








5.	Addressing the 

From its very inception the basic state pension has 
been an unfunded pension scheme paid for by future 
generations out of tax revenue. If it were a private 
pension scheme, it would be insolvent.
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Clearly radical policies now have to be introduced to 
address the rising public pension deficit. The current 
state retirement age is already due to increase to 68 but 
the question is whether this will in itself be enough?

The interaction between social security (broadly 
NIC) and pensions is firmly linked in peoples’ minds, 
even if in reality, NIC goes straight into the Treasury 
coffers for public expenditure and is not ring-fenced 
for any special purpose.

There are two state pensions. The basic state pension is 
there for everyone who has paid the qualifying NICs. 
This amount varies from person to person. In addition, 
there is the state second pension (formerly referred to as 
the State Earnings Related Pension Scheme).

NIC is set to collect very little from the very poorly 
paid, a large amount from the middle ranking earners 
and very little, as a proportion of total pay, from the 
extremely well paid. The rationale is, of course, that 
beyond a certain level, there is no extra benefit. The 
second state pension is capped at a level just below 	
the Upper Earnings Limit. Beyond the Upper Earnings 
Limit, employees pay 1% NIC and this will become 
1.5% in 2011/2012 if the April 2009 Budget proposals 
are followed through.

A graduated increase to National Insurance Contributions

The only people who can pay to rectify the current 
deficit in state pensions are today’s workers. Men can 
currently retire at 65 and women at 60 (although starting 
to rise from 2010) and both can in extreme cases draw a 
pension for 35 years. It is clear that the harsh reality is 
that if NIC is to be the methodology to fund the state 
pension, then it should be more expensive than it is. 	
The UK rates of NIC are significantly cheaper than 
many of our European Union and European Economic 
Area counterpart countries. There is a clear mismatch 
between contributions and benefits and this is an 
obvious area to increase tax yield.

Owing to the need to fund the state pension, and that 	
all workers expect to draw a pension, workers and their 
employers face the difficult but grim truth that more is 
likely to be needed to provide the benefits. 

It is also true that those closest to retirement are those 
who can usually afford to pay more, provided they have 
a job. It therefore makes sense to have a graduated 
system which is cheaper in the early years, as young 
people struggle to pay off student loans, bring up 
children, get on the property ladder etc. 

For those aged 35 years and under, the system should 
remain unchanged. For 36 to 50 year old workers, NIC 

should increase. For those in the older bracket there 
should be further increases and we should also build in 
an assumption that the 68 year old pension age is not 
going to be enough to cope with the stresses on the 
pension system and longer lives. The higher bracket 
should commence from age 51 to 70. The fairest way 		
to do this would be to have a NIC surcharge.

	 16 to 35	 As now

	 36 to 50	 10% surcharge

	 51 to 70	 20% surcharge

The upper age limit is a huge sticking point. However, 
when the state pension was introduced, people would 
typically work for 49 years to age 65 and then be lucky 
to claim for a further 10 years. Yet as life expectancy has 
increased significantly it is easy to see why the original 
figures no longer stack up. 

These changes are likely to be unpalatable to the 
electorate and this is borne out by our Finance Director 
survey results. But the statistics show that funding pensions 
in the current fashion is unsustainable in the long term 
so radical solutions are required, which need detailed 
consultation, thorough review of all the consequences 
and clear communication to taxpayers as to the choices. 
This is a time bomb that needs to be addressed.

Grant Thornton proposes

No, people should not work longer than 
the current retirement age

No, the current proposed increase to age 
68 goes far enough

Yes, if in good health people should work 
longer until age 70

Yes, people should work longer but age 
70 is too high

Don’t know

With pension funds in serious deficit, if people are in good health should people work longer 
and draw their pension later, for example drawing the state pension at age 70?
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No change should be imposed in this area and 
the age should stay at the new age of 55

The retirement age for private pension should 
revert back to 50

 

Yes, this would be a good idea

The normal minimum age at which a person can draw their private pension is increasing 
from 50 to 55 from 6 April 2010. Should the minimum age be increased to 60?
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6.	Establishing 
				    a new era of 			

Tackling the hidden economy

Many attempts have been made 
to quantify the ‘hidden’ or 
‘informal’ economy where people 
escape paying tax by trying to 
keep themselves out of sight and 
under the radar of HMRC. 

While it is impossible that the hidden economy can ever 
be eradicated, in the current tough economic climate with 
rising unemployment and public sector costs, it is critical 
for UK PLC that bold steps are taken to minimise the 
losses to the Exchequer that the hidden economy causes. 
It is also important to provide a fair and even playing field 
for those taxpayers who pay their way. 

The National Audit office report in April 2008 estimated 
that in 2005, 2 million people were working within the 
hidden economy with a loss of £1.5 billion of tax revenue. 

An electronic payment stipulation on employers

The Government has to show a more ambitious and 
sophisticated approach to updating its IT infrastructure 
and should consider adopting an electronic payment 
stipulation on employers ‑ no cash payments to 
employees (limit of £50 per employee per month to 
allow for emergencies). This would be feasible from an 
employer perspective as all it would require is 
employees’ bank account details. Electronic salary and 
expense payments into employees’ bank accounts reduce 
the risk of untaxed payments being made to employees 
and increase levels of compliance. However, according 
to the Citizens Advice Bureau, one in twelve households 
do not hold bank accounts so this is not a quick win.

HMRC is trying to overhaul its own IT infrastructure 
and this is proving a complex challenge. It requires 
expensive capital input and extensive testing to make 
sure that new systems work effectively. More support 
should be given to HMRC to accelerate its IT programme, 
enabling the plethora of systems currently in place to 
link and share data as it is a logical central point for 
maintaining up to date tax information for UK employees. 

Monitor VAT Payments

The VAT system currently has a turnover threshold of 
£67,000, creating an ‘opportunity’ for small businesses 
to slip out of the VAT net by failing to declare receipts 
that would cause them to VAT register. To counter this, 
all self-employed persons could be required to annotate 
their invoices with a unique tax reference ID enabling 
their payments to be tracked on an annual basis. 

Also, the European Union VAT legislation includes 
provisions to remove the VAT charge completely for 
services exchanged between construction industry 
businesses. This is VAT neutral, as ordinarily VAT 
would be charged and collected by the supplier, and 
reclaimed by the purchaser. Under these provisions the 
supplier no longer collects VAT from its customer, and 
so there is no opportunity for him or her to ‘go missing’ 
without remitting the VAT due to the Treasury. 	

Many European Union member states have adopted 
these provisions for construction services and workers, 
though these do not apply currently in the UK.

A real tax amnesty 

As a means to bring ‘in from the cold’ those in the 
hidden economy, HMRC should offer a once and for 	
all real ‘tax amnesty’. Those who wish to disclose past 
irregularities for the previous six years could be offered 
immunity from prosecution in return for paying past 
taxes, interest and a 10% penalty. HMRC would give up 
its present right to go back for 20 years, but the increased 
future revenue and compliance would outweigh the duties 
lost for earlier years. Generous time to pay arrangements 
for up to five years should be available on a means tested 
basis to enable those in the hidden economy to rejoin 
the mainstream. 

Anyone who discloses would then receive active, but 
not intrusive, support to ensure that they get their tax 
affairs in order going forward. Having the non-compliant 
brought within the system can only serve to level the 
playing field for compliant businesses operating in 
tough economic times.

A similar position was taken in Ireland where a 	
bold position on a tax amnesty has worked. The Irish 
Revenue Commissioners introduced a tax amnesty in 
1993 which provided Irish taxpayers a unique chance to 
settle all former tax misdemeanours at a tax rate of just 
10%. Those who fully cooperated with the Irish Revenue 
and made a full disclosure of all unpaid taxes were not 
prosecuted and were not named publicly by the Irish 
Revenue Commissioners and had no fear of prosecution 
or publication. Since 1993 the Irish Revenue has continued 
to introduce various special projects to bring people 
back into the fold. The result and consequent success of 
this initiative has raised millions of euros of extra tax for 
the Irish Government.

Grant Thornton proposes
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Yes, a good idea

 

Not a good idea

 

Don’t know

Should HMRC prosecute all tax evaders even where the amounts are not substantial, 
unless they make voluntary disclosures of irregularities, to encourage more ‘ghosts’ 
and ‘moonlighters’ to come clean?

0%	 10%	 20%	 30%	 40%	 50%	 60%

45%

52%

3%

View of Finance Directors in the UK



Transparency and clarity 
in tax policy making

This has a detrimental effect in terms of administrative burden on business and 
difficulties for individuals in being able to understand the implications of their tax 
affairs. Most notably it can pose real problems for those who self assess their tax 
as the lack of clarity and the manner in which tax legislation changes in such an ad 
hoc manner poses a genuine problem for taxpayers.

Establishment of a tax policy committee

We believe that all tax policy needs more and earlier 
input from business and tax experts rather than just 
politicians. We recommend the setting up of a tax policy 
committee, to pull together appropriate experts to work 
with Parliament to formulate tax policy.

In 1997, the Bank of England and the Monetary 
Policy Committee were given independence to set the 
Bank of England base rate. This has worked with great 
success to control the rate of inflation. However, when 
broad tax policy is being reviewed there is no guarantee 
that there is consultation with those who understand it 
the most. A recent example is the introduction of the 
senior accounting officer rules which introduces personal 
penalties for defaulters. The rules were incorporated in 
the Budget without prior consultation and with the 
misconception that they would bring no additional burdens 
to business. The policy was then set and it was left to a 
hurried series of meetings to turn the original proposal 
into something that would be both practical and 
operationally viable. Much time would have been better 
directed and the final law would have been more refined 
if these proposals had received input at an earlier stage 
– something which is echoed in many other areas of tax.

The current Government has a strong record of 
consultation. However, some tax changes are set with 	
no room for discussion of the underlying policy or are 
subject to tight deadlines for input, which can prevent 	
a full consideration of all the relevant issues. 

All tax policy should not only go out to public 
consultation but should also be reviewed by a 
Parliamentary Committee. This has a number of 
advantages including that any legislation would 	
receive appropriate consideration by Parliament, 	
which is often difficult to achieve during the 	
rushed Finance Bill process. 

The added value of a Parliamentary Committee is 	
that it can use tax experts and relevant business people 
to provide input on the best ways to achieve particular 
results but also provide practical information on how 
any change will work in practice. The Committee should 
include some constant members who could serve for a 
fixed term but also have a few ‘rolling places’ to enable 
specific experts to be drafted in as required. 

Lastly, an appropriately set up Committee could tap 
into the experience of the House of Lords Economic Affairs 
Committee, which for constitutional reasons is currently 
excluded from full consideration of the Finance Bill.

Grant Thornton proposes

UK tax legislation is renowned for being 
overly burdensome and complex.

Yes, a good idea

 

Not a good idea

 
It may add further complexity to the field 

of tax legislation

It will have no positive impact

 

No opinion on this

Would you consider it a positive step to move the setting of tax policy away from 
politicians and instead for there to be an independent tax planning committee that 
would introduce legislation in a timely and considered way?
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The conclusion 
is in the road test

This manifesto is different to others in that it has been subject to 	
a ‘road test’ with an influential sample of the business community. 
They largely welcomed the reforms that we proposed but also 
highlighted areas that will not meet with easy public acceptance. 	
Most importantly they stated what their business and personal 
concerns were for the future. 

In the lead up to the next general election the three main political 
parties will be looking to all taxpayers as they seek a political edge. 	
Our research in the business community shows where some of those 
‘wins’ will be. The next Government needs to be armed with radical 
and innovative ideas to resuscitate Britain out of the financial haze of 
the early 21st century and reinvigorate and reposition the UK’s place 	
in the global economy. It is in all of our interests to seek answers to 
those complex questions and we at Grant Thornton are happy to 
provide further details on any of the issues and ideas contained in 	
this manifesto.

The area of tax policy is complex and challenging. It also proves to 
be a particularly emotive subject during the election campaign season 
where it will have a profound effect on every single member of the 
UK electorate. Therefore all political parties have to work hard to 
ensure their manifesto identifies with the voter. 

Abbreviations

Controlled Foreign Company	 CFC
Gross Domestic Product	 GDP
HM Revenue and Customs	 HMRC
HM Treasury	 HMT
National Insurance Contributions	 NIC
Real Estate Investment Trust	 REIT
Stamp Duty Land Tax	 SDLT
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