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1. Introduction 
 

1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to respond 
to this Inquiry, published on 1 February 2019.  

 
1.2. AAT, like many other organisations, has long believed that the current business rates system is 

not fit for purpose. In discussions with various other representative bodies it has become clear 
that agreement about how the system should be reformed or replaced is very difficult to reach.  

 
1.3. At the same time, it is clear that maintenance of the existing system cannot continue without 

substantial reductions in revenue for the Exchequer – in the short to medium term because of the 
increasing numbers of costly sticking plasters being applied to make the system more palatable 
and in the long term because of an increasing trend towards online sales leading to a likely 
reduction in physical retail properties to tax. – AAT does recognise that business rates are about 
much more than just the retail sector, however with retail accounting for approximately one 
quarter of all business rates income it is relevant to identify this as a contributory factor in the 
need for reform.  

 
1.4. AAT discussed the impact of business rates on businesses in depth at its December 2018 AAT 

Tax Panel meeting. The AAT Tax Panel includes several AAT licensed accountants, 
representatives from the Office for Tax Simplification, the IoD, FSB, editors of tax and 
accountancy publications, Equity and others. This response is partly informed by those 
conversations.  

 
2. Executive summary  

 
2.1. The current Business Rates system is negatively impacting business, the taxpayer and 

the economy as a whole.  
The retail sector is suffering significant problems with ever increasing rates in a highly 
competitive and shrinking physical market. Successive years of tweaks and tinkering at the 
edges of the existing system will be costing the taxpayer £13bn during the five-year period 2019-
20 to 2023-41  

 
2.2. To combat some of the immediate problems, AAT believes annual revaluations must take 

place and that plant and machinery should be removed from the business rates equation. 
The reasons for this are set out at 3.8 and 3.11 below. 

 
2.3. AAT has long recognised that the current system is not fit for purpose but that 

alternatives offer varying degrees of imperfection.  
For this reason, Government should establish a cross-party, consultative approach to agreeing a 
fairer, simpler alternative to business rates. The Treasury Select Committee report into this issue 
should be used as a starting point for action. 

 
  

                                                      
1 Hansard, 11 February 2019: 
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-
06/217583/  

https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-06/217583/
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-06/217583/
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3. AAT response to the Treasury Select Committee Inquiry into Business Rates 

 
The current system 

 
3.1. The current business rates system was introduced in 1990, it is a 20th century system now widely 

viewed as not being fit for purpose in the 21st century. 
 

3.2. Although it continues to raise approximately £30bn in tax receipts each year, this amount may 
well diminish given the various reliefs and reforms the Government has introduced in recent 
years in an attempt to address the challenge of keeping the current system operational.  

 
3.3. Expensive tweaks and tinkering at the edges include directing an additional £435m of taxpayer’s 

money at the problem in the 2017 Spring Budget, over £2bn in the Autumn 2017 Budget and a 
further £1bn in the October 2018 Budget.  

 
3.4. Last month, the Government suggested that the total package of reliefs, reforms and 

amendments will cost a total £13bn during the five-year period 2019-20 to 2023-42  
 
3.5. This demonstrates that the application of temporary solutions is the Government’s preferred 

method of dealing with what is in essence a broken system. This approach of constant short-term 
interventions is not just costly for the taxpayer but makes the system increasingly incoherent and 
uncertain for business.  

 
3.6. The business rates system is becoming increasingly difficult to defend, especially for SMEs who 

do not attract the relief of a micro-business or alternatively have the financial muscle of large 
businesses.  

 
3.7. The impact on large businesses is far from positive. In the retail sector, Toys 'R'Us, House of 

Fraser, Maplin, HMV and Poundworld all collapsed in 2018 and each mentioned business rates 
as being a contributory factor in their demise. The removal of these large companies inevitably 
has a knock-on effect for the SME community, not just in relation to those that are suppliers but 
also in relation to the smaller retailers who rely on the footfall generated by larger “anchor” stores.  

 
3.8. Likewise, manufacturers suffer significantly from the current system and have been calling for 

reform for many years – especially in relation to plant and machinery – which many 
manufacturers would like removed from business rates calculations because it represents a tax 
on manufacturing investment. It can also be argued that it damages productivity because it 
discourages investment in new plant and machinery - because its value is taken into 
consideration, and new plant and machinery has a higher value, a higher tax liability ensues. 

 
Changing the current system 

 
3.9. For several years AAT has called for a fundamental review of the entire business rates system to 

be undertaken. However, it has also recognised that two short term measures could be 
undertaken as interim, not permanent, measures to immediately improve the system whilst such 
a review is undertaken. These were to switch the inflation measure from the RPI measure to CPI, 
and to guarantee revaluations every three years before eventually moving to annual revaluations. 

 
3.10. AAT therefore welcomed the government decision to switch indexation from RPI to CPI, although 

would like Government to recognise this is not a long-term fix, it merely slows the rate of constant 
increases rather than addressing any fundamental problems.  

 
 
 
 
 
 
 
 

                                                      
2 Hansard, 11 February 2019: 
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-
06/217583/  

https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-06/217583/
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-question/Commons/2019-02-06/217583/
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3.11. Likewise, AAT welcomed the recent commitment to revaluations every three years but would still 
very much like to see this progressed to annual revaluations to provide increased certainty and 
accuracy whilst simultaneously leading to a significant reduction in the use of the much disliked, 
bureaucratic and often ineffective, “check, challenge, appeal” system3. Hong Kong introduced 
annual revaluations in 1845 and although the requirement was removed in 1973, they recognised 
that lengthy periods without revaluations were resulting in large and often unmanageable 
increases and so returned to annual revaluations in 1999. Hong Kong has continued to operate 
annual revaluations successfully ever since and enjoys an incredibly low appeals rate as a result, 
although it should be noted that the amount of tax sought is substantially less than in the UK at 
5% of the rateable value (2018-2019).4 The system of annual revaluations in Holland5 is another 
case in point that the Committee may wish to examine further. 

 
Alternatives to the current system 

 
3.12. AAT has previously called for a cross-party, consultative approach to agreeing a fairer, simpler 

alternative to business rates and believes that this Treasury Select Committee inquiry could be 
an important step in achieving this.  
 

3.13. There has been much debate about scrapping business rates and replacing them with a sales tax 
which would apply equally to online businesses and those with a physical presence, as proposed 
by former Iceland and Wickes Chief Executive Bill Grimsey. Grimsey suggested a 2% tax on all 
retail sales would raise the same amount as that already being paid by retailers through the 
business rates system (£8bn). An energy tax has been proposed by the British Retail Consortium 
and a more simplistic but fraught with difficulties, profits tax or even a turnover tax has gained 
supporters too. There are numerous alternatives available, each with advantages and 
disadvantages. AAT has considered these main alternatives as set out below. 

 
Energy Tax 

 
3.14. There appears to be little or no appetite for an energy tax and this was reinforced by AAT’s own 

Tax Panel, none of whom saw merit in the idea. This had previously been promoted by the British 
Retail Consortium as long ago as 2014, which is perhaps explained by the typically low energy 
usage of the retail sector in comparison to other sectors who are also liable for business rates, 
most obviously manufacturers. 
 
Turnover tax 
 

3.15. A turnover tax is fraught with difficulties, not least because some companies operate on the basis 
of huge turnovers but very low profit margins, so a turnover tax would prove punitive compared to 
those with much lower turnovers but similar or higher profits.  
 
Profits tax 
 

3.16. Given the complexities and potential for significant inequity under a turnover tax, a profits tax 
might naturally be considered an acceptable alternative. However, this ignores the reality of profit 
shifting undertaken by multi-national organisations as well as the various legitimate profit 
reducing activities that many companies undertake e.g. in favour of increased investment and so 
on. A profits tax, like a Land Value Tax, is theoretically attractive whilst in reality, fraught with 
difficulties. As with a Sales Tax, many organisations who currently pay substantial sums of 
business rates e.g. local authorities, schools and hospitals, would no longer make any 
contribution given there are no profits to tax. 
 
 
 
 

                                                      
3 The Telegraph, September 2018: 
https://www.telegraph.co.uk/business/2018/08/18/quick-fix-team-called-tackle-business-rates/  
4 Hong Kong SAR: 
https://www.rvd.gov.hk/en/public_services/rates.html  
5 RICS, November 2017: 
https://www.isurv.com/info/390/features/11415/business_rate_valuation_the_netherlands_approach  

https://www.telegraph.co.uk/business/2018/08/18/quick-fix-team-called-tackle-business-rates/
https://www.rvd.gov.hk/en/public_services/rates.html
https://www.isurv.com/info/390/features/11415/business_rate_valuation_the_netherlands_approach
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Sales Tax 
 

3.17. A sales tax has the benefit of simplicity, would resolve some of the inherent unfairness in the 
current system e.g. irrespective of whether a business is bricks and mortar or online, a sale is a 
sale and could be taxed the same, likewise everyone would be paying the same regardless of 
what they sold and where they were based.  
 

3.18. However, a sales tax is often unfair as two businesses with the same sales could have very 
different operating costs. This could be addressed with the use of gross profit minus employee 
costs, as this would encourage more employment or at least discourage any reduction in 
headcount. This could be included as part of the self-assessment tax return to ensure collection 
remained relatively straightforward.  
 

3.19. Concerns about inflationary pressures are genuine but must not be overplayed. This is linked to 
the Government’s response to calls for a sales tax, that it cannot be supported because the tax 
will be directly passed on to consumers. This ignores the reality of the business rates system 
where these costs are also directly passed on to consumers but not in a visible manner. 
Providing the removal of business rates took place at the same time as the introduction of a sales 
tax, there is no reason why businesses would not (at least initially) absorb the tax into their 
pricing structure in the same way as business rates. In the medium to longer term, increased 
transparency would not necessarily be a bad thing.  
 

3.20. The most obvious shortcoming with a sales tax is that tax would be payable by companies 
making very small profits or in some cases, losses. This could lead to an increase in the number 
of business failures. It is also worth highlighting that many organisations who currently pay 
substantial sums in business rates e.g. local authorities, schools and hospitals, would no longer 
make any contribution given there are no sales to tax. Almost three quarters of business rates 
revenue is generated by the non-retail sector. That would somehow need to be addressed 
separately. 
 
Land Value Tax 
 

3.21. This is being strongly promoted by the Liberal Democrats who have called for a new “commercial 
landowner levy” that would remove buildings and utilities from calculations, and only tax the land 
value of a commercial site. Similarly, an influential group within the Labour Party, the Labour 
Land Campaign, have made very similar recommendations.  
 

3.22. There are some substantial practical barriers to this happening, not least the need to create and 
maintain an accurate database of site-by-site land use and ownership. The current system has a 
costly, bureaucratic and far from effective appeals process but the introduction of a land value tax 
would likely build on this given the inevitable contesting of land value that would take place. As 
the current Government has often stated, “…the complexity and cost of administering a land 
value tax means that such a proposal is not tenable.”6 
 
Corporation Tax 
 

3.23. Some have suggested abandoning the planned reduction in Corporation Tax to 17% in 2020 and 
using the £1bn7 this would save to reduce the negative impact of Business Rates.  
 

3.24. Others have suggested going further still and scrapping business rates completely, replacing 
them with an increase in Corporation Tax.  
 
 
 
 
 
 
 

                                                      
6 Hansard, March 2014: 
https://publications.parliament.uk/pa/cm201314/cmhansrd/cm140324/text/140324w0001.htm#140324w0001.htm_spnew37  
7 HMRC: 
https://www.gov.uk/government/publications/corporation-tax-to-17-in-2020/corporation-tax-to-17-in-2020  

https://publications.parliament.uk/pa/cm201314/cmhansrd/cm140324/text/140324w0001.htm#140324w0001.htm_spnew37
https://www.gov.uk/government/publications/corporation-tax-to-17-in-2020/corporation-tax-to-17-in-2020
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3.25. This would further deepen the iniquitous situation whereby Amazon pay 0.7% of its turnover in 

Corporation Tax compared to high street retailers who pay between 1.5%-6.5%. This isn’t just a 
problem for high street retailers. For example, Royal Mail (large warehousing estates paying 
business rates) paid no Corporation Tax at all in 2017, as did British Land, which boasts 
ownership of 24m square foot of floor space8 and similarly paid no Corporation Tax.  
 
Recommendations 
 

3.26. AAT believes that further reform of the existing system will only be of short-term benefit but given 
the size of the task in agreeing an alternative, and then successfully implementing the resultant 
changes, improvements to the current system must be made now.  
 

3.27. Firstly, switch to annual revaluations for the reasons set out at 3.11 
 

3.28. Secondly, remove plant and machinery from the business rates system as set out at 3.8 above. 
 

3.29. Thirdly consider CBI recommendations to remove downward phasing.  
 

3.30. Government should establish a cross-party, consultative approach to agreeing a fairer, simpler 
alternative to business rates, using the Treasury Select Committee report into this issue as a 
starting point for action but noting issues beyond business impact need to be considered too, 
including the amount of revenue to be generated, the ease of collection and the level of political, 
as well as economic, acceptability. 

 
4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow members and 
over 90,000 student and affiliate members worldwide. Of the full and fellow members, there are 
more than 4,250 licensed accountants who provide accountancy and taxation services to over 
400,000 British businesses.  
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote the 
study of the practice, theory and techniques of accountancy and the prevention of crime and 
promotion of the sound administration of the law. 

 
5. Further information 
 

5.1. If you have any queries, require any further information or would like to discuss any of the above 
points in more detail, please contact Phil Hall, AAT Head of Public Affairs & Public Policy: 
 

5.2. E-mail: phil.hall@aat.org.uk  Telephone: 07392 310264  Twitter: @PhilHallAAT 
 

5.3. Association of Accounting Technicians, 140 Aldersgate Street, London, EC1A 4HY   
 

 
 
 
 
 
 
 
    
 
 

                                                                                                           
    

                                                      
8 British Land web site, February 2019: 
https://www.britishland.com/about-us/our-portfolio  

https://www.britishland.com/about-us/our-portfolio

