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 Budget 2007  
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BUILDING BRITAIN’S LONG-TERM FUTURE: PROSPERITY AND 
FAIRNESS FOR FAMILIES  

  
The Government’s economic objective is to build a strong economy and a fair 
society, where there is opportunity and security for all. 
 
The long-term decisions the Government has taken – giving independence to 
the Bank of England, new fiscal rules and a reduction in debt – have created 
a strong platform of economic stability. The UK economy is currently 
experiencing its longest unbroken expansion since quarterly records began, 
with GDP now having grown for 58 consecutive quarters. 
 
The global economy is in the midst of radical transformation with far reaching 
and fundamental changes in technology, production and trading patterns. 
This transformation will present both challenges and opportunities for the UK. 
Individuals, businesses and communities all need to be ready to respond to 
the changing global environment.  This Budget sets out further reforms to lock 
in stability and to invest in the UK’s future, including a major package of 
reforms to the corporate tax system to enhance international competitiveness, 
encourage investment and promote innovation, reducing the main rate of 
corporation tax to 28 percent by April 2008, the lowest in the G7.  
 
The Government is committed to promoting fairness alongside flexibility and 
enterprise to ensure that everyone can take advantage of opportunities to 
fulfil their potential. The Government has undertaken a comprehensive 
programme of reform to the tax and benefit system with the aims of 
encouraging work and saving, supporting families, and ensuring security for 
all in old age. The Budget announces the next stage of these reforms, 
including removing the 10 pence starting rate and cutting the basic rate of 
income tax from 22 pence to 20 pence in April 2008, alongside increases to 
the Child Tax Credit and the threshold for the Working Tax Credit. 
 
The Government’s aim is to deliver world-class public services through 
sustained investment matched by far-reaching reform. The Budget 
announces that education spending in England will rise by 2.5 per cent each 
year in real terms (5.3 per cent in cash terms) on average between 2007-08 
and 2010-11. As a result total education spending in England will rise from 
£63.7 billion in 2007-08 to £66.9 billion in 2008-09, £70 billion in 2009-10 and 
£74.4 billion in 2010-11. 
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is essential to increase productivity and seize new global opportunities. 
Budget 2007 sets out how the Government will build on the progress over the 
last decade through: 
 
• a major package of reforms to the corporate tax system to promote 

growth by enhancing international competitiveness, encouraging 
investment and promoting innovation: 
- a reduction in the headline corporate tax rate from 30 per cent to 

28 per cent from April 2008, making it the most competitive rate in 
the G7 and other major economies; 

- modernising and simplifying the capital allowance system; 
- further enhancements to the SME and large company R&D tax 

credit schemes;  
- increasing the small companies rate to reduce the advantage of 

extracting labour income by way of dividends; 
- the introduction of a new Annual Investment Allowance (AIA) of 

£50,000 for all business who invest to grow. 
  

• driving forward the risk-based approach to regulation by 
implementing the Hampton Review’s risk-based approach, consulting on 
applying it to employment tribunals and encouraging regulatory reform in 
Europe based on risk; 

 

• maintaining the Government’s commitment that private and public 
sector R&D investment reach 2.5 per cent of GDP, with the 
announcement of early CSR settlements for the Department for Trade 
and Industry’s science budget and the Department for Education and 
Skills, which together will ensure that total investment in the public 
science base will rise by 2.5 per cent in real terms over the CSR period; 
and 

 
• reforming empty property relief in business rates alongside a wider 

package of land and property incentives to increase competitiveness, 
encourage investment and deliver sustainable increases in housing 
supply. 

 
Further details on these and other measures are set out below: 
 
Reforming the business tax system 
 
The business tax system has a key role to play in influencing the five drivers 
of productivity growth.  Reforms to corporation tax (CT) over the last ten years 
have maintained the reputation of the UK as an attractive place to do 
business and to invest. 
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Building on this, the Government believes the time is now right for the UK to 
take a leading role to reform its business tax system. Budget 2007 announces 
reforms which will: 
 
• Enhance the competitiveness of UK companies by reducing the main 

rate of corporation tax (CT) from 30 per cent to 28 per cent from April 
2008, firmly establishing the UK CT rate as the lowest in the G7 and 
below the EU15 and OECD average; 

 
• Encourage growth through investment by: 

 
- introducing an Annual Investment Allowance which will target 

investment support on all businesses that are investing for growth 
and help alleviate the cash flow constraints which confront small 
and growing businesses; and 

 
- reforming the capital allowances regime so that allowances 

better reflect true economic depreciation, ensuring that business 
investment decisions better reflect commercial rather than tax 
considerations, and removing outdated and unjustified distortions. 

 
• Ensure fairness across the tax system by a staged increase in the 

small companies’ rate of CT from 19 per cent to 20 per cent from April 
2007, 21 per cent from April 2008 and 22 per cent from April 2009, as 
part of tackling tax motivated incorporation and refocusing incentives for 
small businesses towards those businesses that reinvest; and 

 
• Encourage growth through innovation by: 
 

-  increasing the headline SME R&D tax credit rate from 150 percent 
to 175 per cent; and increasing the R&D tax credit rate from 125 
per cent to 130 per cent, form April 2008. 

 
Better regulation 
 
In response to the concerns of business, the Government is committed to 
ensuring that the costs associated with the regulatory system are 
proportionate to the risks posed. The Chancellor today: 
 
• welcomes the recommendations of Michael Gibbons’ review of dispute 

resolution and consulting on a range of employment law simplification 
measures; and 

 
• as part of its commitment to deliver its Hampton commitments, 

announces five high-risk national priority areas for local authority 
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enforcement. These are: air quality, alcohol licensing, hygiene of food 
businesses, improving health in the workplace, and fair trading. 

 
Investing in the growth of the UK’s science and innovation system  
 
The Government today announced a range of measures to enhance the 
leadership role of the Technology Strategy Board (TSB) to promote 
innovation across all sectors of the economy, through: new targets for the 
Research Councils to increase the amount of collaborative R&D they conduct 
in partnership with the TSB; a £100 million competition for the Collaborative 
R&D programme; and the intention to explore three new Innovation Platforms. 
 
Lyons Inquiry and Empty Property Relief 
 
The Government accepts Sir Michael Lyons’ recommendations that business 
rates yield remain linked to RPI and that the tax is not re-localised. Lyons also 
proposes a system of local business rates supplements. The Government will 
assess this proposal, but believes any future system of supplements must be 
based on strong accountability to business. 
 
Lyons examines the reliefs and exemptions in business rates. The empty 
property relief (EPR) was also identified by Kate Barker as a distortion to 
efficient land and property markets and barrier to UK competitiveness. In 
response the Chancellor announced today his intention to reform EPR from 
April 2008.  
 
Lyons concludes that a robust evidence base has not been developed to 
support the introduction of taxes or charges on tourism. The Government 
therefore does not intend to introduce a tourist tax. 
 
THE REGIONAL DIMENSION  
 
The Regional Development Authorities have contributed to the development 
of regional policy in the Budget in three key areas: the role of the private 
sector in promoting regional economic growth, regional competitiveness in a 
global context and improving evaluation of RDA spend. Responding to this, 
the Budget takes further measures to improve the performance of regional 
institutions, develop the regional evidence base, and ensure strong regional 
input into the Budget process.   
 
INCREASING EMPLOYMENT OPPORTUNITY FOR ALL 
 
The Government’s long-term goal is employment opportunity for all - the 
modern definition of full employment. Delivering this requires that everyone 
should be provided with the support they need to find, retain and progress in 
work, and adapt to and benefit from a global labour market. This chapter 
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describes the principles which underpin the Government’s welfare reform 
agenda, and the further steps it is taking towards its aim of employment 
opportunity for all, including: 
 
• to provide further help to lone parents to stay in employment, by 

continuing to make In-Work Credit available to eligible lone parents 
in the current pilot areas until June 2008, benefiting over 250,000 
lone parents, and offering a higher rate of £60 across the whole of 
London; 

 
• introducing a four-week run-on in entitlement to Working Tax Credit 

from the day that a previously eligible claimant ceases to work 16 hours; 
 
• testing reforms to the education and training offered to participants 

on New Deal for young people, and testing a seamless link from New 
Deal to in-work training delivered through Train to Gain; 

 
• announcing local employment partnerships with large retail 

employers working in partnership with Jobcentre Plus at a local 
level, to help the long-term unemployed and economically inactive back 
to work; 

 
• trialling short, work-focused approaches for English as a second or 

other language (ESOL) courses in the London Cities Strategy 
pathfinders for parents on benefits or tax credits; 

 
• further improving the administration of Housing Benefit, and 

setting out an intention to reform Housing Benefit subsidy for 
temporary accommodation; 

 
• introducing a package of measures to align further and simplify the 

benefits system; and 
 
• following the Low Pay Commission recommendations, raising the adult 

rate of the National Minimum Wage to £5.52 per hour, the youth rate, 
for workers aged between 18 to 21, to £4.60 and the development rate, 
for 16 and17- year olds to £3.40; all from October 2007. 

 
Further details on these and other measures are set out below: 
 
Lone parents and work 
 
Helping lone parents move into work is a key Government objective. The 
Budget announces an extension of the £40 per week In-Work Credit for lone 
parents in the current pilot areas until June 2008. This means that over 
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250,000 eligible lone parents will continue to benefit from improved financial 
gains to work.  
 
The Budget also announces that the In-Work Credit will be increased from 
£40 to £60 in London to reflect higher living and childcare costs for lone 
parents in the capital. 
 
Working Tax Credit run-on 
 
To reduce overpayments and to ease the transition from tax credits to 
benefits, HMRC are introducing a four-week run-on in entitlement to Working 
Tax Credit from the day that a previously eligible claimant ceases to work 16 
hours. 
 
This will reduce the number and value of overpayments when people are late 
in reporting that they are no longer entitled to WTC.  It also reflects the fact 
that, from this April, claimants are subject to a four week mandatory reporting 
period when they cease work or have other changes of circumstances. 
 
Maximising effectiveness of the New Deal 
 
The New Deal has been fundamental to the success of the Government’s 
labour market policies. Over the last decade, the New Deal has found over 
1.9 million jobs for people, including over 850,000 for young people and 
nearly 300,000 for unemployed adults. This success has contributed to a 
nearly two-thirds reduction in long-term claimant unemployment since 1997. 
 
To maximise the effectiveness of the New Deal, today’s Budget announces 
that the Government will pilot reforms that will strengthen the training offered 
to young people on the New Deal, encourage more to take up subsidised 
employment, which has proved to be the most successful of the full-time 
options, and create a seamless link from New Deal to in-work training through 
Train to Gain. 
 
Local Employment Partnerships 
 
Five leading employers in the retail sector - Asda, B&Q, Marks & Spencer, 
Sainsbury’s, and Tesco - and the British Retail Consortium have today 
announced their commitment to work in partnership with Jobcentre Plus to 
support long-term benefit claimants into work, building on the successful 
approaches these retailers have already established. The support retailers 
have offered is set out in the Local Employment Partnerships agreement 
signed by the Chief Executives of the five retailers, the Chancellor and the 
Secretary of State for Work and Pensions (available at: www.hm-
treasury.gov.uk). We estimate that the level of support offered by these five 
employers, if rolled out across the retail sector more widely, could provide 
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help for 100,000 people to find employment over the next five years. The 
British Retail Consortium has offered to help engage other major retailers to 
make this happen.  
 
The Chancellor welcomed this announcement and thanked Asda, B&Q, 
Marks & Spencer, Sainsbury’s, and Tesco for their commitment to this issue. 
 
English as a second or other language (ESOL)  
 
Speaking English can be an important step towards getting a job For parents, 
not being able to speak English increases the chances their children will be in 
poverty. The Government will therefore trial short, work-focused approaches 
for English as a second or other language (ESOL) courses in the London 
Cities Strategy pathfinders for parents on benefits or tax credits. 
 
Housing benefit 
 
Budget 2007 announces further enhancements to the IT links between 
Jobcentre Plus, The Pension Service and local authorities to speed up the 
processing of Housing Benefit (HB) applications and reduce fraud and error. It 
also announces the Government’s intention to reform the subsidy to local 
authorities for HB for temporary accommodation. These new measures will 
help to further simplify the system, and improve the work incentives, choices 
and mobility of HB claimants. 
 
National Minimum Wage 
 
Working Tax Credit (WTC) and the National Minimum Wage (NMW) work 
together to provide a guaranteed income in work, achieving fairness 
combined with labour market flexibility. 
 
Following the Low Pay Commission’s recommendations on 1 March 2007, the 
adult rate of the National Minimum Wage will rise to £5.52 per hour, the youth 
rate, for workers aged between 18 to 21, to £4.60 and the development rate, 
for 16 and 17 year olds to £3.40 from October 2007. 
  
Tackling worklessness in London 
 
There has been strong growth in the number of jobs and in the level of 
employment in London since 1997, but London’s employment rate remains 
lower than both the national rate and that of every other UK country and 
region.    Employment opportunity for all: tackling worklessness in London, 
published alongside Budget 2007, recommends: policies to relieve the 
congestion in London’s low-skilled labour market; a more strategic approach 
to identifying the most appropriate employment programmes to address the 
needs of Londoners; a clearer focus on the employment needs of parents in 
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London; and consideration of the institutional arrangements best suited to 
implementing these changes. 
 
BUILDING A FAIRER SOCIETY 
 

The Government is committed to promoting fairness alongside flexibility and 
enterprise to ensure that everyone can take advantage of opportunities to 
fulfil their potential. Since 1997, the Government has undertaken a 
comprehensive programme of reform to the tax and benefit system with the 
aims of simplifying the system, eradicating child poverty, supporting families, 
promoting saving, and ensuring security for all in old age. The Government is 
also committed to a modern and fair tax system that ensures that everyone 
pays their fair share of tax. This Budget announces the next stage in 
modernising the tax and benefit system offering more support for work, 
families and pensioners:  
 
• removing the starting rate and cutting the basic rate of income tax 

from 22 pence to 20 pence in April 2008, creating a simpler structure 
of two rates: a 20 pence basic rate and a 40 pence higher rate; 

 
• increasing the upper earnings limit for national insurance by £75 a 

week above indexation in April 2008 and, from April 2009, fully 
aligning it with the higher rate threshold – the point at which 
taxpayers start to pay the higher rate of income tax, further simplifying 
the system; 

 
• raising the aligned higher rate threshold and upper earnings limit 

by £800 a year above indexation in April 2009; 
 
• increasing the higher personal allowances for those aged 65 or 

over by £1,180 above indexation in April 2008, removing 580,000 
pensioners from paying tax. By April 2011, no pensioner aged 75 or 
over will pay any tax until their income reaches £10,000; 

 
• increasing the child element of the Child Tax Credit by £150 a year 

above earnings indexation in April 2008, raising the child element to 
£2,080 a year; 

 
• increasing the threshold for Working Tax Credit by £1,200 to £6,420 

in April 2008, further strengthening the incentives to work for families 
with children and low-income working households; 

 
• raising the withdrawal rate on tax credits by 2 per cent to 39 per 

cent, helping to retain the current focus of tax credits; and  
 



PN01 

• increasing the weekly rate of Child Benefit for the eldest child to 
£20 in April 2010, providing support to all families in line with the 
principle of progressive universalism. 

 
This Budget also announces:  
 
• an increase in the annual Individual Savings Accounts investment 

limit from April 2008 to £7,200, with an increase in the cash limit to 
£3,600, in order to encourage saving further;  

 
• an increase in the inheritance tax allowance to £350,000 in 2010-11, 

to continue to provide a fair and targeted system; 
 
• measures to support the third sector, including £80 million in small 

grants for community organisations, a campaign to drive up giving 
through gift aid, and gift aid changes to facilitate relationship 
building with donors; and 

 
• further reforms to modernise the tax system and protect tax 

revenues, including measures to tackle avoidance. 
 
Further details of these and other measures are set out below: 
 
Modernising the personal tax and benefit system 
 
Since 1997 the Government has embarked on a comprehensive programme 
of reform to the tax and benefit system, such as income tax and NICs reforms 
of 1999 and new tax credits of 2003.  These reforms have aimed to simplify 
the system, to tackle child and pensioner poverty, and to make work pay.  
Budget 2007 announces the next stage in these reforms. 
 
Once fully implemented, these reforms to the direct tax system mean that: 
 
• four out of five households will be better or no worse off, and on 

average, households will be £100 a year better off; 
 
• a single-earner family with two children on median earnings (£27,000), 

will be £500 a year better off;  
 
• a single earner couple without children on half median earnings 

(£13,500) and receiving the Working Tax Credit will be £175 a year 
better off;  

 
• child poverty will be around 200,000 lower than otherwise; and 

households with children in the poorest fifth of the population will be, on 
average, £300 per year better off; and 
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• around 580,000 fewer pensioners will pay income tax than would 

otherwise be the case, so that in total only 43 per cent of pensioners will 
be taxpayers. 

 
Child poverty 
 
The Government remains firmly committed to its goal of eradicating child 
poverty in a generation. Today’s Budget sets out the next steps the 
Government is taking to meet this target, including: 
 
• increasing the per child element of the Child Tax Credit by £150 per 

annum above earnings uprating from April 2008; and 
• raising the weekly rate of Child Benefit for eldest children will to £20 in 

April 2010.  This will benefit around 7.3 million families. 
 
Raising the ISA annual subscription limits 
 
The Government’s planned reforms to make the ISA regime simpler and more 
flexible for savers come into effect in April 2008. To encourage further saving 
in ISAs, the Government today announced that the overall annual ISA 
investment limit will rise to £7200 of which £3600 can be in cash with effect 
from 6 April 2008. 
 
Promoting giving through gift aid 
 
There is much greater scope for charities to claim additional funds through gift 
aid.  The Government will consult with the charitable sector on measures to 
increase take-up of gift aid and conduct an awareness-raising campaign.  The 
Government will also work with the sector on payroll giving, and publish 
guidance on tax efficient giving for individuals. The package of reliefs 
available for charitable giving will continue to be worth over £2.5bn a year. 
 
Third sector review 
 
As part of the continuing review of the future role of the third sector in social 
and economic regeneration, this Budget announces additional funding of £80 
million to provide small grants to grass-roots community organisations. 
 
VAT and alterations to housing for elderly people  
 
The rate of VAT for certain housing alterations for elderly people will be cut 
from 17.5% to 5% – the lowest rate available under EU VAT agreements – 
and is expected to come into effect on 1 July 2007 following discussion with 
representative groups.   
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Financial Assistance Scheme 
 
To assist those who lost significant amounts when their pension schemes 
started winding up as a result of the sponsoring employer becoming insolvent, 
the Government will now extend the Financial Assistance Scheme further so 
that all members of affected pension schemes receive assistance of 80 per 
cent of the core pension rights accrued in their scheme.  The cap on 
maximum assistance will be increased to £26,000 and the de minimis rule 
that excludes those whose FAS payment would be £10 or less a week will be 
removed.  This includes an additional 85,000 people, ensuring all 125,000 
who lost their pensions will benefit, bringing total long-term expenditure to £8 
billion. 
 
VAT reduced rate for smoking cessation products 
 
To support those who wish to give up smoking, from 1 July 2007, the date of 
the introduction of the smoking ban, to 30 June 2008, the Government will 
reduce VAT to 5% for over-the-counter sales of smoking cessation products 
for one year.  
 
Gaming Duty bands and rates 
 
From 1 April 2007: the 2.5% starting rate of gaming duty is abolished; the 
12.5% rate increases to 15%; and a new rate of 50% is introduced on gross 
yield from gaming in excess of £10 million per accounting period. 
 
These changes remove the anomaly of a 2.5% starting rate of Gaming Duty 
and increase the effective rate of duty on the majority of casinos to 15%, in 
line with the rate applied to other parts of the betting and gaming industry. In 
addition, a new top rate of tax of 50% helps to ensure that this vibrant and 
expanding sector continues to make a fair contribution to tax receipts. 
 
Remote Gaming Tax 
 
PBR 2005 announced that remote gaming would be brought within the scope 
of gambling taxation.  
 
Budget 2007 announces that Remote Gaming Duty will be set at 15% of 
gross profits from gaming (receipts minus winnings) in line with the rate of 
General Betting Duty. It will apply to anyone who provides remote gaming 
under licence from the Gambling Commission.  
 
The rate compares fairly to existing gambling taxes, such as General Betting 
Duty at 15%. 
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Modernising the tax system 
 
The Chancellor today announced measures to ensure the tax system 
continues to keep pace with developments in business practice and the global 
economy. The Government remains committed to improving the 
competitiveness of the UK economy while maintaining sound public finances 
and a fair tax system. 
 
Review of Links with Large Business 
 
The 2006 Review of Links with Large Business, published in November 2006, 
focused on improving the competitiveness of the UK and encouraging an 
environment in which business can flourish. Today HMRC publishes a 
detailed delivery plan setting out the targets, measures and timeframes for 
delivering the Review's proposals and an enhanced risk assessment 
framework which details how HMRC will focus resources on areas of key risk 
in order to resolve issues quickly and minimise the burden of enquiry on 
business. 
 
Capital Allowances for Cars 
 
As part of the Government’s commitment to reducing the administrative 
burden in the tax system, the Budget announced further detail on options for 
simplifying the rules for capital allowances on cars. The Government 
proposes to remove the expensive car rules, and replace them with a simpler 
system of writing down allowances based on cars’ CO2 emissions. 
 
Islamic finance 
 
To help widen the investment opportunities that are available to all and 
support substantial market innovation in Britain, the Government is today: 
• introducing a new regime for sukuk (Islamic securitisations) giving 

comparable tax treatment to conventional securitisations; and 
• giving clarity through guidance on the treatment of diminishing 

musharaka (partnership share) and takaful (insurance) products. 
 
These changes will ensure that British Muslims can get competitive financial 
services and the City remains at the forefront of developments in financial 
markets around the world. 
 

Simplification and Reform of Insurance Tax 

 
Today, the Government announces further measures that simplify the tax 
rules governing life assurance companies to complement the package 
announced at the 2006 Pre-Budget Report.  The Chancellor has also 
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announced further details of the reform of the current taxation rules for 
general insurers’ reserves, together with a consultation on the impact of 
reform of those rules on general insurers’ ability to use losses. 
 
Asset Management 
 
In order to ensure that the UK is a place in which asset management can 
continue to flourish, the Government today lays out a framework, developed 
with industry, which will take forward the issue of the taxation of Authorised 
Investment Funds investing in property.   
 
Investment Manager’s Exemption 
 
To give fund managers greater scope in their investment activities on behalf 
of non-resident funds, the Chancellor announced today an extension to the 
Investment Manager’s Exemption (IME), bringing carbon trading instruments 
into the Exemption.   
 
HMRC Criminal Investigation Powers 
 
The Government today announces plans to update HMRC’s criminal 
investigation powers and accompanying safeguards.     Under the new 
approach, HMRC’s investigatory powers in England, Wales and Northern 
Ireland will be based on the Police and Criminal Evidence Act (PACE).  
Consistent provisions will be introduced for Scotland, where PACE does not 
apply.  
 
Penalties for incorrect returns 
 
Budget 2007 announces a new approach to penalties for incorrect tax returns 
and accompanying safeguards.  The new approach introduces a single 
penalty structure for incorrect returns for income tax; corporation tax; Pay As 
You Earn (PAYE) and National insurance Contributions (NICs); and VAT.  It 
will apply to returns covering periods starting on or after 1 April 2008 and filed 
after 31 March 2009.  
 
DELIVERING HIGH QUALITY PUBLIC SERVICES 
 
The Government’s aim is to deliver world-class public services through 
sustained investment matched by far-reaching reform.  A decade on from the 
first Comprehensive Spending Review (CSR), the Government has been 
conducting a second CSR, reporting in 2007, which will identify what further 
investments and reforms are needed to equip the UK to respond to the 
challenges and opportunities of the decade ahead.  
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A central element of preparations for the 2007 CSR is a comprehensive value 
for money programme which will embed efficiency into departmental planning 
and release the resources needed to meet new priorities. This Budget 
announces further details of that programme, including: 
 
• having established the baseline savings ambition for the 2007 CSR 

period of 3 per cent per year across central and local government, this 
Budget confirms that all of these savings will be net and cash-
releasing, thereby maximising resources available to improve 
frontline services and fund new priorities; and 

 
• an early CSR07 settlement for the Attorney General’s departments, 

which see their budgets fall by  3.5 per cent per year in real terms 
and provides the early certainty needed to take forward an ambitious 
programme of reform and improvement across the criminal justice 
system. 

 
Budget 2007 also confirms the firm overall spending limits for the CSR07 
years 2008-09, 2009-10 and 2010-11, which ensure that the Government 
meets its strict fiscal rules while allowing it to increase total public spending 
by an average of 2 per cent per year in real terms with:  
 
• current spending increasing by an average of 1.9  per cent per year 

in real terms; and 
 
• net investment rising to 2¼ per cent of GDP compared with ½ per 

cent of GDP in 1997-98, locking in the step change in investment 
over the past decade. 

 
This increase in overall resources, together with savings released by the 
CSR07 value for money programme, will enable the Government to sustain 
the pace of improvement in frontline services and focus additional investment 
on key priorities within a framework that entrenches the macro-economic 
stability secured over the past decade.  
 
To ensure that the UK has the skills and science base it needs to prosper in 
an increasingly competitive global economy, alongside the early CSR07 
settlement for the science budget set out earlier, Budget 2007 announces:  
 
• an early CSR07 settlement for the Department for Education and 

Skills which sees education spending in England rise by 2.5 per 
cent a year in real terms (5.3 per cent a year in nominal terms) on 
average over the period, increasing UK education spending from 4.7 
per cent of GDP in 1996-97 to 5.6 per cent by 2010-11; and 

• substantial additional resources to support the Government’s 
vision for personalised education, including funding for one-to-one 
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teacher-led tuition for over 300,000 under-attaining pupils a year in 
English by 2010-11 and 300,000 in Maths. 

 
To accelerate the ongoing development of counter-terrorism capabilities, 
Budget 2007 announces a further £86.4 million for the Security and 
Intelligence Agencies. 
 
Further details of these and other measures are set out below: 
 
Value for money in SR04 and CSR07 
 
Alongside this additional investment, the Government is determined to 
maximise the value for money delivered by existing spending, freeing up 
resources to reallocate to meet the challenges of the decade ahead.  
 
Efficiencies continue to be delivered under the existing efficiency programme, 
building on the conclusions of the 2004 Gershon Report.  Budget 2007 
announces that: 

• annual efficiency gains worth over £15billion have been reported by 
departments and local authorities as at the end of December 2006. 

• Over 50,800 workforce reductions in the civil service and military posts 
in admin and support functions 

• Over 11,000 posts relocated as part of the Lyons review. 
 
The Pre-Budget Report confirmed the baseline savings ambition of at least 3 
per cent per year across central and local government over the CSR07 
period. In addition, administration budgets across departments will be 
reduced by 5 per cent per year in real terms, taking them to a new low as a 
share of public spending. Building on this, Budget 2007 announces: 
 
• all of the savings delivered under the CSR07 value for money 

programme will be net and cash-releasing, thereby maximising the 
resources available to improve frontline services; and 

• an early CSR07 settlement for the Crown Prosecution Service and other 
Attorney General’s Departments that enable them to continue to improve 
services within an overall budgets that reduces by 3.5 per cent per year 
in real terms over the CSR07 period, completing the early CSR07 
settlement for the criminal justice systems.  With £19 million of 
modernisation funding, the AGDs will now be able to take forward a 
series of reforms including workforce modernisation and better case 
management. 
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Continuing investment in the UK’s science base 
 
The Chancellor announced today early CSR settlements for the Department 
for Trade and industry’s science budget and the Department for Education 
and Skills, which together will ensure that total investment in the public 
science base will rise by 2.5% in real terms over the CSR period. 
 
Increased funding for education 
 
Budget 2007 announces: 
 
• An early CSR07 settlement for the Department for Education and Skills 

which sees England education spending rise by 2.5 per cent each year 
in real terms (5.3 per cent in cash terms) on average between 2007-08 
and 2010-11.  

 
• As a result total education spending in England will rise from £63.7 

billion in 2007-08 to £66.9 billion in 2008-09, £70 billion in 2009-10 and 
£74.4 billion in 2010-11. 

 
• Meaning UK education spending as a proportion of GDP is projected to 

increase from 4.7 per cent in 1996-97 to 5.6 per cent by 2010-11. 
 
This allows the Government to take a significant further step towards meeting 
its ambition that all pupils should have access to the levels of support and 
opportunity currently available in the independent sector: 
 
By the end of the CSR, per pupil funding in the maintained sector will rise 
from under £2,500 in 1997-98 to £4,800 in 2005-06, £5,550 in 2007-08 
(£2,250 in real terms, 2005-06 prices) and over £6,600 in 2010-11 (£5,800 in 
real terms, 2005-06 prices) growing per pupil funding by around a fifth 
between 2007-08 and 2010-11. 
 
The extra resources for the Department for Education announced in Budget 
2007 enable the Government: 
 
• In the early years: 

- to meet and build on the commitments set out in the ten year 
strategy for childcare. This includes delivering a nationwide 
network of 3,500 Sure Start Children’s Centres – one in every 
community – by 2010; 

 
• In schools: 

- to take the next steps in making a reality of personalised teaching 
and learning, including funding to provide an average of 10 hours 
of one to one tuition for over 300,000 under-attaining pupils a year 



PN01 

in English by 2010-11, and a further 300,000 under-attaining pupils 
a year in Maths; and 

- to ensure that every school provides access to the full core offer of 
extended services by 2010, with sufficient resources to support 
extended service co-ordinators in secondary schools and clusters 
of primary schools. 

  
PROTECTING THE ENVIRONMENT 
 
The Government is committed to delivering a strong economy based not just 
on high and stable levels of growth, but also on high standards of 
environmental stewardship. This Budget responds to the Stern Review on the 
Economics of Climate Change and sets out the next stage in the 
Government’s strategy for tackling climate change both domestically and 
globally, including: 
 
• that the Government will launch a competition to develop the UK’s 

first full-scale demonstration of carbon capture and storage, the 
result of which will be announced next year; 

 
• an increase in fuel duty rates of 2 pence per litre (ppl) from 1 

October 2007, and increases in the next two years of 2ppl and 
1.84ppl respectively; 

 
• announcing car vehicle excise duty rates for the next three years, 

including rates for the most polluting cars rising to £400 and rates for 
clean cars in band B falling to £35; 

 
• a review to examine the vehicle and fuel technologies which over 

the next 25 years could help ‘decarbonise’ road transport; 
 
• a package of measures to support biofuels including extending the 20 

pence per litre biofuels duty differential to 2009-10; 
 
• a rise in climate change levy rates from 1 April 2008 in line with 

current inflation; 
 
• that from 1 October 2007 all new zero-carbon homes costing up to 

£500,000 will pay no stamp duty, with zero-carbon homes costing in 
excess of £500,000 receiving a reduction in their stamp duty bill of 
£15,000; 

 
• an intention that, by the end of the next decade, all householders 

will have been offered help to introduce energy efficient measures 
with the aim that, where practicably possible, all homes will have 
achieved their cost-effective energy efficiency potential; 
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• increasing funds available through the Low Carbon Buildings 

Programme to a total of over £18 million to help meet the demand from 
households for microgeneration technologies; and 

 
• a £800 million international window for the Environmental 

Transformation Fund to finance overseas development projects that 
deliver both poverty reduction and environmental benefits in developing 
countries. 

 
The Budget also reports on the Government’s strategy for tackling other 
environmental challenges including: 
 
• an increase from 1 April 2008 in the standard rate of the landfill tax 

by £8 a tonne per year, until at least 2010-11; and an increase in the 
lower rate of the landfill tax from £2 per tonne to £2.50 per tonne from 1 
April 2008; and 

 
• an increase in the aggregates levy rate to £1.95 per tonne from 1 

April 2008. 
 
Further details of these and other measures are set out below: 
 
Climate change and energy efficiency  
  
Climate change and international development 
 
The links between environment and development are clear. The impacts of 
climate change fall most heavily on those in poorer countries who are least 
able to respond. The Government recognises the need to urgently do more 
both to mitigate climate change and to help developing countries adapt to its 
impact.  
 
Today’s Budget announces the establishment of a new International  window 
of the Environmental Transformation Fund, which will provide £800m over 
three years for a range of mitigation and adaptation measures in developing 
countries. This fund will enable the UK to take forward bilateral projects in 
developing countries as well as make contribute to multilateral facilities such 
as the World Bank’s Clean Energy Investment Framework.  
 
The Stern Review reported that deforestation is responsible for 18 per cent of 
greenhouse gas emissions.  The key areas are tropical forests in developing 
countries. The Government will allocate £50m from the fund to help tackle 
deforestation in the Congo basin, led by Nobel prize winner Wangari Maathai. 
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New technologies 
 
The Stern Review highlighted the role that Carbon Capture and Storage 
technology could play in lowering emissions, particularly in fast-growing 
economies with growing fossil fuel consumption. The Budget announces that 
the Government will launch this year a competition to develop the UK’s first 
full-scale demonstration of carbon capture and storage, the result to be 
announced next year; 
 
The Chancellor has asked Professor Julia King, Vice-Chancellor of Aston 
University and former Director of Advanced Engineering at Rolls Royce, 
working with Sir Nicholas Stern, to lead a review to examine the vehicle and 
fuel technologies which over the next 25 years could help to 'decarbonise' 
road transport, particularly cars.  The Secretary of State for Transport will set 
out the Terms of Reference for the review shortly. 
 
Climate change levy (CCL) 
 
CCL encourages business to improve energy efficiency, which is an effective 
way to lower emissions of carbon dioxide, and can also help reduce energy 
costs. Budget 2007 announces: 
 
• that CCL rates will rise in line with inflation from April 2008; and 
 
• a package of measures to simplify the climate change levy. 
 
Fuel Duty 
 
 Budget 2007 announces: 
 
• an increase of 2 pence per litre (ppl) in main fuel duty rates this year, 

deferred until 1st October 2007; with increases 2ppl of a 2ppl increase in 
2008-09 and 1.84ppl in 2009-10; 

 
• an increase of 2 pence per litre in rebated oils duties, also deferred until 

1st October, to maintain the cash differential with main rates. Rebated 
oils rates will then rise by the same proportions as increases in main fuel 
duty rates in the subsequent two years; and 

 
• that the Government will maintain the Compressed Natural Gas 

differential with main fuel duty rates in 2009-10, and will decrease the  
Liquefied Petroleum Gas differential by a further 1 pence per litre, in line 
with the Alternative Fuels Framework. Changes will be made to both 
rates in 2007-08 and 2008-09 in line with previous Budget commitments.  
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Biofuels 
 
Budget 2007 announces that: 
 
• the current 20ppl duty differential will be extended to 2009-10; 
 
• the duty incentive for biogas will remain at least at its current level until 

2011-12, providing five-year certainty instead of the current three years; 
 
• the Government will move forward with the proposed Enhanced Capital 

Allowance for the cleanest biofuels plant and will introduce a payable 
enhanced capital allowance for companies not in taxable profit to ensure 
that both profit making and loss making firms have an incentive to invest 
in the cleanest biofuels plant; and 

 
• a 2% company car tax discount for E85 company cars (which run on 

high blends of biofuels) will be introduced from April 2008. 
 
Vehicle Excise Duty (VED) 
 
As with fuel duty rates, the Government today announces VED rates for this 
year and the next two years to further sharpen environmental signals to 
motorists to purchase more fuel efficient vehicles, including: 
  
• raising the rate for the most polluting cars (band G) to £300 in 2007-08 

and £400 in 2008-09; and reducing the rate for low carbon band B cars 
to £35 in 2007-08, with that rate then frozen for the subsequent two 
years;  

 
• raising the rates for graduated bands C-E, cars registered before 2001 

and all light goods vehicles by £5 in each of the next three years; and 
raising the rates for graduated band F by £10 in 2007-08, then £5 in 
each of the subsequent two years; 

 
• in 2007-08 only, freezing the rates for motorbikes in the lower band with 

higher bands increasing by £1-£2; and freezing VED rates for Heavy 
Goods Vehicles (HGV), Special Types Vehicles, Combined Transport 
Vehicles and all vehicle categories that are linked to the basic goods 
rate; and   

 
• aligning the VED rates for petrol and diesel cars as the differential in 

nitrogen oxides and particulate matter emissions for new cars is 
expected to fall close to zero once Euro V and VI emission standards 
become mandatory 
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Changes to this years VED rates take effect from 22 March 2007.  All 
changes in subsequent years take effect from licences commencing 1 April in 
the respective year. 
 
Company Car Tax (CCT) 
 
Budget 2007 announces that Company Car Tax rates and thresholds will be 
frozen for 2009-10. The Company Car Fuel Benefit Charge multiplier will 
remain frozen at £14,400 for 2007-08. 
 
Zero carbon homes 
 
It is the Government’s intention that within a decade, all new homes in 
England and Wales will be zero carbon. The Pre-Budget Report announced a 
time limited exemption from stamp duty for the vast majority of zero-carbon 
homes. Budget 2007 provides further details.  The exemption will come into 
effect from 1 October 2007 and will be time limited to 30 September 2012; 
andthe relief will provide exemption from tax liability when a house costs less 
than £500,000 and will provide a £15,000 reduction in tax liability to all homes 
worth more than £500,000. 
 
Household energy efficiency and microgeneration 
 
It is Government's intention that by 2017, all homes will be offered help to 
take cost effective action to improve their energy efficiency, with the aim that 
where practically possible, all homes will have achieved their cost-effective 
energy efficiency potential. Budget 2006 set out that through measures, 
including the Energy Performance Certificates being introduced later this 
year, Government intends that a market should develop in energy efficiency 
homes. Alongside the Energy Efficiency Commitment, Warm Front and 
Decent Homes programmes, Government is now working with banks and 
building societies to encourage the development of financial products to help 
finance energy efficiency and microgeneration installations.  
 
Budget 2007 announces a £6m increase in funds available through the Low 
Carbon Buildings Programme  – providing a total of over £18m to help meet 
the demand from households for microgeneration technologies. 
 
Improving waste management and managing natural resources 
 
Landfill tax 
 
The standard rate of landfill tax, applying to active wastes (those that give off 
emissions), is currently £21 per tonne. As announced in the Pre-Budget 
Report, from 1 April 2007, this will rise by £3 per tonne to £24 per tonne. 
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The Government today announces an increase from 1 April 2008 in the 
standard rate of the landfill tax by £8 per tonne per year, until at least 2010-
11; and an increase in the lower rate of the landfill tax from £2 per tonne to 
£2.50 per tonne from 1 April 2008 
 
Additional revenue from business as a result of the increase in landfill tax 
announced in this Budget will be recycled to business through the reductions 
in corporate tax also announced. 
 
Aggregates levy 
 
Budget 2006 announces that the rate of aggregates levy will increase from 
£1.60 per tonne to £1.95 per tonne with effect from 1 April 2008. 
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 Budget 2007  

 
 

21 March 2007 
  
INCOME TAX ALLOWANCES, NATIONAL INSURANCE CONTRIBUTIONS, 
CHILD AND WORKING TAX CREDIT RATES 2007-08 AND OTHER RATES 
 
2007-08 rates and allowances for Income Tax, National Insurance 
Contributions the Working and Child Tax Credits, Child Benefit/Guardian’s 
Allowance, fuel duties, alcohol duties, vehicle excise duties and stamp duty 
land tax are set out below. 
 
Income tax, capital gains tax, and inheritance tax  
 

£ per year (unless stated) 2006-07 Change 2007-08 
Income tax personal and age-related allowances 
Personal allowance (age under 65)  £5,035 +£190 £5,225
Personal allowance (age 65-74) £7,280 +£270 £7,550
Personal allowance (age 75 and over)  £7,420 +£270 £7,690
Married couple's allowance* (aged less 
than 75 and born before 6th April 1935) £6,065 +£220 £6,285

Married couple's allowance* (age 75 and 
over)  £6,135 +£230 £6,365

Married couple's allowance* - minimum 
amount  £2,350 +£90 £2,440

Income limit for age-related allowances  £20,100 +£800 £20,900
Blind person’s allowance £1,660 +£70 £1,730
Capital gains tax annual exempt amount 
Individuals etc. £8,800 +£400 £9,200
Most trustees £4,400 +£200 £4,600
Inheritance tax threshold £285,000 +£15,000 £300,000
Pension schemes allowances 
Annual Allowance £215,000 +£10,000 £225,000
Lifetime Allowance £1,500,000 +£100,000 £1,600,000
*Married couple's allowance is given at the rate of 10 per cent. 

 
Income tax: taxable bands  
 

£ per year 2006-07 2007-08
Starting rate: 10%*  £0-£2,150 £0-£2,230
Basic rate: 22%*  £2,151-£33,300 £2,231-£34,600
Higher rate: 40%*  Over £33,300 Over £34,600
 

* The rate of tax applicable to savings income in Section 1A ICTA 1988 remains at 20 per cent for income between the  
starting and basic rate limits. The rates applicable to dividends are 10 per cent for income up to the basic rate limit 
and 32.5 per cent above that. For future changes to the availability of the non-payable dividend tax credit please 
see below. 
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Corporation tax on profits  
 

£ per year (unless 
stated) 2006-07 2007-08 

£0-£300,000 19% 20% 
£300,001 - £1,500,000 Marginal relief Marginal relief 

£1,500,001 or more 30% 30% 
 
National insurance contributions  
 

£ per week (unless stated) 2006-07 Change 2007-08
Lower earnings limit, primary Class 1 £84 +£3 £87
Upper earnings limit, primary Class 1 £645 +£25 £670
Primary threshold £97 +£3 £100
Secondary threshold £97 +£3 £100
Employees’ primary Class 1 rate between 
primary threshold and upper earnings limit 11% - 11%

Employees’ primary Class 1 rate above 
upper earnings limit 1% - 1%

Employees’ contracted-out rebate - salary-
related schemes 1.6% - 1.6%

Employees’ contracted-out rebate - money-
purchase schemes 1.6% - 1.6%

Married women’s reduced rate between 
primary threshold and upper earnings limit 4.85% - 4.85%

Married women’s rate above upper earnings 
limit 1% - 1%

Employers’ secondary Class 1 rate 
above secondary threshold 12.8% - 12.8%

Employers’ contracted-out rebate, salary-
related schemes 3.5% +0.2% 3.7%

Employers’ contracted-out rebate, money-
purchase schemes 1% +0.4% 1.4%

Class 2 rate (per week) £2.10 +£0.10 £2.20

Class 2 small earnings exception £4,465 
per year +£170 £4,635 

per year
Special Class 2 rate for share fishermen 
(per week) £2.75 +£0.10 £2.85

Special Class 2 rate for volunteer 
development workers £4.20 +£0.15 £4.35

Class 3 rate (per week) £7.55 +£0.25 £7.80

Class 4 lower profits limit £5,035 
per year +£190 +£5,225 

per year

Class 4 upper profits limit £33,540 
per year +£1,300 £34,840 

per year
Class 4 rate between lower profits limit and 
upper profits limit 8% - 8%

Class 4 rate above upper profits limit 1% - 1%
 
 



PN02 

 
 
 
 
 
Working and Child Tax Credits rates  
 

£ per year (unless stated)   2006-07  Change   2007-08 
Working Tax Credit 
Basic element  £1,665 +£65 £1,730
Couple and lone parent element  £1,640 +£60 £1,700
30 hour element  £680 +£25 £705
Disabled worker element  £2,225 +£85 £2,310
Severe disability element  £945 +£35 £980
50+ Return to work payment (16-29 hours)  £1,140 +£45 £1,185
50+ Return to work payment (30+ hours)  £1,705 +£65 £1,770
Childcare element of the Working Tax Credit  

Maximum eligible cost for one child  £175 per 
week

- £175 per 
week

Maximum eligible cost for two or more 
children  

£300 per 
week

- £300 per 
week

Percentage of eligible costs covered  70% +10% 80%
Child Tax Credit  
Family element  £545 - £545
Family element, baby addition  £545 - £545
Child element  £1,765 +£80 £1,845
Disabled child element  £2,350 +£90 £2,440
Severely disabled child element  £945 +£35 £980
Income thresholds and withdrawal rates  
First income threshold  £5,220 - £5,220
First withdrawal rate (per cent)  37% - 37%
Second income threshold  £50,000 - £50,000
Second withdrawal rate (per cent)  6.67% - 6.67%
First threshold for those entitled to Child Tax 
Credit only  

£14,155 +£340 £14,495

Income disregard  £25,000 - £25,000
 
Child Benefit and Guardian’s Allowance rates from 10 April 2006 
 

£ per week  2006-07  Change  2007-08 
Eldest/Only Child  £17.45 +£0.65 £18.10
Other Children  £11.70 +£0.40 £12.10
Eldest/Only Child (Lone Parent Rate)  £17.55 ABOLISHED
Guardian’s Allowance  £12.50 +£0.45 £12.95
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Stamp taxes and duties 
Transfers of land and buildings (consideration paid) 
 

Rate Residential in 
disadvantaged areas 

Residential outside 
disadvantaged areas Non-residential 

   Total value of consideration 
 Zero £0 - £150,000 £0 - £125,000 £0 - £150,000

 1% Over £150,000 
- £250,000

Over £125,000 
- £250,000

Over £150,000 
- £250,000

 3%   Over £250,000 
- £500,000

Over £250,000 
- £500,000

Over £250,000 
- £500,000

 4%   Over £500,000 Over £500,000 Over £500,000
 
New leases (lease duty) 
 
Duty on the premium is the same as for transfers of land (except that special 
rules apply for premium where rent exceeds £600 annually). Duty on the rent 
is charged on the Net Present Value (NPV). A per cent rate applies to the 
amount of NPV in excess of the threshold. 
 
Rate Net Present Value of rent 

 Residential Non-residential 
 Slice of NPV 

Zero £0 - £125,000 £0 - £150,000 
1% Over £125,000 Over £150,000 

 
The rate of stamp duty/stamp duty reserve tax on the transfer of shares and 
securities is unchanged at 0.5 per cent for 2007-08. 
 
Tobacco duty rates 
 
From 6pm on 21 March 2007, tobacco duty rates will be: 
 

 Product Duty 
 Effect of tax* 

on typical item 
(increase in 

pence)  

Typical 
unit 

Cigarettes 
22 per cent of the retail 
price plus £108.65 per 

thousand cigarettes 
11p packet of 

20 

Cigars £158.24 per kilogram 4p packet of 5
Hand-rolling tobacco £113.74 per kilogram 11p 25g 
Other smoking 
tobacco and 
chewing tobacco 

£69.57 per kilogram 7p 25g of pipe 
tobacco 

* Tax refers to duty plus VAT 
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Alcohol duty rates 
 
From 26 March 2007, duties on alcohol will be: 
 

 Product 
Effect of tax* on 

typical item 
(increase in 

pence) 
Typical unit 

Beer 1p pint of beer 
Wine 1p 175 ml glass 
Wine 5p 75cl bottle 
Sparkling wine 7p 75cl bottle 
Spirits 0p 70cl bottle 
Spirits-based RTDs ready 
to drink 0p 275ml bottle 

Cider  1p litre 
Sparkling cider  5p 75cl bottle 

* Tax refers to duty plus VAT 

 
 
 Product and basis of duty Duty 

Rate per litre of pure alcohol 
Spirits £19.56 
Spirits-based RTDs ready to drink £19.56 
Wine and made-wine: exceeding 22% abv. £19.56 
Rate per hectolitre per cent of alcohol in the beer 
Beer  £13.71 
Rate per hectolitre of product 
Still cider and perry: 
 exceeding 1.2% - not exceeding 7.5% abv. £26.48 

Still cider and perry: 
 exceeding 7.5% - less than 8.5% abv. £39.73 

Sparkling cider and perry: 
 exceeding 1.2% - not exceeding 5.5% abv. £26.48 

Sparkling cider and perry: 
 exceeding 5.5% - less than 8.5% abv. £172.33 

Wine and made-wine: 
 exceeding 1.2% - not exceeding 4% abv. £54.85 

Wine and made-wine: 
 exceeding 4% - not exceeding 5.5% abv. £75.42 

Still wine and made-wine: 
 exceeding 5.5% - not exceeding 15% abv. £177.99 

Wine and made-wine: 
 exceeding 15% - not exceeding 22% abv. £237.31 

Sparkling wine and made-wine: 
 exceeding 5.5% - less than 8.5% abv. £172.33 

Sparkling wine and made-wine: 
 8.5% and above - not exceeding 15% abv. £227.99 
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Fuel duties 
 
All fuel duty rate changes will take effect from 1 October 2007. 
 

Pence per litre 
(unless stated) 

Old duty 
rate Change New duty rate

Ultra-low sulphur petrol/diesel  48.35p +2p 50.35p 
Sulphur-free petrol/diesel  48.35p + 2p 50.35p 
Biodiesel 28.35p +2p 30.35p 
Bioethanol 28.35p + 2p 30.35p 
Liquefied petroleum gas used 
as road fuel 

12.21p per 
kg + 4.28p per kg 16.49p per kg 

Natural gas used as road fuel 10.81 per kg + 2.89p per kg 13.70p per kg 
Rebated gas oil (red diesel)  7.69p + 2p 9.69p 
Fuel Oil 7.29p + 2p 9.29p 
 
 
Vehicle excise duty for Private and Light Goods Vehicles 
Pre-graduated VED (registered before March 2001) 
 

£ per year Change New rate 
1549cc and below +£5 £115 
above 1549cc +£5 £180 
 
 
Graduated VED for Private Vehicles (registered from March 2001) 
 

£ per 
year  
VED 
band 

CO2 
(g/km) Change Alternative 

Fuel cars 
Petrol 
cars 

Diesel 
cars 

A 100 and 
below 

- £0 £0 £0 

B 101 to 120 -£15 / -£5 / -£15 £15 £35 £35 
C 121 to 150 £5 / £15 / £5 £95 £115 £115 
D 151 to 165 £5 / £15 / £5 £120 £140 £140 
E 166 to 185 £5 / £15 / £5 £145 £165 £165 
F 186 to 225 £10 / £15 / £10 £190 £205 £205 
G* 226 and 

above 
£85 / £90 / £85 £285 £300 £300 

*for new cars registered from 23 March 2006 
 
Vehicle excise duty for Light Goods Vehicles (registered from March 
2001) 
 

£ per year Change New rate 
Euro IV incentive rate* +£5 £115 
Standard rate +£5 £175 
*for Euro IV compliant vans registered between 1 March 2003 and 31 December 2006 
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Vehicle excise duty for motorcycles 
 

£ per year Change New rate 
150cc and below - £15 
151-400cc +£1 £32 
401-600cc +£1 £47 
above 600cc +£2 £64 
 
Vehicle excise duty for motorised tricycles 
 

£ per year Change New rate 
150cc and below - £15 
above 600cc +£2 £64 
 
Changes to VED rates will take effect from 22 March 2007. 
 

___________________ 
 

DETAILS 
 
Further details of changes in 2007-08 are set out below. 
 
Income tax rates and allowances 
 
All income tax allowances will be increased in line with inflation. The personal 
allowance will increase to £5,225. 
 
The age-related personal allowances will rise to £7,550 for people aged 
between 65 and 74 and to £7,690 for those aged 75 and over. This will mean 
that in 2007-08 no one aged 65 or over need pay tax on an income of up to 
£145 a week. Around half of all pensioners pay no tax on their income. 
 
National insurance contributions 
 
National insurance contribution (NIC) rates and thresholds for 2007-08 were 
announced in the 2006 Pre-Budget Report. The starting point for employers’, 
employees’ and self-employed NICs in 2007-08 will increase in line with 
inflation to £100 per week. NICs are not paid on earnings or profits below this 
amount. The upper earnings and profits limits for NICs will increase from April 
2007 in line with inflation from £645 to £670 per week.  For the self-employed, 
the rate of Class 2 contributions will increase to £2.20 per week. 
 
Capital gains tax  
 
The capital gains tax (CGT) annual exempt amount is increased in line with 
statutory indexation to £9,200 for the tax year 2007-08 for individuals, 
personal representatives of deceased persons and trustees of certain  
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settlements for the disabled. The annual exempt amount for most other 
trustees is increased to £4,600. 
 
Every husband, wife, civil partner and child has his or her own £9,200 annual 
exempt amount. 
 
The amount chargeable to CGT is added to the individual’s income liable to 
income tax and treated as the top part of that total. For 2007-2008, CGT up to 
the starting rate limit will be charged at 10 per cent, between the starting rate 
and basic rate limits at 20 per cent, and above the basic rate limit at 40 per 
cent. 
 
Non-payable dividend tax credit 
 
Budget 2007 announces that the Government will simplify the system of 
taxation for individuals who own foreign shares. 
 
There is currently a one ninth non-payable dividend tax credit available for UK 
individuals receiving dividends from UK resident companies. This credit will, 
from April 2008, be extended to dividends from non-UK resident companies, 
subject to certain conditions. A person will qualify for the non-payable 
dividend tax credit if they have less than a 10 per cent shareholding in the 
distributing non-UK resident company and in total they receive less than 
£5,000 per year of dividends from non-UK resident companies. 
 
Higher rate taxpayers, who are liable to tax at 32.5 per cent, will in practice 
only owe 25 per cent (of the net dividend) because part of the tax liability will 
be covered by the tax credit. Lower and basic rate taxpayers who are liable to 
tax at 10 per cent, will in practice not pay any tax on dividends from non-UK 
companies because the tax liability will be entirely covered by the tax credit. 
 
The Government is also considering whether it is possible, without creating 
scope for abuse, to deliver a more general extension of the non-payable tax 
credit for the small minority of individuals in receipt of dividends from non-UK 
resident companies who do not meet the conditions outlined above. 
 
Inheritance tax 
 
As announced in Budgets 2005 and 2006, the inheritance tax nil-rate band 
allowance will be increased by more than statutory indexation to £300,000 for 
the tax year 2007-08, £312,000 for 2008-09 and £325,000 for 2009-10. The 
value of estates over and above the nil-rate band is taxed at 40 per cent. The 
estimated number of taxpaying estates in 2007-08 will be about 35,000 - this 
is around 6 in 100 deaths. 
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To continue to provide a fair and targeted system, with certainty for families, 
the Government can now announce that it will increase the nil-rate band 
allowance to £350,000 in 2010-11.  
 
Corporation tax 
 
Budget announces that in 2007-08 the Small Companies rate will increase 
from 19 per cent to 20 per cent. All bands and other rates remain unchanged 
in 2007-08. 
 
Child and Working Tax Credits rates and Child Benefit 
 
Child Benefit is raised in line with inflation. 
 
The child element of Child Tax Credit (CTC) increases in line with average 
earnings. The disabled child element and severely disabled elements rise with 
inflation. The family element (normal and baby addition) remains frozen at 
£545 per year. The income threshold for CTC only rises to £14,495 per year. 
The income threshold for CTC family element only remains at £50,000 per 
year. 
 
The maximum eligible childcare costs remains at £175 for one child and £300 
for two or more children. The percentage of eligible childcare costs remains at 
80 per cent. 
 
The disregard in Tax Credits for increases in income between one tax year 
and the next remains at £25,000. 
 
Stamp taxes and duty 
 
The rates and thresholds for stamp duty land tax (SDLT) remain unchanged.  
For residential land and property, the rates are 0 per cent for transactions in 
consideration of £125,000 or less, 1 per cent for consideration over £125,000 
to £250,000, 3 per cent for consideration over £250,000 to £500,000 and 4 
per cent on consideration over £500,000. The 0 per cent band for residential 
transfers in designated disadvantaged areas extends to £150,000.   For non-
residential land and property, the rates are 0 per cent for transactions in 
consideration of £150,000 or less, 1 per cent for consideration over £150,000 
to £250,000, and thereafter the same as for residential land and property.   
 
For new leases, the rates applicable in respect of the premium are the same 
as for transfers of land and buildings (except that special rules apply where 
the rent exceeds £600 annually). For the rental element of new leases, the 
charge is based on the Net Present Value (NPV), which is the total of the 
discounted annual rental payments. The NPV is charged at 1 per cent on the 
excess over £125,000 for residential land and property and 1 per cent on the 
excess over £150,000 for non-residential land and property.
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Tobacco duties 
 
From 6pm on 21 March 2007, tobacco duty rates will rise in line with inflation, 
to maintain the real price of tobacco. 
 
Alcohol duty 
 
Duty on beer, still and sparkling wine, and cider will increase in line with 
inflation from 26 March 2007. Spirits duty is frozen. 
 
Fuel duty 
 
Main fuel duty rates will increase by 2 pence per litre from 1 October 2007.  
Rebated oils rates will also increase by 2 pence per litre from 1 October, to 
maintain the cash differential with main rates.  Changes to rates for biofuels, 
Compressed Natural Gas and Liquefied Petroleum Gas in 2007-08 will be 
made in line with previous Budget commitments.   
 
Vehicle excise duty (VED) 
 
All car VED rates for petrol will be aligned up to the level for diesel.  The 
graduated VED rate for band A will remain frozen at £0. Band B will be 
reduced to £35.  The rates for bands C-E will rise by £5.  Band F will rise by 
£10. Band G will be raised to £300.   
 
VED rates for all cars registered before 2001 and all light goods vehicles will 
rise by £5.   
 
The rates for motorbikes in the lower band (150cc and below) will be frozen, 
with other bands increasing by £1, except the rate for above 600cc which will 
increase by £2.   
 
The lower VED rate for motorized tricycles will be frozen, with the higher rate 
increased by £2. 
 
VED rates for Heavy Goods Vehicles (HGV), Special Types Vehicles, 
Combined Transport Vehicles and all vehicle categories that are linked to the 
basic goods rate will be frozen. 
 
Changes to this year’s VED rates will take effect from 22 March 2007.   
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 Budget 2007  
 
 

21 March 2007 
 

ENSURING FAIRNESS FOR ALL TAXPAYERS 
  

The Chancellor today announced a series of measures to ensure that all 
individuals and companies pay their fair share of tax. The package includes a 
strengthening of the disclosure regime, and the use of targeted anti-avoidance 
measures as a proportionate response to those who seek to avoid paying 
their fair share. These measures support the provision of public services 
whilst protecting the UK’s competitive business environment. 
 
Many of these measures have been informed by the disclosure rules 
introduced in Finance Act 2004, which allow HM Revenue and Customs 
(HMRC) to identify and target specific risks to the tax system. Measures to 
respond to the threat posed to the public finances by fraud are also 
announced today. 
 

___________________ 
 

DETAILS 
 
TACKLING MANAGED SERVICE COMPANIES 
 
The Government announced at Pre-Budget Report 2006 action to tackle 
Managed Service Company (MSC) schemes that are used to avoid paying 
employed levels of tax and NICs. From 6th April 2007 for income tax, and – 
subject to Finance Bill Royal Assent – from 6th August 2007 for National 
Insurance, income received by workers in MSCs in relation to services 
provided through the MSC will be subject to employed levels of tax and NICs. 
The Government will also address the problem of MSCs escaping payment of 
tax and NICs due by allowing the recovery of these debts from appropriate 
third parties. 
 
The consultation on the draft legislation showed widespread support for action 
to tackle MSCs. The Government is responding to key concerns raised, as 
described in the summary of consultation responses published today 
(Tackling Managed Service Companies: summary of consultation responses) 
by amending the definition of an MSC to give greater certainty; narrowing the 
scope of the debt transfer provision; and delaying its application to certain 
third parties. 
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Details of the measure are set out in Budget note 46. 
 
TACKLING AVOIDANCE AND PROTECTING TAX REVENUES 
 
Disclosure Regime - tackling non-compliance 
 
Budget 2004 introduced a disclosure regime that has enabled the 
Government to respond to avoidance more swiftly and in a more targeted 
way. In order to ensure that the regime functions consistently, the 
Government is introducing new powers for HMRC to investigate a scheme 
where there are reasonable grounds to believe that a promoter has failed to 
comply with its statutory disclosure obligations. 
 
The Government has consulted on the draft legislation and will publish the 
final legislation in this year’s Finance Bill.   
 
Insurance Premium Tax – amending the definition of “premium” 
 
The Government today announced a measure to prevent avoidance of 
Insurance Premium Tax (IPT). With effect from 22 March, the IPT definition of 
“premium” is amended in order to clarify that it includes payments for a right to 
require an insurer to provide insurance cover. 
 
Details of the measure are set out in Budget note 31 
 
Loss-Buying 
 
Legislation will be introduced in Finance Bill 2007 to prevent companies 
buying the trading losses of corporate members of Lloyd’s who are leaving the 
market and with which they have no previous economic connection.  
 
This measure will have effect for changes in the ownership of the loss-making 
company taking place on or after Budget Day. 
 
Details of the measure are set out in Budget note 9. 
 
Employee benefit trusts (EBTs) – closure of an avoidance scheme 
 
The Government announced a measure, effective from today, to confirm that 
employers cannot sidestep the existing EBT anti-avoidance provisions by 
declaring a trust over assets that they already control.  It also confirms that 
any other action which has the effect of creating or enhancing the value of 
employee benefit contributions are subject to the same anti-avoidance 
provisions. 
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The effect of the measure will be to prevent an employer from obtaining a 
deduction for tax purposes in respect of any such contributions until they are 
paid to employees in a form on which income tax and NIC are due. 
 
Details of the measure are set out in Budget note 38. 
 
Life Assurance Companies  
 
Legislation will be introduced in Finance Bill 2007 to impose a tax charge 
where financing arrangements are used by life insurance companies to 
generate untaxed profits. This measure will be effective for periods of account 
beginning on or after 1 January 2007 
 
Details of the measure are set out in Budget note 33. 
 
Sale and repurchase agreements (repos) 
 
A new accounts based regime for taxing repo agreements for companies will 
be introduced to replace the current mechanical rules. The new regime will 
take effect from a date to be determined by Treasury Order, following further 
consultation with business and representative bodies on the detail. 
 
Details of the measure are set out in Budget note 14. 
 
Life insurances policies and commission arrangements – closure of 
avoidance schemes 
 
The Government today announced a measure, effective from today, that 
tackles schemes that use life insurance policies and commission 
arrangements to avoid tax on investment income. The schemes are typically 
marketed by advisers to individuals with significant sums to invest; this 
measure targets the larger premium, relatively short-term policies used in 
such schemes.        
 
Details of the measure are set out in Budget Note 35. 
 
Corporate Capital Gains and Losses  
 
Measures to counter avoidance of corporation tax on capital gains were 
announced today. These include: 
 
• amendments to a targeted anti-avoidance rule announced at PBR 2005. 

This measure follows a further disclosure and is effective from today. 
Further details of this can be found in Budget Note 8; and  
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• a measure that will stop an avoidance scheme that exploits the interaction 

between the rules for transfer of assets within groups of companies and 
that for options. This change was announced on, and is effective from, 6 
March 2007. 

 
Tax Avoidance Involving Financial Products - closure of avoidance 
schemes 
 
Measures to counter schemes that use financial products to avoid corporation 
tax were announced by the Government, and with one exception became 
effective, on 6 March 2007. Schemes included: 
 
• artificially obtaining  a tax-free income stream through the manipulation of 

the settlements legislation;  
 
• circumventing  tax being charged under the loan relationship rules as they 

apply to shares;  
 
• creating  artificial losses as a result of arrangements being put in place 

guaranteed from the outset to cause the value of a Collective Investment 
Scheme to depreciate;  

 
• deferring  or restricting  the tax charge involving derivative contracts; and 
 
• banks/financial traders circumventing limits on offsetting foreign tax 

against UK corporation tax through 'Authorised Investment Funds' 
(effective from 7 March 2007, amending regulations effective from 6 
December 2006). 

 
The Government also introduced various measures (effective from 6 March 
2007) to clarify the scope of the rules on structured financing arrangements. 
 
Partnerships and Sideways Loss Relief - closure of avoidance schemes 
 
A measure to counter the avoidance of tax through the use of sideways loss 
relief was announced on 2 March 2007, with effect from that date.  
 
COMBATING FRAUD  
 
Missing Trader Intra-Community Fraud - joint and several liability 
 
The Government today announced steps to modernise the Joint & Several 
Liability measure introduced in 2003, to counter potential mutations in Missing 
Trader Intra Community VAT Fraud: 
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• from 1st May 2007, the goods covered by Joint & Several Liability, will be 

extended to include electronic goods and their related parts and 
accessories; 

 
• following Royal Assent to the Finance Bill, HMRC will have greater 

flexibility to make future changes to these provisions as the fraud mutates; 
and 

 
• HMRC will be updating guidance to businesses. 
 
These are proportionate steps, which compliment the introduction of the 
reverse charge accounting procedure announced on Monday 19 March 2007 
and aimed solely at those who choose to profit from fraud. This demonstrates 
that the Government is committed to tackling this organised criminal attack on 
the VAT system. 
 
Details of the measure are set out in Budget note 60. 
 
EXCISE STRATEGIES 
 
Repeal of excise duty relief for small non-commercial consignments 
 
The Government today announced that excise duty relief for small non-
commercial consignments will be repealed.  This follows a recent judgement 
by the European Court of Justice that makes it clear that current reliefs are 
unlawful.  This will mean that all alcohol and tobacco sent by post from abroad 
will be liable to UK excise duty. 
 
Details of the measure are set out in Budget note 77. 
 
Tackling alcohol fraud  
 
The Government today announced that it will clarify guidance on the 
information businesses need to provide to support claims for drawback of 
excise duty, with effect from 1 April 2007.  This will ensure that HMRC can 
verify that goods are duty paid and eligible for drawback.  HMRC are 
publishing responses to the consultation document, Reform of the Excise Duty 
Drawback System, alongside the Budget. 
 
Tackling counterfeit tobacco 
 
The Government today announced the introduction of a covert security mark 
on packs of cigarettes and hand rolling tobacco to tackle the threat from 
counterfeit tobacco.  The Government has been working closely with the 
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tobacco industry and tobacco manufacturers will be implementing this scheme 
on a voluntary basis during the coming year.   
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