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ARE YOU GIVING A FREE LOAN TO THE
TAX MAN?

Introduction

For property companies, Capital Allowances are likely to
represent the second largest tax allowable expense (after
interest charges) and can make a big difference to the level
of the corporation tax liability. One of the key ways to avoid
overpayments, therefore, is to calculate Capital Allowances
claims before the payment due date.

It is well understood that companies pay interest on corporation tax that
is paid late and receive interest on any early or overpayment of
corporation tax. The rates of interest for late or underpayment of tax
differs from the rate applicable to early or overpayment. This differential
is intended to encourage payment on time and also reflects commercial
practice for borrowing and lending.

In addition, the interest rates for companies that pay corporation tax by
instalments differs to the rates applicable to companies that are required
to pay within nine months and one day from the end of the accounting
period (the normal due date). This recognises that companies paying by
instalments have to assess the amount of tax due before the tax liability
can be finalised and are, therefore, more likely to get the payment wrong.
But whether a company pays by instalments or not, it seems like a
reasonable assumption that HM Revenue & Customs (HMRC) will pay
some level of interest on any overpayments - doesn't it?

David Rees The whole issue of interest payments across all taxes is the subject of a
223,(?068 2@8)01 consultation exercise by HMRC. In June 2008, HMRC published a
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consultation paper entitled 'Interest - Working Towards a Harmonised
Regime’, which was followed by a further paper in November 2008
setting out a ‘Summary of Responses and Proposals’. Within the
November 2008 consultation paper is the following statement:

An effective interest regime should be based on the principle of
recompense. It should be fair to those who pay on time by removing the
benefit of delaying payment to those who pay late and by providing
reasonable recompense for those who overpay.

In addition to the above, legislation was rushed out in December 2008 to
enable the Treasury to amend the rates of interest sooner than was
previously possible. It used to take about a month after a Bank of England
base rate change before HMRC could start applying the new rates but, with
interest rates dropping so quickly in response to the financial crisis, a
speedier response was required. This resulted in SI 2008 / 3234 ‘The
Taxes and Duties (Interest Rate) (Amendment) Regulations 2008’. When
the Bank of England reduced the base rate from 1% to 0.5% on 5 March
2009, HMRC were able to publish new rates on 13 March 2009.
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The table below sets out the position for corporation tax, with the new rates
effective from 16 March 2009 for payment of corporation tax by instalments
and from 24 March 2009.otherwise. (The rates for early payment have
been omitted for simplicity).

Corporation tax IaI{]eterest on Interest on
payment overpayments
OLD NEW OLD NEW
Instalments 2.0% 1.5% 0.75% 0.25%
Normal due date 3.5% 2.5% 0% 0%

As can be seen from the table above, companies that do not pay by
instalments will not receive any interest on overpayments. In fact, this has
been the case since 19 February 2009 when the overpayment rate was
reduced from 1% to zero. That being the case, overpayments should be
avoided whenever possible. For property companies, Capital Allowances
are likely to represent the second largest tax allowable expense (after
interest charges) and can make a big difference to the level of the
corporation tax liability. One of the key ways to avoid overpayments,
therefore, is to calculate Capital Allowances claims before the payment due
date.

The time limit for a company to make a Capital Allowances claim is two
years from the end of the relevant accounting period. In the case of plant
and machinery allowances, if a claim is not made by this date, then the two
year period simply rolls forward and the company can make a claim in a
later accounting period. It is, not uncommon for a company to leave the
preparation of Capital Allowances claims until shortly before the filing date
or even after the tax return has been filed.

Whilst companies that pay corporation tax by instalments have no choice
but to estimate their tax liability as best they can, other companies have
nine months after the end of the accounting period to finalise the tax
liability. Early consideration of Capital Allowances will, therefore, help to
ensure that an overpayment does not arise and a free loan to the tax man
is avoided.

For further advice concerning any of the issues raised in this briefing,
please contact one of our key individuals detailed overpage, or alternatively
call our helpline on 0800 526262. Information on other property tax related
topics can also be found on our website at
http://bankingtaxfinance.davislangdon.com.
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Whilst every effort has been made to ensure accuracy at time of publication, dated September 2010, information contained in this document may not be comprehensive or reflect individual circumstances or

may be subject to subsequent revision and legislative changes. Recipients should therefore not act on any information without seeking professional advice.



