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COMMENT FROM HEAD OF A&M TAXAND UK All%

The Chancellorhas delivered his first Autumn Statement and has largely
confirmed the direction of travel of his predecessor. The Business Tax Road
Map remains the approach to be taken, and it has been announced thatthe
new rules on interest reliefrestrictions and loss reliefs will be introduced as
planned nextApril.

One key change, already trailed, is that there will be no Autumn Statement
in the future. There will be an annual Budgetin which detailed tax changes
will be announced, and this will move to the Autumn to allow more time for
the legislation to be scrutinised before it is enacted. This means that there
will be two Budgetsin 2017 — a final Spring Budgetand the first Autumn
Budget. In the future, there will also be a Spring Statement to respond to
the Office for Budget Responsibility’s (OBR) report, but this is notintended
to include any fiscal announcements.

The corporation tax rate reductions already announced have been confirmed,
which means that the rate will reduce to 17 percent by 2020. Contrary to any
expectations raised by the Prime Ministerin recent speeches, there is neither
an acceleration ofthis process nor any further rate reductions.

The interest restrictions following Action 4 of the base erosion and profit shifting
(BEPS) recommendations will apply from April nextyear. The changesto loss
reliefs, including restrictions for the carry-forward of losses, will also apply from
nextApril, although some detailed amendments are expected to the proposals.

There will be a consultation on bringing corporate non-residentinvestors, in
particularreal estate investors, into the corporation tax net, largely to ensure
they are also covered by the rules on interestrestrictions and losses.

On the employee side, salary sacrifice arrangements are targeted and will no
longer be effective except in certain very limited circumstances. The tax benefits
of Employee Shareholder Status are also being removed, as these are seen by
the governmentas having been used largely for tax avoidance purposes.
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Business Tax Road Map

The governmenthas reaffirmed its commitmentto implementing the policies set
out in the Business Tax Road Map in March 2016 and in particular the reduction
in the rate of corporationtax to 17 percentby 2020.

Given that the Business Tax Road Map was a policy device of his predecessor,
the Chancellor may have been tempted to set out his own vision for the future of
business taxation. He has chosen to leave things alone ostensibly to provide the
certainty that businesses require when making long-term investmentdecisions.

Tax Deductibility of Corporate Interest Expense

The Chancellorreiterated the proposals to implementthe recommendations
from the Organisation for Economic Co-operation and Development (OECD)

on BEPS Action 4 — restricting interest deductibility from 1 April 2017. The U.K.
willimplementa fixed ratio rule limiting U.K. corporation tax deductions for net
interest expense to 30 percentof a group’s U.K. EBITDA (earnings before
interest, tax, depreciation and amortisation). Ifit gives a more favourable answer,
groups will be able to use a group ratio rule to determine whether additional
interest amounts are deductible in the U.K. This will be based on the net interest
to EBITDA ratio of the worldwide group. The rules will not apply to groups with
net U.K. interestexpenses under£2 million. The governmenthas concluded that
banking and insurance companies will be subjectto the rulesin the same way
as other groups of taxpayers, and following consultation, the governmenthas
confirmed it will widen the proposed provisions to protectinvestment in public
benefitinfrastructure.

The governmenthas been at the forefront of the OECD’s BEPS initiative. The
previous Chancellor has implemented the proposals enthusiastically and atthe
earliestpossible opportunity. Formany groups, this will lead to significantrisesin
effective tax rates. The U.K.’s aftractiveness as a location for foreign investment
is already suffering as a resultof Brexit, and given that these measures further
damage our competitiveness, we would have preferred to see them deferred
until the dust has settled. These provisions only apply to corporation tax payers,
but non-residentcompanies currently subjectto U.K. income tax could also be
brought within the charge to corporation tax as a resultof proposals announced
today. This means, for example, non-resident corporate investorsin U.K. real
estate could be broughtwithin these provisions atsome pointin the foreseeable
future.
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Loss Relief

e The governmenthas confirmed that from 1 April 2017, only 50 percent of taxable

profits can be offset by carried-forward losses with the restriction applying to
profits in excess of £5 million. At the same time, there will be greaterflexibility
over the type of profits that can be relieved by lossesincurred after 1 April 2017.
Following consultation, the governmenthas also stated it will simplify the
administration ofthe new rules and will take steps to address unintended
consequences ofthe rules. The existing rules for banks will continue to apply.

The decision to go ahead with limiting tax relieffor historic losses is disappointing,
particularly with the U.K. looking like an uncertain destination forinvestment
following the Brexit vote. Businesses have long been able to claim tax relief
withoutrestriction for losses incurred in earlier years. Limiting the reliefto 50
percentof profits for any particular yearis unfairon businesses thatwould have
expected to offset costs incurred during the investment stage of their business
plansorin the more difficult years of recession. The policy could have a
materially detrimental effect on business investmentand the overall economy.

Substantial Shareholding Exemption Reform

The governmenthas announced that, following consultation, the Substantial
Shareholdings Exemption (SSE) will be reformed to simplify the rules with
effect from April 2017. This will take the form of a removal of the “investment”
requirement(that the group as a whole is trading) and the provision of

a more comprehensive exemption for companies owned by qualifying
institutional investors.

This is good news for U.K. companies and will simplify the operation of

the SSE. Compared to participation exemptions in different countries such
as Luxembourg and the Netherlands, the SSE has been broadly criticised
for being overly complicated, leading to a lack of certainty for companies
making disposals. The removal of the investmentrequirement should ensure
certainty of treatment in circumstances where it is unclear whethera group
qualifies as trading.
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Non-Resident Corporate Landlords to Pay Corporation Tax

The governmenthas announced thatit will consulton whetherand how to bring
all non-residentcompanies who receive U.K. taxable income into the corporation
tax regime. This is mainly likely to affect non-residentcompaniesthatown U.K.
real estate and that currently pay income tax underthe Non-ResidentLandlord
scheme. The effect would be to bring such companiesinto all the corporation tax
rulesincluding the restrictions on interestreliefand loss relief being introduced
next year and the anti-hybrid regime.

The governmentearlier expressed its intention to include corporate non-resident
landlords in the interest restrictions but has faced a number of technical
difficulties in doing this as those rules are not designed to apply to income tax
payers. Bringing such companies into the corporation tax regime is a logical
response to this and will level the playing field between U.K. and non-U.K.
investors. However, the consequences could be quite severe as such non-
residents have typically used high debt levels, and hybrid financing structures,

to fund their U.K. operations. On the upside, these changes are unlikely to
happen before 2018 and when they do, investors will be able to take advantage
of the corporation tax rates that will be lowerthan the basic rate of income tax.
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BANKINGAND FINANCIAL SERVICES All%

Insurance Premium Tax (IPT)

e The standard rate of IPT will rise from 10 percentto 12 percentwith effect

from 1 June 2017.

Of the revenue raising measures announced by the Chancellortoday, this

was the most significantin terms of the amountof additional tax that the
governmentexpectsto collect— more than £4 billion overthe next five years.
Whilst the governmentclaims it is a commercial decision forinsurers, it seems
inevitable thatat least some of this tax hike will hit the pockets of consumers.

Bank Levy

¢ In the context of the banklevy charge beingrestricted to U.K. balance

sheet liabilities from 1 January 2021, the governmenthas confirmed that

there will be an exemption for certain U.K. liabilities thatrelate to the funding
of non-U.K. operations.

The process of considering the balance between revenue raising and
competitiveness is ongoing and is now of additional importance given
the U.K.’s decision to leave the European Union.
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AVOIDANCE AND ENQUIRIES Al]g

Disguised Remuneration

e The governmenthasannounced itsintention to tackle disguised remuneration

schemes by extending the measures introduced in Budget2016 (that targeted
employers and contractors)to the self-employed. The measure will create a new
charge to tax on historic loans drawn from disguised remuneration schemes that
remain unpaid on 5 April 2019. The measure will also prevent tax relieffor employers’
paymentsinto such schemes unless PAYE and NI is paid at the outset or within

12 months from the end of the accounting period in which a deductionis claimed.

As with all such anti-avoidance provisions, the legislation will be closely reviewed by
those who have implemented such schemes. The governmentestimates that tax of
approximately £630 million will be raised by this measure over a six-year period but
acknowledgesthatthe size of the tax base and the behavioral response oftaxpayers
are the main uncertainties in the forecast.

Strengthening Tax Avoidance Sanctions and Deterrents

e As anticipated and announced atBudget2016, the governmentwill introduce a

new penalty for any person who has enabled another person orbusinessto use
a tax avoidance arrangementthatis later defeated by Her Majesty's Revenue and
Customs (HMRC). It will also remove the defence of having relied on non-independent

advice as taking “reasonable care” when considering penalties forany person or
business that uses such arrangements.

Draft legislation forthis change will be published shortly. It will be important for

the legislation to be crafted carefully such that ordinary tax advice on commercial
tfransactionsis kept outside of the new penalty regime.

Tax Enquiries — Closure Rules

With effect from Royal Assent to Finance Bill 2017, HMRC and taxpayers will have

the ability to conclude discrete aspects of a tax enquiry via a Partial Closure Notice.
Currently a tax enquiry can only be concluded when all disputed matters have been
resolved,and HMRC believes that this can create an unfair cash flow advantage to

businesses that are underenquiry into tax avoidance activities or are large and
complex cases.

Care will need to be taken with the legislation so that any increased power given to
HMRC as part of the tax enquiry processis balanced by a measure designed to assist
taxpayers who may be due a tax refund for certain aspects of an ongoing tax enquiry
in which HMRC is dragging its feet.
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Employee Shareholder Status

e The Chancellorannounced today thatthe tax benefits of the Employee

Shareholder Status (ESS) scheme will be removed for ESS agreements made

on or after 1 December2016. Income tax and capital gains tax reliefs will no longer
be available in respectof ESS sharesissued on or after that date. The legislation
will also be amended to enable share buybacks to be taxed as distributions.
Employees who received independentadvice up to 1:30 p.m. on 23 November
2016 will still be able to access ESS benefits provided they are issued the shares
before 1 December2016. Tax benefits for ESS sharesissued before 23 November
2016 remain unchanged.

This move reflects the government’s concern that ESS was increasingly being
used for tax planning ratherthan the primary purpose for which it was intended,
which was to incentivise staff and boost performance in smaller businesses.
Given its generoustax reliefs, ESS was often considered as an option for
incentivising managementin corporate acquisitions and leveraged buy outs

in which the potential for significantgains being achieved tax free is high.

Salary Sacrifice

The governmenthas announced thatthe tax and employer Nl advantages of
salary sacrifice arrangements will be removed from April 2017, excluding those
relating to pensions, childcare, Cycle to Work and ultra-low emission cars (those
with CO2 emissions of up to 75 grams perkilometer). Arrangementsin place
before April 2017 will be protected until April 2018 and arrangements for cars,
accommodation and school fees will be protected until 2021.

Employersthat have implemented such arrangements will no longer benefitfrom
the associated tax savings. With the governmentanticipating an increased tax
take of more than £1 billion overthe next six years, we expect this change to
triggeran increased focus on employee benefitpackagesin the coming months.

National Insurance Employer Rate

The National Insurance secondary (employer) threshold will be aligned with the
employee primary threshold from April 2017. This will mean that both employees
and employers will start paying National Insurance on weekly earnings above £157.

Although presented as a simplification measure thatarose from a recommendation
made by the Office of Tax Simplification, this will resultin increased NI costs overall.
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CONTACTUS

To discuss how A&M might provide assistance, please contact any of the following:

David Pert

Managing Director, Head of Tax
Tel: +44 (0) 20 7715 5208
Mobile : +44 (0) 7946 442809
dpert@alvarezandmarsal.com

Kevin Hindley

Managing Director, Corporate and
International Tax

Tel: +44 (0) 20 7715 5235

Mobile: +44 (0) 7939 468157
khindley@alvarezandmarsal.com

Jonathan Hornby

Managing Director, Corporate
and International Tax

Tel: +44 (0) 20 7715 5255
Mobile: +44 (0) 7808 054052
jhornby@alvarezandmarsal.com

Marcus Nicolaou

Senior Director, Corporate

and International Tax

Tel: +44 (0) 20 7715 5222

Mobile: +44 (0) 7946 185770
mnicolacu@alvarezandmarsal.com

Claire Lambert

Senior Director, Corporate and
International Tax

Tel: +44 (0) 20 7072 3285
Mobile: +44 (0) 7583 553 544
clambert@alvarezandmarsal.com

Charles Beer

Managing Director, Real Estate Tax
Tel: +44 (0) 20 7863 4721

Mobile: +44 (0) 780 261 5194
cbeer@alvarezandmarsal.com

Tom McFarlane

Managing Director, Transfer Pricing and
Business Restructuring

Tel: +44 (0) 20 7072 3201

Mobile: +44 (0) 7876 790163
tmcfarlane@alvarezandmarsal.com

Richard Syratt

Managing Director, International Tax and
Transfer Pricing

Tel: +44 (0) 20 7863 4722

Mobile: +44 (0) 7796 336101

rsyratt@alvarezandmarsal.com

Mairéad Warren de Burca

Managing Director, VAT

Tel: +44 (0) 20 7863 4785

Mobile: +44 (0) 739 2091863
mwarrendeburca@alvarezandmarsal.com

lan Fleming

Managing Director, Transaction Tax
Tel: +44 (0) 20 7663 0425

Mobile: +44 (0) 7947 938907
ifleming@alvarezandmarsal.com

Dafydd Williams

Managing Director, Transaction Tax
Tel: +44 (0) 207 072 3215

Mobile: +44 (0) 750 617 6416
dwilliams@alvarezandmarsal.com

Jagdip Bharij

Senior Director, Transaction Tax
Tel: +44 (0) 207 663 0793
Mobile: +44 (0) 753 418 9233
jbharij@alvarezandmarsal.com

Simon Gore

Senior Director, Transaction Tax
Tel: +44 (0) 207 072 3211
Mobile: +44 (0) 753 358 7764
jbharij@alvarezandmarsal.com

Leigh Clark

Senior Director, VAT

Tel: +44 (0) 20 7715 5258
Mobile: +44 (0) 7720 009 7567
Iclark@alvarezandmarsal.com

When action matters, find us at http://www.alvarezandmarsal.com
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https://www.linkedin.com/company/162399
https://twitter.com/alvarezmarsal
https://www.facebook.com/alvarezandmarsal
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Disclaimer

This newsletteris not intended orwritten by Alvarez & Marsal Taxand UK LLP to be used, and cannot
be used, by a client orany other person or entity for the purpose of avoiding tax penalties that may
be imposed on any taxpayer. Readers should notconsider this documentto be a recommendation

to undertake any tax position, nor consider the information contained therein to be complete, and
should thoroughly evaluate their specific facts and circumstances and obtainthe advice and
assistance of qualified tax advisors.

Taxand is a global organisation of tax advisory firms. Each firmin each country is a separate and
independent legal entity responsible for delivering client services.

In the UK, Alvarez & Marsal Taxand UK LLP is the member firm of Taxand and services are provided
by Alvarez & Marsal Taxand UK LLP.

Alvarez & Marsal Taxand UK LLP is a limited liability partnership registeredin England and Wales
with registered number OC332081. A list of members'names is available forinspection at 1st Floor,
1 Finsbury Circus, London EC2M 7EB, United Kingdom, the firm's principal place of business.

The firm’s registered office is Tower Bridge House, St Katharine’s Way, London, E1W 1DD.
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