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A company with no associates pays tax at a lower rate on the first £300,000 
profits it makes each year. Where there are associated companies 
(companies under common control) they share the £300,000 band. If there 
are three companies under common control they each pay the lower rate of 
tax on the first £100,000 profits they make. This can increase significantly the 
amount of tax each company pays.
 
Why should this be of interest to partners of a partnership? Well a company 
is associated with another if more than 50% of the shares in both companies 
are owned by the same individual or by the same group of individuals. Shares 
owned by close relatives are attributed to the individual for this test. The 
catch is that the rights of business partners are also attributed.
 
The consequence of this is that if three partners each own their own company then these companies are technically associated and 
only pay the lower rate of tax on the first £100,000 profits they each make. The Revenue made use of this over recent years to open 
enquiries into the returns of the members of film partnerships. There have been suggestions over recent months that the Revenue 
was set to extend this and open enquires into the returns for all types of partnerships.
 
This is no longer the case and the Chancellor announced that the rights of business partners will not be attributed with effect from 
1 April 2008 unless there are arrangements in place to secure a tax advantage.

Certain types of pension plans have been heavily 
promoted over recent years as a means to pass 
assets onto family members without inheritance 
tax being paid. The Government made clear its 
views that pension plans were never intended 
for this purpose and that it planned to introduce 
punitive tax charges on assets passed on in this 
way.
 
Well, if a pension scheme member dies after 5 
April 2008 there will be a 70% tax charge if a 
relative receives an increase in their own 
pension rights as a consequence. There will also 
be an inheritance tax charge which could 
increase the total tax charge to 82%.
 
There will be an exception to these charges 
where there are more than 20 members of the 
pension scheme and each member receives the 
same rate of increase in their pension rights but 
this will be of little comfort to many who hoped 
to use their pension plans in this way.
 

Death to use of pension plans
for inheritance tax savings

ASSOCIATED COMPANIES
AND PARTNERSHIPS
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The way allowances are given for capital expenditure change from 1 April 2008 for companies (6 April 
2008 for individuals and partnerships):
 

 • Industrial and Agricultural Buildings Allowances are being phased out with these allowances reducing by 1% per 

  year until they vanish by April 2011.

 • First year allowances will no longer be available on plant & machinery or fittings.

 • There will be a new ‘annual investment allowance’ of £50,000.

 • The writing down allowance on plant and machinery and on cars reduces from 25% to 20%.

 • The 25% writing down allowance on fittings will be replaced by a 10% allowance on ‘integral features’.

 • The 6% writing down allowance on long life assets increases from 6% to 10%.
 
Much of these changes have been previously announced but points arising in the 2008 budget include the number of annual 
investment allowances available to related businesses, a definition for integral features and the ability to write off small pools
in full.
 
From April 2008 there will be a new 100% annual investment allowance (AIA) for the first £50,000 annual businesses 
expenditure on plant & machinery, integral fittings or long life assets. The number of AIA’s available to related companies and 
businesses are:
 

 • A single company or unincorporated business has a full AIA

 • A group of companies receives a single AIA for the group.

 • If the same person(s) control a company and an unincorporated business then both the company and the

  unincorporated business receive a full AIA.

 • If the same person(s) control two companies (or unincorporated businesses) then each company (or unincorporated

  business) will have a full AIA unless the two companies (or unincorporated businesses) share the same business

  premises or carry out similar activities.

 • Where the AIA is shared between related businesses or companies then there is freedom over how this is allocated.
 
Integral features have been defined and will include electrical systems, cold water systems, water heating systems, powered 
ventilation, air cooling systems and floors & ceilings comprised in these. This does give the opportunity to claim capital 
allowances where no claims have been previously possible and it will be important to identify qualifying expenditure at an 
early stage of any building project.

The remaining allowances on small plant & machinery pools and/or integral features pools (balance on pool is less than 
£1,000) can be claimed in full.

Capital Allowances Shakeup
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