and from 1 October 2021 
the nil rate band will return to its original level 
of £125,000.  First time buyer’s relief will now 
apply from 1 July 2021 (previously the 
extension of the nil rate band meant that the 
first time buyers relief was redundant). 

It should be noted that the 3% supplemental 
charge for second-home owners buying 
residential properties in England & Northern 
Ireland in these brackets will still apply. 

 It is not clear at this stage whether the 
Scottish or Welsh Governments will follow suit 
(as they did previously) and extend their 
version of the stamp duty holiday. There was 
no mention of doing so in the draft Scottish 
Budget at the end of January. 

Additional SDLT charge on purchases 
by non-UK residents 
The additional 2% charge to SDLT has been 
confirmed as applying to purchases of 
residential property in England and Northern 
Ireland by non-UK residents from 1 April 2021.  

The legislation that was previously published 
has been amended to only exclude Property 
Authorised Investment Funds (PAIFS) (and their 
51% subsidiaries).  The term for excluded 
leases has been shortened to those with seven 
years to run or less, and the legislation has 
been changed to ensure a general partner 
whose interests exceed 1% of the assets of the 
company is caught. 

 

 

Annual tax on enveloped dwellings 
and stamp duty land tax for housing 
co-operatives 

Following consultation on draft legislation in  
Summer 2020, the Government will introduce 
new reliefs from the annual tax on enveloped 
dwellings (ATED) and the 15% rate of SDLT for 
certain qualifying housing co-operatives. This 
legislation comes into effect on 3 March 2021.  
For SDLT, the relief can be claimed for land 
transactions where the effective date of the 
transaction is on or after that date.  

For ATED, the relief will apply to chargeable 
periods beginning on or after 1 April 2020, 
allowing eligible housing co-operatives which 
have already paid ATED for that period to claim 
a refund. 
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Employment taxes 

Welfare Universal Credit and Working 
Tax Credit claimants   

As anticipated, the temporary £20 per week 
uplift in Universal Credit Standard Allowance 
payments has been extended by a further six 
months.  In addition, the Government 
announced that it will make a one-off payment 
of £500 to eligible Working Tax Credit 
recipients.  

Statutory Sick Pay rebate scheme  

The Chancellor confirmed that small and 
medium sized businesses (i.e. fewer than 250 
employees) will still be able to claim up to two 
weeks of Statutory Sick Pay back from HMRC 
where employee absence is COVID-19 related. 
This scheme was first announced in March last 
year.  

High quality traineeships and 
apprenticeships 

The Government has announced that it will 
provide an additional £126mn in England for 
high quality work placements and training for 
16 to 24 year olds in the 2021-22 academic 
year. Employers who provide trainees with 
work experience will continue to be funded at a 
rate of £1,000 per trainee.  
 

Payments made to employers in England who 
hire new apprentices (of any age) will also be 
extended and increased. Under the new 
scheme, employers who hire a new apprentice 
between 1 April 2021 and 30 September 2021 
will receive £3,000 per new hire. It should be 
noted that this is in addition to the existing 
£1,000 payment the Government provides for 
all new 16 to 18 year old apprentices and 
those aged under 25 with an Education, Health 
and Care Plan, where that applies. 
 

The Government will also introduce a £7mn 
fund from July 2021 to help employers in 
England set up and expand portable 
apprenticeships. The intention of the fund is to 
enable people who need to work across 
multiple projects with different employers to 
benefit from the high-quality, long-term 
training that an apprenticeship provides. 
Employers themselves will also benefit from 
access to a diverse apprenticeship talent 
pipeline.  

Freeports – National Insurance 
Contributions 

As noted above in the business tax section, as 
part of the arrangements to establish 
Freeports the Government also intends to 
provide relief for employer National Insurance 
Contributions for eligible employees from April 
2022, or when a site is designated if after this 
date. This would be available until at least April 
2026. Details of the relief are not yet 
available. 

National Minimum Wage and National 
Living Wage   

The Government has published a new remit for 
the Low Pay Commission (LPC). The 
Government has asked the LPC to monitor and 
evaluate the National Living Wage (NLW) and 
recommend the rate that should apply from 
April 2022 in order to reach two-thirds of 
median earnings (of those eligible for the NLW) 
by 2024, taking economic conditions into 
account.  The LPC is asked to provide a final 
report to the Government by the end of 
October 2021. 

Enterprise Management Incentives 
(EMI) 

The Government has extended the relaxation 
of the working time rules for EMI participants 
impacted by COVID-19 changes to working 
hours until 5 April 2022.  
 

Separately, further to the announcement in 
Budget 2020 that it would be launching a 
review into EMI, the Government has now also 
issued a call for evidence for the effectiveness 
of EMI in its current form. In this call for 
evidence, particular emphasis has been placed 
on examining whether the EMI participation 
criteria should be extended to allow more 
companies to participate. The closing date for 
responses is 26 May 2021. 

Optional Remuneration Arrangements 
(OpRA) – Statutory Parental 
Bereavement Pay (SPBP) 

Under the OpRA rules, employees lose the tax 
advantages arising from most salary sacrifice 
arrangements, but exemptions exist from 
these rules, including where transitional rules 
would otherwise have been affected by 
statutory payments (such as Statutory Sick 
Pay and Statutory Maternity Pay). 



 

 Budget March 2021 10 
 

In April 2020, a new statutory payment, SPBP, 
was introduced. In order to ensure that 
individuals receiving SPBP are not 
disadvantaged, SPBP is included as a statutory 
payment that will be disregarded from the 
OpRA legislation. 
 

Off-payroll working rules – technical 
updates 

In anticipation of the off-payroll working rules 
becoming effective from 6 April 2021, the 
Government has taken the opportunity of the 
delay in implementation (initially due to be 
effective from 6 April 2020) to make three 
minor technical changes in Finance Bill 2021 
to amend unintended drafting errors and 
improve operation of the rules, specifically: 
 
 Intermediary definition: A technical 

change will be made to address the FA 
2020 widening of the definition of an 
intermediary to ensure it no longer 
catches unintended corporate entities 
(such as an agency where the agency has 
already operated PAYE on the full 
payment from the engagement).   

 Information sharing: The changes will 
allow for easier sharing of information 
related to the off-payroll working rules by 
either an intermediary and/or a worker to 
confirm if the rules need to be considered 
by an end client. 

 Fraudulent information: An amendment 
will be made allowing HMRC to take action 
against any UK-based party in the supply 
chain who provides fraudulent 
information, providing greater comfort 
(with regards to potential liabilities) to 
both end clients and/or deemed employers 
who have relied on such information.   

 

 

 

 

 

 

 

National Insurance thresholds   

As had already been confirmed in legislation, 
National Insurance thresholds for 2021-22 will 
rise in line with the Consumer Prices Index 
(CPI). The Upper Earnings Limit will remain 
aligned to the higher rate income tax threshold 
in 2021-22, and the two will remain in 
alignment until April 2026. 

Company vehicles  

As already announced, and in line with 
previous years, the fuel and van benefit 
charges will increase in line with the CPI from 
6 April 2021. 

Easement for employer-provided 
cycles exemption 

As has already been outlined in HMRC 
guidance for a number of months, the 
Chancellor confirmed that the Government will 
legislate in Finance Bill 2021 for the time-
limited easement of the ‘qualifying journey’ 
condition for employer-provided bicycles.  
The easement relaxes the qualifying journey 
condition for any employees who have entered 
into a cycle to work scheme with their 
employer on or before 20 December 2020. 
This easement will expire on 5 April 2022.  
Employees who have a bicycle or cyclists’ 
safety equipment provided after 20 December 
2020 will still need to meet the qualifying 
journey condition (and the other conditions not 
covered by the easement) for the tax and NIC 
exemption to apply. 
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Personal taxes 

In his pursuit of sustainable public finances and 
ensuring that the highest-earning households 
continue to contribute more, the Chancellor 
has announced a freeze on personal tax 
allowances and thresholds. 

Income tax 

The Chancellor has confirmed that, while the 
personal allowance will rise with CPI as planned 
to £12,570 from April 2021, the allowance will 
be frozen at this level until 2026.  Similarly, 
the higher rate threshold will rise to £50,270 
from April 2021, remaining at that level until 
April 2026. 

Savings tax  

The band of savings income which is subject to 
the 0% starting tax rate will remain at its 
current level of £5,000 until April 2022. 

Similarly, the ISA, Junior ISA and Child Trust 
Fund annual subscription limits of £20,000 and 
£9,000 respectively will be frozen until April 
2022. 

The standard lifetime allowance for pension 
savings will be frozen and will no longer 
increase in line with CPI from the start of the 
2021-22 tax year. The limit will remain at the 
current level of £1,073,100 for the next five 
tax years up to 5 April 2026. 
 
As the lifetime allowance limit is being 
maintained, rather than reduced, there will be 
no transitional protections brought in to assist 
anyone impacted by this change.  
 
Comment: The removal of the link between the 
lifetime allowance and CPI may affect anyone 
with pension savings valued at more than the 
current limit of £1,073,100 at the time of 
crystallisation of their pension benefits.  

Inheritance tax  

As with other personal tax allowances, the 
Chancellor has confirmed that both the 
inheritance nil rate band and the residence nil-
rate band will be frozen, and will remain at 
their current thresholds of £325,000 and 
£175,000 respectively until April 2026.  

 

 

Capital Gains Tax   

While speculation was rife at the end of 2020 
that capital gains tax rates could rise, this had 
quietened down over the past couple of 
months and the Chancellor has notably left this 
alone for now, the rate remaining at a headline 
rate of 20%, with 28% being payable on gains 
from residential property and carried 
interest.  The annual exemption amount of 
gains has remained unchanged at £12,300 and 
will be frozen at this level until April 2026.   

There will be changes to ensure that the anti-
avoidance rule concerning holdover relief for 
gifts of business assets operates as intended. 

Comment: Capital gains tax revenues represent 
a relatively modest circa £9 bn in a normal 
year, so a change in rates would have limited 
effect in paying for the Government’s COVID-19 
measures. However, recent speculation has 
created a rise in transaction activity which will 
likely have provided a welcome boost for the 
Treasury this fiscal year.  And if rate changes 
were to be introduced next year and flagged in 
advance in a 2021 Autumn Budget, the 
Treasury coffers could be further boosted, 
particularly by business owners looking to 
accelerate disposals.  

Last year’s Budget brought in a sweeping 
reduction in entrepreneurs’ relief, slashing the 
lifetime limit for business disposals from 
£10mn to £1mn at which a 10% rate applied 
and, in the process, changed the name of the 
reduced relief to Business Asset Disposal Relief 
(BADR).  This relief has survived for now 
although it would be no surprise if this was to 
be reviewed as part of wider capital gains tax 
changes in the future.  

Extension of the Social Investment 
Tax Relief for Venture Capital Regimes 

The Government will extend Social Investment 
Tax Relief (SITR) from April 2021 to April 
2023, continuing the availability of income tax 
relief and CGT hold-over relief for investors in 
qualifying social enterprises.   

Comment: This will be welcome news for social 
enterprises seeking external finance by 
providing tax incentives to encourage 
individuals to invest in them.  
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Indirect taxes 

VAT registration thresholds  

The VAT registration and deregistration 
thresholds will remain the same for a further 
two years from 1 April 2022. 

Extension of reduced VAT rate in the 
hospitality and tourism sectors 

The Chancellor has confirmed that the reduced 
rate of VAT in the hospitality and tourism 
sectors will continue to apply for a further six 
months to 30 September 2021. Thereafter, the 
VAT rate will be 12.5% for an additional six 
months before increasing back to 20% in April 
2022.  

Comment: The extension will be good news for 
those in the affected sectors and although the 
staggered changes will add some complexity 
and costs, this will bring just over a year’s 
worth of additional VAT relief. 

Tax reporting for digital platforms 

The Government will introduce a new power in 
Finance Bill 2021 which will enable regulations 
to be made to implement OECD rules that will 
require digital platforms to send information 
about the income of their sellers to both HMRC 
and to the seller themselves. 

A consultation will take place in Summer 2021 
on the proposed UK implementation of the 
rules. The power to make regulations will have 
effect from the date of Royal Assent of the 
Finance Bill. The regulations will be subject to 
the aforementioned consultation before they 
take effect and are not expected to come into 
force before 1 January 2023, with reporting 
not due until January 2024. 

This will affect digital platforms in the UK that 
facilitate the provision of services, including 
apps and websites which supply services such 
as the provision of taxi and private hire 
services, food delivery services, freelance work 
and the letting of short-term accommodation. 
There is also an indication that this could 
subsequently be applied to digital platforms 
supplying goods.  

HMRC already holds the power to access the 
data collected by UK-based platform operators. 
However, through these new measures HMRC is 
essentially adopting an internationally agreed 
mandatory data collection standard and, more 
importantly, signing up to the periodic 

exchange of information collected with its 
international counterparts - many of whom 
have already or are in the process of adopting 
these protocols.  

This is also a topical area given the recent 
Supreme Court decision in the Uber case and 
HM Treasury’s Call for Evidence on VAT and the 
Sharing Economy. 

VAT Deferral Payment Scheme 
penalty 

Businesses that, as a result of COVID-19, opted 
to defer VAT payments which would otherwise 
have been payable between 20 March and 30 
June 2020 have the option to pay them in up 
to 11 interest-free instalments between March 
2021 and 2022.  
 
Businesses must register between 23 February 
and 21 June 2021 if they wish to make 
monthly instalments. Businesses that do not 
choose to make monthly payments must pay all 
of the deferred VAT by 31 March 2021 or 
contact HMRC to agree other potential 
arrangements.  
 
Finance Bill 2021 will include a measure for 
payment of the deferred VAT by instalments, 
as well as a penalty where the deferred VAT is 
not paid or there is no arrangement in place to 
pay. The penalty with take effect from 1 July 
2021 and will be at the discretion of HMRC.  

Extending Making Tax Digital for VAT  

As previously announced, Finance Bill 2021 
includes provisions that will extend the scope 
of Making Tax Digital (MTD) for VAT. With effect 
from 1 April 2022, VAT registered businesses 
with taxable turnover below the VAT 
registration threshold will need to meet MTD 
for VAT rules. Prior to this date, only those 
with taxable turnover exceeding the VAT 
registration threshold of £85,000 were 
mandatorily required to meet the 
requirements.  

The MTD requirements include keeping VAT 
records digitally, submitting VAT return 
information to HMRC through Making Tax 
Digital compatible software and evidencing a 
digital journey.  

 

 

 

https://www.gov.uk/government/publications/vat-and-the-sharing-economy-call-for-evidence
https://www.gov.uk/government/publications/vat-and-the-sharing-economy-call-for-evidence
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Electronic sales suppression powers 

The Government is introducing new powers to 
tackle electronic sales suppression (ESS). ESS 
is where businesses manipulate electronic 
sales records, either during or after the point 
of sale, in order to hide or reduce the value of 
individual transactions, ultimately reducing the 
recorded turnover of the business and 
corresponding tax liabilities, whilst providing 
what appears to be a credible and compliant 
audit trail. HMRC considers that ESS is a 
growing area of tax evasion. 

A response to the call for evidence on ESS was 
published in June 2020. The Government 
stated that the evidence obtained would be 
used to explore the issue further with an aim to 
develop more effective policy options for 
tackling ESS, in conjunction with other 
measures to tackle non-compliant activity.  

The Government will legislate in Finance Bill 
2021-22 for new ESS powers which will make 
offences of the possession, manufacture, 
distribution and promotion of ESS software and 
hardware. There will also be ESS-specific 
information powers allowing HMRC 
investigators to identify developers and 
suppliers in the ESS supply chain and to access 
software developers’ source code and the 
locations of code and data.  

Other indirect tax measures 

 Finance Bill 2021 will introduce a new 
points-based penalty regime for late 
submission of VAT (and income tax self-
assessment returns), introduce a new 
penalty regime for late payment of VAT 
(and income tax self-assessment), and 
change the VAT interest rules to align them 
with those that apply for income tax. More 
detail is available in our tax administration 
section. 

 Gaming Duty yield bands will increase in line 
with inflation (based on RPI). These must be 
used for accounting periods beginning on or 
after 1 April 2021. 

 The Aggregates Levy rate for 2021 to 2022 
has been frozen with an intention to return 
the levy to index-linking in the future. 

 Fuel duty and alcohol duty have been 
frozen. 

 The Government will legislate in Finance Bill 
2021 to increase the standard and lower 
rates of Landfill Tax for 2022 to 2023 in 
line with RPI, rounded to the nearest 5 
pence. The change will have effect on and 
after 1 April 2022. 

 HGV Vehicle Excise Duty for 2021 to 2022 
is frozen and heavy goods vehicle levy is 
suspended for another 12 months from 1 
August 2021. 

 Vehicle Excise Duty rates for cars, vans, 
motorcycles and motorcycle trade licences 

will increase by RPI with effect from 1 April 
2021. 

Environmental Taxes 

Plastic Packaging Tax  

As previously announced, the Government will 
introduce a new Plastic Packaging Tax from 1 
April 2022, with primary legislation introduced 
in Finance Bill 2021. The tax will encourage the 
use of recycled plastic instead of new plastic 
within packaging. 

Budget 2020 announced the rate of the tax as 
£200 per tonne of plastic packaging which 
contains less than 30% recycled plastic 
content.  

Following a technical consultation, minor 
amendments have been made to the draft 
legislation to improve clarity in accordance 
with stakeholder feedback. 

Other environmental measures 
 
 The Government will introduce legislation in 

Finance Bill 2021 to repeal the provisions in 
Finance Acts 2019 and 2020 relating to 
Carbon Emissions Tax, which were not 
commenced. This follows the Government’s 
announcement in December 2020 that the 
UK Emissions Trading System rather than 
the Carbon Emissions Tax would be the UK’s 
carbon pricing policy from 1 January 
2021. The Government response to a 
consultation in Summer 2020 on the tax is 
being published on 23 March 2021. 
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 The Government will freeze the Carbon 
Price Support rate per tonne of carbon 
dioxide (CO2) emitted to £18 for 2022 to 
2023. 

 Finance Bill 2021 will extend fuel duty to 
biofuels and fuel substitutes used in 
heating, applying lower rebated rates when 
used for non-commercial heating. Changes 
will take effect on 1 April 2022.  

 As previously announced, the Government 
will legislate in Finance Bill 2021 to remove 
the entitlement to use red diesel and 
rebated biofuels from April 2022. Some 
sectors will retain their entitlement to use 
red diesel beyond April 2022, including 
agriculture, rail vehicles, non-commercial 
heating and power generation, travelling 
funfairs and circuses, amateur sports as 
well as golf courses, and all commercial 
boat operators. 

 Long-haul Air Passenger Duty rates will 
increase in line with RPI from April 2022. 
The reduced and standard short-haul rates 
will not rise.  

 The Government will legislate in Finance Bill 
2021 for the Climate Change Levy main 
rates for 2022 to 2023 and 2023 to 2024 
to continue to re-balance the electricity to 
gas ratio as well as amending the reduced 
rates (discount percentages) so that 
businesses in the Climate Change 
Agreement scheme will only be subject to 
an increase to their Climate Change Levy 
liability in line with RPI for the years 2022-
23 and 2023-24. 

 

 

 

 

 

 

 

 

 

Tax administration 

Review of tax administration for large 
businesses 

The Chancellor has announced a review of 
large businesses’ experiences of UK tax 
administration, including its impact on 
certainty, efficient resolution of disputes and a 
collaborative and constructive approach to tax 
compliance.  
 
Although no further detail of the review has 
been published by HMRC as yet, the Budget 
announcement suggests that the review will 
involve consultation with businesses, advisers 
and stakeholders over the coming months, to 
solicit views and understand their perceptions 
of the challenges they face, with a view to 
considering what improvements can be made 
as part of HMRC’s 10-year Tax Administration 
Strategy and wider Tax Administration 
Framework Review.   
 
Comment: HMRC has made numerous changes 
to aspects of its administration of large 
business taxation in recent years, including 
most recently its update to the Business Risk 
Review process from October 2019, but there 
has been no comprehensive review of this topic 
since the HMRC ‘Review of Links with Large 
Businesses’ in 2006.  The proposed review 
offers a welcome opportunity to revisit a 
number of key matters of concern to many 
businesses, including their need for responsive 
and constructive clearance rulings and 
technical advice from HMRC; effective and 
timely handling of HMRC enquiries; truly risk-
based HMRC intervention decisions; avenues 
for raising concerns; and the perennial problem 
of ensuring appropriate continuity of HMRC 
staff and processes.   

Amendments to HMRC Civil 
Information Powers 

As announced on 10 July 2018, with draft 
legislation published on 21 July 2020, 
amendments will be made to HMRC’s 
information powers with effect from Royal 
Assent of Finance Bill 2021 to introduce a new 
power for HMRC to issue a Financial Institution 
Notice (FIN). FINs can be used under certain 
circumstances to require financial institutions 
(including those defined as such under the 
OECD’s Common Reporting Standard, or credit 
card issuers) to provide information to HMRC 
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about a specific taxpayer, without the need for 
approval from the First-tier Tax Tribunal or any 
right of appeal.  
 
These powers have been introduced following 
a period of consultation and it is understood 
they are in response to criticism from the 
OECD Global Forum regarding the length of 
time it takes HMRC to respond to requests 
made by foreign tax authorities under 
information exchange provisions, given the 
general requirement to seek Tribunal or 
taxpayer approval for a third-party notice. 
HMRC is required to report annually on its use 
of FINs. 

Investment in compliance and new 
steps to tackle tax avoidance and 
evasion  

HMRC will be investing in compliance by 
recruiting 1,600 full time equivalent new 
compliance officers to improve its existing 
compliance work on emerging tax and payment 
risks and to improve debt collection capability.  

As mentioned above, this will include a £100m 
investment in a new taskforce of 1,265 
investigators to tackle fraud in relation to 
COVID-19 support schemes. 

Comment: The Government’s actions to repair 
the public finances will therefore be supported 
by HMRC investment in compliance (aiming to 
raise up to £1.3 bn per year by 2025-2026). 
This is an ambitious target.  

Follower Notice penalties reduced 

As announced by written ministerial statement 
on 16 December 2020 and further to the 
consultation concluded in January 2021, the 
Government will legislate in Finance Bill 2021 
to change the penalties that may be charged to 
people receiving Follower Notices as a result of 
using schemes HMRC regard as avoidance. The 
rate of penalty will be reduced from 50% to 
30% of the tax in dispute. 
 
A further penalty of 20% will be charged if the 
tribunal decides that the recipient of a 
Follower Notice continued their litigation 
against HMRC’s decision on an unreasonable 
basis. The legislation will come into effect at 
Royal Assent. 
 
The changes are in response to 
recommendations from the House of Lords 
Economic Affairs Committee in December 

2018 that the "draconian" follower notice 
penalties be abolished on the basis that they 
restrict access to justice. The Government 
rejected the Committee's recommendation to 
abolish follower notice penalties (which are 
designed to deter users of avoidance schemes) 
as it said this would render the regime 
ineffective.  
 
It has not been confirmed whether the 
current penalty potential reduction to a 
minimum of 10% based on taxpayer 
cooperation will remain under the proposed 
changes, or whether those that have already 
paid penalties will be able to benefit from the 
reduction once it is introduced. 

Interest harmonisation and reform of 
penalties for late submission and late 
payment of tax  

Following extensive consultation since 2015, 
the Government will legislate in Finance Bill 
2021 to introduce a new penalty regime for 
VAT and income tax Self Assessment (ITSA). 

The reforms will come into effect for VAT 
registered businesses for periods starting on or 
after 1 April 2022; for taxpayers in ITSA, from 
accounting periods beginning on or after 6 
April 2023; for taxpayers with business or 
property income over £10,000 per year (that 
is, taxpayers who are required to submit digital 
quarterly updates through Making Tax Digital 
for ITSA); and, for all other ITSA taxpayers, 
from accounting periods beginning on or after 
6 April 2024. 

The new late submission regime will be points-
based, and a financial penalty of £200 issued 
for every missed submission on and after a 
relevant points threshold is reached. 

The new late payment regime will introduce 
penalties which are proportionate to the 
amount of tax owed and how late payment is, 
with no penalty chargeable on tax paid up to 
15 days after the due date, a 2% penalty 
chargeable on tax paid between 16 and 30 
days after the due date, which increases to a 
4% penalty chargeable on tax unpaid after 30 
days, with a further 4% annualised penalty rate 
chargeable on outstanding tax due after 30 
days. 

Charges and repayment interest on VAT will be 
aligned to the rules for income tax. 
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Green measures in Budget 2021 

Whilst the Budget may not have met the 
expectations of many on green issues, there 
were a number of measures which support the 
Building Back Better agenda and net zero 
targets. 

These measures include: 

 Freeports: Whilst Freeports have been 
presented as part of the UK’s journey to 
enhance international trade and economic 
“levelling up” following Brexit, the 
Chancellor also connected it to the 
broader green and net zero agenda in his 
announcement of the eight English 
Freeports.  Some of these are strategically 
located to encourage and incentivise 
environmentally friendly industries such 
as Offshore Wind and Carbon Capture. For 
companies investing within designated tax 
zones within these freeport sites there are 
a number of tax benefits including 
enhanced capital allowances and 
enhanced buildings and structures 
allowances for capital expenditure 
incurred and buildings and structures 
brought into use before 30 September 
2026. Local authorities will have access to 
seed funding to assist in the establishment 
of the Freeports. The application 
processes for Freeport status in Scotland, 
Wales and Northern Ireland have still to 
take place. 

 Aberdeen’s Energy Transition Zone, 
Global Underwater Hub and North Sea 
Transition Deal: The Government has 
committed £34m of funding to support 
the North East of Scotland in playing a 
leading role in meeting the nation’s net 
zero ambitions and supporting the 
transition to a low-carbon future.  

 Holyhead hydrogen hub: £4.8m of 
funding has been allocated to support the 
development of a pilot of the creation of 
“clean hydrogen”, and its use as a zero-
emission fuel in HGVs.  

 Offshore wind ports: The Government will 
make an offer of support for the creation 
of new, and improvement of existing, 
infrastructure in Humber and Teesside to 
support the development of offshore wind 
port hubs. 

 UK Infrastructure Bank: The Budget 
detailed the creation of the new UK 
Infrastructure Bank which will partner with 
both the private sector and local 
government to encourage infrastructure 
investments aimed at tackling climate 
change and promoting economic growth 
across the country. 

 Green Gilts: The Government will issue its 
first Green Gilt this summer, with a further 
issuance later in the year, raising a 
minimum of £15bn which will be 
committed to projects that help meet the 
Government’s green objectives, as well as 
social benefits such as job creation and 
levelling up. 

 Green retail National Savings and 
Investment (NS&I) product: A green retail 
savings product will be offered through 
the NS&I this summer which will be closely 
linked to the green gilt framework, giving 
UK savers the opportunity to tackle 
climate change collectively. 

 Taxation: The Budget includes provision 
for the introduction of a Plastics 
Packaging Tax on 1 April 2022 via Finance 
Bill 2021. The Government has also 
reiterated its commitment to the removal 
of the entitlement to red diesel, although 
it is to be retained for certain sectors in 
addition to agriculture following 
representations after Budget 2020.   

The changes to re-balance the electricity 
to gas ratio for Climate Change Levy 
announced in Budget 2020 will also be in 
Finance Bill 2021.  

The Carbon Emissions Tax primary 
legislation introduced in the Finance Bills 
in 2019 and 2020 will be repealed in 
Finance Bill 2021 The rationale is that the 
UK introduced the UK Emissions Trading 
Scheme with effect from 1 January 2021 
and as the Carbon Emissions Tax was an 
alternative to the emissions trading 
scheme it is no longer required. 

The Budget did not contain any updates 
on the Green Gas Levy which was 
announced in Budget 2020 and was 
subject to consultation in Autumn 2020.  
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EY Item Club 

The OBR growth forecasts 

The OBR has lowered its growth forecast for 
2021 to 4.0% from 5.5% but compensated by 
lifting the 2022 projection to 7.3% from 6.6%. 

With the economy contracting less in 2020 
than the OBR had expected, the economy is 
now seen returning to its Q4 2019 level by 
mid-2022 rather than the end of 2022. This is 
similar to the EY ITEM Club expectation. The 
EY ITEM Club believes the OBR is being 
pessimistic over UK growth in 2021 but 
suspects this is offset by an optimistic view for 
2022. 

The OBR forecasts public borrowing to be 
significantly less than previously expected at 
£355bn (17.0% of GDP) in 2020-21. The 
expected 2021-22 shortfall has been lifted to 
£234bn (10.3% of GDP) as more supportive 
measures for the economy have been 
announced. 

However, with the Chancellor announcing 
initial moves to rein in public borrowing and 
the better-than-expected 2020-21 outturn, the 
OBR now sees total public borrowing £35.3bn 
lower over 2020-21 to 2025-26 than it had in 
November 2020. 

EY ITEM Club’s comments  

The economy contracted 9.9% in 2020, 
significantly less than the 11.3% pencilled in by 
the Office for Budget Responsibility in its 
November forecast. This was because activity 
held up better than expected in the fourth 
quarter amid the November lockdown and 
other restrictions. 

However, the economy is headed for a weaker 
first quarter of 2021 than the OBR had 
anticipated in November and this is a major 
factor in the OBR cutting its GDP growth 
forecast for 2021 to 4.0% from the 5.5% 
previously anticipated. Conversely, the OBR 
has lifted its expectation for growth in 2022 to 
7.3% from 6.6%. 

Further out, the OBR has trimmed its GDP 
growth forecast for 2023 to 1.7% from 2.3% 
and made little changes to the 2024 (1.6%) 
and 2025 (1.7%) growth expectations. 

The overall impact of the better-than-
anticipated performance in 2020 and revised 
GDP growth forecasts is that the economy is 
now seen regaining its Q4 2019 level by mid-
2022 rather than the end of 2022. However, 
the OBR still sees the economy 3% smaller in 
five years’ time than it would have been 
without the COVID pandemic. 

The EY ITEM Club believes that the OBR’s 
growth forecast for 2021 is on the cautious 
side and that growth could reach 5.0% as the 
fast roll-out of COVID-19 vaccines facilitates 
the easing of restrictions and boosts consumer 
and business confidence. However, the EY ITEM 
Club suspects that the flip side will be lower – 
but still rapid – growth than the OBR expects in 
2022, at 6.5%. This means that, similar to the 
OBR, the EY ITEM Club sees the economy 
regaining its Q4 2019 size around mid-2022 
but we expect more progress to be made in 
2021. 

Post-2022, the EY ITEM Club’s growth 
forecasts are broadly similar to the OBR’s at 
2.0% in 2023, 1.8% in 2024 and 1.7% in 2025. 

The Chancellor has been helped by the deficit 
in the public finances coming in below 
expectations over the first ten months of fiscal 
year 2020-21. The budget deficit (Public 
Sector Net Borrowing excluding banks – 
PSNBex) amounted to £270.6bn over the first 
10 months of fiscal year 2020-21, up from 
£48.6 bn in April 2019 – January 2020. If the 
trend of the first 10 months of this fiscal year 
continued, PSNBex would come in around 
£318bn. 

However, it looks likely to come in higher than 
this with a series of other supportive fiscal 
measures announced. Additionally, the likely 
contraction in the first quarter of 2021 will 
affect receipts, while there are also likely to be 
upward revisions to earlier data – particularly 
when the ONS incorporates estimates of the 
likely level of write-offs from the various 
government-backed loan schemes. 

Nevertheless, earlier forecasts that PSNBex 
could come in near £450bn in 2020-21 are 
now outdated. Indeed, the OBR feels that its 
November estimate of a PSNBex of £393.5bn 
(19.0% of GDP) is now too high. 
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The OBR has cut its estimate of public sector 
net borrowing in 2020-21 to £354.6 bn, or 
16.9% of GDP. However, this is countered by 
the fact that public borrowing in 2021-22 is 
now expected to be higher, at £233.9 bn or 
10.3% of GDP, due to the additional supportive 
measures for the economy and jobs. 

Borrowing is then seen falling to £106.9 bn, or 
4.5% of GDP, in 2022-23. This is little changed 
from the November expectation of £104.6 bn 
(4.4% of GDP). Thereafter, reflecting the 
measures announced by the Chancellor, public 
borrowing is seen falling more than previously 
2024-25 and £73.7 bn (2.8% of GDP) in 2025-
26. In November, PSNBex had been seen 
stabilising around £100bn (3.9% of GDP) in 
2024-25 and 2025-26. 

This means that overall public borrowing is now 
seen £35.3 bn lower over 2020-21 to 2025-26 
than the OBR anticipated in November: it is 
now forecast to reach a total of £928.8bn 
rather than £964.1 bn. 

A particularly notable feature of the OBR's new 
forecast is that the peak in the unemployment 
rate is seen lower than had been expected last 
November. This largely reflects the extension 
of the furlough scheme, as well as the recent 
resilience of the labour market. 

The unemployment rate is now seen reaching a 
peak of 6.5% in 2021 rather than rising as high 
as 7.5%. Overall, the expected average 
unemployment rate has been lowered to 5.6% 
in 2021 (from 6.8%), 5.9% in 2022 (from 6.5%) 
and 5.1% in 2023 (from 5.4%). The 2024 and 
2025 unemployment rate forecasts are 
unchanged at 4.5% and 4.4% respectively. 
These forecasts look broadly defensible overall. 

The Budget’s near-term focus is on 
supporting the economy and jobs 

The near-term parts of the Budget are tilted 
towards supporting the economy and jobs as 
lockdown is in place. While hopes are high that 
the progressive rolling out of the COVID-19 
vaccines will facilitate the easing of 
restrictions, this is not guaranteed. 

The Chancellor says that the Budget provides 
an additional £65bn of support for the 
economy over 2021 and 2022, bringing the 
total to £407bn. Of particular note is the 
extension of the furlough scheme from the end 

of April to the end of September. There is also 
a fourth self-employment support grant made 
available. 

Other measures include the extension of the 
VAT cut for the hospitality and leisure sector 
from the end-March to the end-September; the 
extension of the increased Stamp Duty 
threshold from end-March to end-September 
and a mortgage guarantee scheme for buyers 
with low deposits. The business rates freeze is 
extended until June and then rates will be cut 
by two-thirds for the rest of the year. The £20 
week increase in Universal credit is extended 
for 6 months. 

However, supporting the economy and jobs 
now is not the sole focus. The Chancellor 
repeatedly expressed a desire to restore the 
public finances to a sustainable state over the 
longer term and he has taken initial steps in 
this Budget to do that. 

The major move by the Chancellor aimed at 
improving the public finances over the medium 
term is raising the corporation tax rate from 
19% to 25% in 2023. Another notable move is 
the freezing of income tax thresholds until 
2026. 

The OBR considers that the tax rises 
announced in this Budget increase the tax 
burden from 34.0% to 35.0% of GDP in 2025-
26. 

To meet his objective of building the UK 
economy, the Chancellor has announced 
measures including the establishment of an 
infrastructure bank and the establishment of 
eight new freeports. 
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What happens next? 

Two further important tax events will follow 
this month. First, the Budget debates will 
conclude on 9 March, with Finance Bill 2021 
then being introduced into Parliament on 
Thursday 11 March. The draft Finance Bill 
2021 will provide more detail on tax measures 
to be implemented now, although draft 
legislation has already been provided for most 
of the measures in the Bill.  

Then on 23 March 2021, we will have a new 
style ‘Tax Day’ or ‘Consultation Day’, with the 
publication of a series of tax consultations and 
calls for evidence. These announcements will 
not be included in the next Finance Bill, but will 
provide an indication of what the future is 
likely to hold in terms of UK tax policy and 
administration.  

There is no timetable for the Parliamentary  
stages of the Bill as yet, but based on recent 
history we expect it to receive Royal Assent 
sometime in July 2021. 

Looking further ahead, the Chancellor will hold 
another Budget this Autumn, at which time, 
with the COVID-19 situation hopefully 
significantly better, we could see more of his 
long-term strategy for the recovery and growth 
of the UK economy.  
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