Stage: Final Version: 2 Date: March 2009

Related Publications: Consultation Partial Assessment. (Annex A of the Consultation Document.)

Available to view or download at:
http://www.hm-treasury.gov.uk/d/bud07 taxincentives 256.pdf

Contact for enquiries: Anna Silvester Telephone: 0207 270 6028

What is the problem under consideration? Why is government intervention necessary?

High demand for housing, lack of supply and consequent problems of affordability have become an
issue for many parts of the country, whilst some other areas have been affected by housing market
failure. The Government aims to achieve a better balance between housing supply and demand
through increasing the supply and addressing the market failures in housing. The Government has set
out an ambition to increase housing supply by at least 240,000 net additional homes per year by 2016.
At the same time, it is committed to maintaining a high proportion of development on brownfield sites
(i.e. previously developed land).

What are the policy objectives and the intended effects?

The principal change considered in the Impact Assessment extends land remediation relief to certain
costs of clearing long-term derelict land (which may or may not also be contaminated). Derelict land is
not in productive use because of previous development, and cannot be put into use without the
removal of buildings or other structures. This is intended to support companies with the higher costs of
developing sites with substantial dereliction, so returning that land to beneficial use and helping to
maintain Government ambitions. There are also further changes in the same legislation to refocus
existing elements of the relief on contamination of brownfield sites, for which no Impact Assessment
would ordinarily be required, but which are referred to where appropriate in this assessment.

What policy options have been considered? Please justify any preferred option.
1. Do nothing.

2. Introduce the changes announced in the 2008 Budget and Pre Budget Report 2008 to extend land
remediation relief to expenditure on long-term derelict land. The legislation also includes a number of
changes to give companies greater certainty about what categories of expenditure qualify for relief, in
particular the costs of eradicating Japanese Knotweed.

The second option is preferred as it provides support for companies to clear up and develop
contaminated and long-term derelict land and bring it back into productive use.

When will the policy be reviewed to establish the actual costs and benefits and the achievement of the
desired effects? HMRC will conduct a post-implementation review within 3-5 years of introduction.

Ministerial Sign-off For final proposal/implementation stage Impact Assessments:

I have read the Impact Assessment and | am satisfied that (a) it represents a fair and
reasonable view of the expected costs, benefits and impact of the policy, and (b) the
benefits justify the costs.

Signed by the responsible Minister:

gk S

Date: 27/03/09
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ANNUAL COSTS

Description and scale of key monetised costs by ‘main
affected groups’ The one-off cost arises from companies

One-off (Transition) Yrs | familiarising themselves with the changes and the annual ongoing
£ 15,000 5 | costreflects the small increase in administrative burdens from
companies claiming the relief.
4l Average Annual Cost
8 (excluding one-off)
SN £ 17,000 Total Cost (Pv) | £ 90,000
Other key non-monetised costs by ‘main affected groups’
ANNUAL BENEFITS Description and scale of key monetised benefits by ‘main
affected groups’
One-off Yrs
0 £ Not quantifiable 5
E Average Annual Benefit
[T (excluding one-off)
zZ
=t £ Not quantifiable Total Benefit (Pv) | £ 0

Other key non-monetised benefits by ‘main affected groups’ The main expected benefit from
the changes is the return of contaminated and derelict land to productive use, particularly

brownfield sites.

Key Assumptions/Sensitivities/Risks The key assumptions are the number of companies affected by
the changes and the scale of the average additional cost. The extension of relief is estimated to
provide a benefit to business of around £30-£40 million of tax relief per year.

Price Base Time Period Net Benefit Range (NPv)

NET BENEFIT (NPV Best estimate)

Year 2009 Years 5 £ £ 90,000 cost

What is the geographic coverage of the policy/option? UK

On what date will the policy be implemented? 1/04/2009

Which organisation(s) will enforce the policy? HMRC

What is the total annual cost of enforcement for these organisations? £ negligible

Does enforcement comply with Hampton principles? no

Will implementation go beyond minimum EU requirements? no

What is the value of the proposed offsetting measure per year? £-

What is the value of changes in greenhouse gas emissions? £-

Will the proposal have a significant impact on competition? No

Annual cost (E-£) per organisation Micro Small Medium Large
(excluding one-off) neg neg neg neg
Are any of these organisations exempt? No No N/A N/A
Impact on Admin Burdens Baseline (2005 Prices) (Increase - Decrease)
Increase of £ 15,000 Decrease of £ - Net Impact £ 15,000 increase

Kev: Annual costs and benefits: Constant Prices

(Net) Present Value




Background and objective

The Government aims to create prosperous, inclusive and sustainable communities. Everyone
should have the opportunity of a decent home at a price they can afford, in a place in which they
want to live now and in the future, that promotes opportunity and a better quality of life in a
secure and attractive environment.

High demand for housing, lack of supply and consequent problems of affordability have become
an issue for many parts of the country, whilst some other areas have been affected by housing
market failure. The Government aims to achieve a better balance between housing supply and
demand through increasing the supply of housing, both full market and affordable, and through
a series of programmes to address market failure.

The Government is committed to a step change in housing supply. It has set out an ambition to
increase housing supply by at least 240,000 net additional homes per year by 2016. (See for
example http://www.hm-treasury.gov.uk/d/bud08 chapter5.pdf Page 85.) At the same time, it is
committed to maintaining a high proportion of development on brownfield sites. Brownfield land
is previously developed land.
(http://www.communities.gov.uk/documents/planningandbuilding/pdf/planningpolicystatement3.

pdf)

The proposed changes are intended to return those brownfield sites, which are either long-term
derelict or contaminated land to beneficial use helping to maintain Government ambitions.

Under the planning process any site has to be cleaned up so that it is in a fit state for its
proposed use. Contaminated land is also subject to obligations under environmental protection
legislation. Lord Rogers’ Urban Task Force reported in 1999 and the Government responded
with the Urban White Paper in 2000, recommending that additional tax relief should be given to
help developers decontaminate contaminated land. Land Remediation Relief was introduced in
2001, providing a 150 per cent Corporation Tax relief for the costs of decontamination.

Kate Barker's 2004 Review of Housing Supply recommended that the relief should be extended
to long-term derelict land, as long as the extra public money levered into the market would
encourage genuine new investment in brownfield remediation, and not simply subsidise
development that would take place anyway.

Options and consultation

The Government published a Consultation Impact Assessment of Land Remediation Relief at
Budget 2007. Six options were considered at that time, which was put out for consultation. The
Response to Consultation was published in December 2007. It was announced at Budget 2008
that the Government had decided to go forward with option 2 to extend Land Remediation Relief
to long-term derelict land.

The option to extend Land Remediation Relief to include certain costs of clearing long-term
derelict land is preferred over the option to do nothing, as it will provide support for companies
to clear and develop these sites, so bringing them back into productive use. This is in line with
Government aims to maintain a high proportion of development on brownfield sites and
ambitions to increase housing supply.

In addition, an option to end the exemption from landfill tax for waste from clearing
contaminated land was also accepted and is the subject of a separate Impact Assessment
published on 23 September 2008. http://www.hmrc.gov.uk/ria/sub-order-annxc.pdf

Consultations with stakeholders also suggested that
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B more and better publicity for the relief was needed as many corporations carrying out land
remediation work were not aware of their right to claim the relief; and

B more detailed guidance on the types of costs that qualified for the relief was also needed.

The Government is also amending the existing regime to align the qualifying conditions more
closely with the work that is done to obtain planning consent. The intention is that, as often as
possible, companies will be able to tell whether they will qualify for the relief at the time they
submit the planning application. This would mean that the relief is more likely to influence
decisions as to which land to re-develop.

It is hoped that increased publicity will encourage more businesses to consider developing long-
term derelict land to meet our needs for land rather than looking to develop on greenfield sites
where land may be more expensive but does not require any work prior to development.
Greenfield land includes sites which have not previously been developed, in contrast with
brownfield land. The full definition of “brownfield” may be read via this hyperlink.
http://www.communities.gov.uk/documents/planningandbuilding/pdf/planningpolicystatement3.p
df) As land remediation is a niche market, publicity will be targeted through key stakeholders
such as other Government departments, local authorities and industry bodies who have
expressed a willingness to cascade information via planning and property development web
sites. There have already been a number of articles in property and remediation magazines,
although no formal press release has been issued.

The extension of Land Remediation Relief under the preferred option is estimated to cost the
Exchequer around £30-£40 million a year over the next 5 — 10 years

Businesses affected

The changes are likely to affect companies carrying out development on contaminated and
long-term derelict land. Around 1,000 companies claimed Land Remediation Relief in 2005-06
(the latest year for which data is broadly complete) and the same companies will most probably
be involved in clearing and developing long-term derelict sites as well. Therefore, it is assumed
that up to around 1,000 companies will be affected by the changes to Land Remediation Relief.

Estimated benefits

Government help through the tax system will be targeted more closely on developers allowing
funds to be recycled into hard to remediate sites. It should encourage development on
brownfield land, and so support Government housing ambitions for England through the
National Brownfield Strategy and similar programmes in Scotland, Wales and Northern Ireland.

It is not possible to quantify these wider benefits with any degree of certainty.

Estimated costs
Administrative Burdens

HMRC is subject to quantified targets to reduce one aspect of compliance costs in particular;
the administrative burden on business of disclosing information to HMRC or to third parties. This
burden is assessed through the ‘Standard Cost Model’, an activity-based costing model which
identifies what activities a business has to do to comply with HMRC's obligations, and which
estimates the cost of these activities, including agent fees and software costs.

The extension of Land Remediation Relief to long-term derelict land was designed with the
intention that companies are able to use existing databases to substantiate their claims, as far
as possible. In particular, the changes are designed to enable companies to use the work that
they already have to carry out as part of the planning process to substantiate their claims. The
intention is to minimise any additional burden of claiming relief.

As companies claiming relief in relation to long-term derelict land will do so as part of their
existing Land Remediation Relief claims, the additional burden will be relatively small. Therefore,
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it is assumed that a company will spend an extra half hour on average to claim support. At an
hourly wage of £25 (from the Standard Cost Model at 2005 prices), this gives an average
additional burden of £12.50 per company. This average cost is expected to be higher where a
company uses an agent to make the claim and it is assumed that the average cost is double
that of companies not using an agent.

Three-quarters of the 1,000 companies estimated to be affected are assumed not to use
external agents, suggesting a total additional burden of around £9,000. The remaining quarter
of companies affected are assumed to use an agent, suggesting a total additional burden of
around £6,000. Overall, this suggests a total ongoing additional burden of around £15,000 each
year at 2005 prices, which converts to an annual burden of around £17,000 at current prices.

Wider Compliance Costs

All of the 1,000 companies will need to familiarise themselves with the extension of Land
Remediation Relief to long-term derelict land. Companies are assumed to need half an hour on
average to familiarise themselves with the changes, which, at an hourly wage of £27.50, gives a
total one-off cost of around £15,000 (at current prices). External advisors and accountants may
also require some familiarisation with the changes, but it is assumed that this cost will be
passed onto companies in some form and so is not explicitly identified.

Impact on HMRC
The impact on operational costs for HMRC is expected to be negligible.
Total estimated costs

Overall, the changes are estimated to involve a one-off familiarisation cost of around £15,000,
plus ongoing costs of around £17,000 a year (at current prices). Over a five-year period, the
total estimated cost is £100,000, representing an average annual cost of around £20,000 (at
current prices). In net present value terms (assuming a 3.5% discount rate), the estimated total
cost converts to around £90,000 over five years, representing an average cost of around
£18,000 a year (at current prices).

Implementation plan, monitoring and evaluation

These changes will be implemented for Budget 2009. Secondary legislation will also be
published at the same time. HMRC will conduct a post-implementation review within 3-5 years
of introduction.

Specific Impact Tests

Competition Assessment

This change is not expected to have any adverse impacts on competition, as it should not:
B directly limit the number or range of suppliers;

B indirectly limit the number or range of suppliers;

B limit the ability of suppliers to compete’; nor

B reduce suppliers' incentives to compete vigorously.

Indeed, the extension to Land Remediation Relief may promote competition by attracting new
suppliers into the market.

! A small number of suppliers for Japanese Knotweed remediation who have previously offered removal to landfill may be
disadvantaged. However, most are moving away from this method as there are increased restrictions and costs on landfill, and
as a result are moving into other methods which will benefit from LRR.
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Small Firms Impact Test

Although the changes are likely to impact on small companies, they are not expected to be
disproportionately affected. Indeed, excluding small companies from this relief would
disadvantage them more than allowing them to claim, as they would be unable to claim tax relief
for renovating long-term derelict land that would be available to larger companies.

Nothing specific was raised at the time of consultation on small businesses. The Federation of
Small Businesses and the British Retail Association did not respond. The National Farmers’
Union broadly supported the proposals. None of the small consultancy firms or remediation
firms made mention of any particular issues for small businesses.

Legal Aid

LRR is part of the Corporation Tax regime affecting land; it is not introducing criminal sanctions
or civil penalties, so there are no Legal Aid implications.

Sustainable Development Test

This change is expected to contribute to Government’s commitment to sustainable development,
which consists of five principles:

B living within environmental limits;

B ensuring a strong, healthy and just society;
B achieving a sustainable economy;

B promoting good governance; and

B using sound science responsibly.

Sustainable development is about making economic, social and environmental progress in a
holistic way, so that we achieve “development that meets the needs of the present without
compromising the ability of future generations to meet their own needs”.

This reform is particularly focused on this commitment as it is focusing on the long-term benefits
of utilising long-term derelict land rather than greenfield sites; by concentrating on the broader
global perspective rather than the immediate impacts.

Including the remediation of long-term derelict land in the relief will mean that more brownfield
areas are redeveloped for building rather than using greenfield areas. This option, which might
not always have been cost effective without the relief, should benefit the environment and
society as a whole.

Carbon Assessment

LRR aims to encourage the re-use of previously developed land (brownfield land) as part of the
Government's drive for sustainable development. Long-term derelict land and land
contaminated with Japanese Knotweed are already being re-developed or treated outside of the
relief system by Regional Development Agencies (RDAS), local authorities and others. The
changes in the relief aim to encourage greater use of these types of site by corporate
businesses. There should be no increase in carbon usage to develop these sites over that used
already in the construction industry.

Other Environment

The disposal of waste from contaminated land and from long-term derelict land is already
regulated by a number of bodies depending on the substance. For example, the Environmental
Agency already gives guidance on the management of Japanese Knotweed and the use of
herbicides to eradicate it.

http://www.environment-agency.gov.uk/homeandleisure/wildlife/
Health Impact Assessment



The disposal of waste from contaminated land and from long-term derelict land is already
regulated by a number of bodies, depending on the substance involved. For example, the
Health and Safety Executive already gives guidance on the safe handling of asbestos.
http://www.hse.gov.uk/asbestos/essentials/

Gender, race and disability tests

These changes affect a relief in the Corporate Tax system; it has no impact on individuals, and
so there is no impact on gender, race and/or disability.

See Annex.
Human Rights

As LRR is part of the Corporation Tax regime, it does not impact on the human rights of
individuals.

Rural proofing
This measure was analysed by the Commission for Rural Communities who said:

“This relief is welcomed and should help encourage the development of sites, which have been
derelict since 31 March 1998, regardless of location (subject to certain qualifying criteria).
However, this relief is currently limited to companies only.”

The National Farmers’ Union broadly supported the proposals, as did the Campaign to Protect
Rural England.
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Use the table below to demonstrate how broadly you have considered the potential impacts of your
policy options.

Ensure that the results of any tests that impact on the cost-benefit analysis are contained within
the main evidence base; other results may be annexed.

Type of testing undertaken Results in Results
Evidence Base? | annexed?
Competition Assessment Yes No
Small Firms Impact Test Yes No
Legal Aid Yes No
Sustainable Development Yes No
Carbon Assessment Yes No
Other Environment Yes No
Health Impact Assessment Yes No
Race Equality Yes no
Disability Equality Yes no
Gender Equality Yes no
Human Rights Yes No
Rural Proofing Yes No







