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Introduction 

Evident from its constant changes and improvement, we can safely presume that the tax 
regulations and law in the UK is ever evolving. This paper discusses mainly analyse various tax 
regulations and policy in the.  Firstly, it discusses the relevancy of fundamental tax principles 
towards tax policies in the UK as well as how its influenced by external factors. Secondly, it 
analyses different types of business tax and its changes and how it has and would impact the 
UK. 

Fundamental Tax Principles, UK Tax Policies and UK Business Tax 

In his ‘Wealth of Nations (1776)’ book, Adam Smith introduced 4 basic taxation principles also 
knows as the ‘Cannons of Taxation’. These principles also known as cannons are Equity, 
Certainty, Efficiency, and Convenience (Zeder,2020). Equity means, how much you give out is 
proportional to income. Certainty implies that every aspect related to tax should be 
consistent and certain. Efficiency implies that the amount of money utilised to collect tax 
should be kept low, enabling it to be used for other things. Lastly, Convenience suggests that 
it should be easy for everyone to pay their tax (convenient time, method, etc).   

There are some aspects of the cannons that can be challenged. When it comes to equity for 
example, the principle dictates that to make it fair, everyone should pay in proportion of their 
income. This is not always the case as there are a lot of other things that should’ve been taken 
into accountable. For example, there’s 2 people working the same job, paid hourly wage. 
Person A, work extra hours, earn more, and thus pay more tax. Whilst Person B has the same 
amount of opportunity, decided to stay at home, have more free time, but pay less tax. With 
the current tax policy of income-based rate, it would seem that the government is punishing 
person A for wanting a better life but rewarding person B for wanting a simpler life. The tax 
system should take into accountability other factors like potential income, family size, etc. It 
is however, not always possible to measure potential income thus, it’ll be a challenge if 
implied. Another challenge that might appear if it’s applied would be on the cost as doing 
surveys requires money and thus, it would go against the ‘efficiency’ cannon.  

In relation to the increase of awareness towards the environment, the government has 
created various grants, schemes, and policy that would encourage people to be 
environmentally friendly. An example of this would be getting a grant of up to £350 (UK 
GOV,2021) when installing vehicle charger at home or by having various tax capital allowances 
based on the vehicle’s CO2 emission. As a result of this there’s a visible increase in registered 
battery electric cars (Appendix A) which is beneficial for not only the locomotive industry, but 
also the government.  Despite of the various incentives however, since UK is no longer in the 
EU, UK are no longer required follow the EU ETS ‘cap and trade’ law and thus, the government 
might not be as motivated to keep the carbon emission as low despite of the fact that UK has 
been known to be one of the countries that completely supports low carbon footprint 
movement. 

Taxation of Different Types of Businesses: Should there be Different Tax Concessions? 



There are various structure and types of ownership such as sole trader, partnership, and 
limited company (Appendix B). Individuals that are a sole-trader and partnership are required 
to pay Capital Gains Tax (CGT) and Income Tax. Another business structure would be limited 
companies. These types of company are required to pay Corporation Tax (CT).  

As although some people might argue that tax should be made the same for all types of 
business, these tax systems prove to be more beneficial this way. As different businesses 
would have different business cycle, scale, and income. Putting them all under the same tax 
category would create challenges for one type but might benefit the others. This is so as the 
government would need to set the rate at a point that’s not too low or too high for both. 
Aside from that, allowances such as married couple allowances for CGT would not be able to 
be implemented thus, reducing exemptions for sole trader and partners.  Another specified 
example of this would be on £12,570 allowance on income tax for sale trader and partners. It 
might not be much, but it would be very helpful for people starting up their business as most 
of them would take out loans or use their personal money for start-up cost. Putting it into 
perspective, if they’re required to pay 19% regardless of what they earn with little to no 
exemptions and allowances, they might not be able to survive in the long run. A limitation of 
this system, however, is when a sole trader or partnership type of company is starting to do 
well and earn the high-rate band (Appendix D) they’ll be charged 40% income tax. In this case, 
despite of the more complex structure and less exemptions of limited company, they’re 
better off changing the status ownership of their business. If tax rates are to be made the 
same across all types of company, the government would need to make concessions that 
could be applied to both.  

The main difference within CGT and CT is that CT is flat which basically means however much 
the company earn, it’ll only need to pay 19%. It has however, been announced that from 
2023/24, the rate would vary based on income (Appendix C). This change was done as a 
measure to raise more income through tax while keeping the rate competitive and affordable 
the same time. These changes would impact the UK positively and negatively. As the small 
business (up to £50k/year) won’t be much impacted, there won’t be many changes. When it 
comes to big companies however, some company might want to reregister their business out 
of the UK as countries such as the US has a flat 21% corporation tax rate (McHonney, 2021). 
This, however, might not be the case in the next few years as the US president has proposed 
to increase the corporation tax rate to 28% (HMRC, 2021). Despite of it being rejected, there 
are still chances that it’ll go through. If UK raises its corporation tax for big companies and 
other G7 countries don’t, UK might be adversely impacted financially. Also, increase in 
corporation tax, might increase prices of low-price items, as for low-price item, companies 
don’t take much profit, so their selling price is prone to changes like these, and they have no 
choice but to pass it on to the customer.  

Conclusion and recommendation  

Despite of its relevance, there are some aspects of the cannon that could be improved such 
as how the amount paid by everyone is determined more than just through their income. 
Despite of that however, throughout the years the government has changed the tax policy as 
well as putting out incentives in relation to various factor such as environmental awareness. 
In relation to the tax system in the UK, there are different tax to be paid as a sole trader and 



partnership or a limited company. Various exemptions and concession that are in the CGT and 
Income tax might not be applicable for corporate tax. If both company type want to be 
charged under the same tax system, the government would need to regulate tax concession 
that could be used by both types. Despite of the UK not being required to follow the EU ETS, 
the government should still be motivated to reduce carbon footprint and set out tax policies 
to encourage people to do the same. Lastly, despite of it being challenging, the government 
might need to introduce a new effective way of measuring each individual’s Income Tax as 
although the current system might look ‘fair’ it encourages people to work less and possibly 
expect benefits instead.  
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Appendix A 

Rise in UK’s battery electric cars registration 

 
 
 
 

Appendix B 
Key differences within sole trader and limited company 

  
(Business,2018) 

 
 

Appendix C 
Current and proposed CGT rate 

 
(Karl, 2021) 

 



Appendix D 
Income Tax rate 2021/22 

 
(IFS, 2021) 
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