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Introduction

The Government has committed to confirming the majority of measures for inclusion
in the Finance Bill at least three months prior to introduction of the Bill itself and,
where possible, to publish draft legislation for each of these measures. This provides
taxpayers with certainty about future tax changes and allows time for pre-legislative
scrutiny.

Consulting on draft legislation

Many of the measures covered in this document were announced in Budget 2013
and where appropriate, consultations on policy have been carried out over the spring
and summer. The Government's responses to these consultations are being
published alongside the draft legislation.

The consultation on draft clauses is intended to ensure that the legislation works as
intended.

The final contents of the Bill will be subject to confirmation at Budget 2014.

What has been published?

The Government is publishing draft clauses for Finance Bill 2014 for consultation.
Where secondary legislation will give substantive effect to the Finance Bill clause,
this has also been published in draft.

Each clause is accompanied by:

e a Tax Information and Impact Note (TIIN) which sets out what the legislation
seeks to achieve, why the Government is undertaking the change and a
summary of the expected impacts; and

e an Explanatory Note which provides a more detailed guide to the legislation.

This material is published on the GOV.UK website.

The Government's responses to policy consultations carried out over the summer
have also been published on the GOV.UK website.

Contacts and closing date

If you wish to comment on any of the draft clauses, please use the contact details
provided at the end of the relevant Explanatory Note. The closing date for comments
is Tuesday 4 February 2014.



1 Overview of measures

1.1 This chapter provides a brief description of the measures for which draft
legislation was published on 10 December 2013 including measures announced
since Budget 2013. Most of the measures are intended for inclusion in
Finance Bill 2014, although a small number of policies to be given effect through
secondary legislation or through other bills have also been included.

Personal tax

1.2 Income tax personal allowances for 2014-15 — At Budget 2013, the
Government announced that for 2014-15, people born after 5 April 1948 will be
entitled to a personal allowance of £10,000. From 2015-16, the default will be an
annual increase by the Consumer Prices Index (CPl). The Government also
announced that the basic rate limit will be £31,865 in 2014-15. A Tax Information and
Impact Note for these changes was published at Budget 2013.

1.3 Income tax: indexation — At Budget 2011, the Government announced its
intention to move the indexation assumption for all direct taxes to the CPI. This
transition began in April 2012. The CPI change for personal allowances and income
tax limits for individuals will be made in Finance Bill 2014. Subsequent legislation will
then be introduced to override this for the starting rate limit for savings income,
adjusted net income limit, married couples allowances and blind persons allowance
so that they rise by the Retail Prices Index (RPI) for the 2015-16 tax year.

1.4 Transferable tax allowances for married couples — As announced in the
Autumn Statement, legislation will be introduced, effective from 2015-16, to allow a
spouse or civil partner to transfer £1,000 of their personal allowance to their spouse
or civil partner. This option will be available where neither spouse or civil partner is a
higher or additional rate taxpayer. From 2016-17, the transferable amount will reflect
increases to the personal allowance. Assuming the basic rate of income tax is
20 per cent, the recipient’s tax liability will be reduced by up to £200 for the tax year.

15 Increase in limits under employee share schemes — As announced in the
Autumn Statement, the Government will increase the maximum value of shares that
employees can acquire under all-employee Share Incentive Plans (SIP), and Save
As You Earn option schemes (SAYE) from 6 April 2014. Finance Bill 2014 will
introduce legislation to increase the individual limits under SIP to:

e £3,600 on the ‘free’ shares companies can award to employees; and
e £1,800 on the ‘partnership’ shares employees can purchase.

A Treasury Order will increase the amount that employees can save under SAYE
arrangements and apply towards the purchase of shares to £500 per month.



1.6 Government response to Office of Tax Simplification (OTS) review of tax
advantaged share schemes — As announced in December 2012, and following
consultation, legislation will be introduced to give effect to several of the OTS'’s
proposals to simplify the tax rules for employee share schemes. The main changes
are the switch from HMRC approval of tax advantaged schemes to self certification
by businesses, and online filing of information and returns on employee share
arrangements. These changes will take effect from 6 April 2014.

1.7 Government response to OTS review of unapproved share schemes —
As announced at Budget 2013, and following consultation over the summer,
legislation will be introduced to give effect to a number of the OTS’s proposals to
simplify the tax rules for non-tax advantaged (‘unapproved’) share schemes. It will
change the basis of taxation of shares and options granted to internationally mobile
employees, introduce a new rollover relief for certain share exchange arrangements,
extend corporation tax relief for employee share acquisitions, and apply other
simplifications to tax rules. A response to the consultation was published on
10 December 2013.

1.8 Tax incentives for employee ownership trusts — As announced at Budget
2013, and following consultation over the summer, legislation will be introduced to
provide a relief from capital gains tax (CGT) on disposals of shares in a trading
company (or a holding company of a trading group) to a special trust which operates
for the benefit of all employees, and which result in the trust holding a controlling
interest in the company. The legislation will also ensure that transfers of shares and
other assets to such a trust will be exempt from inheritance tax providing certain
conditions are met. The relief and exemption will take effect from 6 April 2014.

1.9 From 1 October 2014 bonus payments made to employees of companies
which are controlled by a qualifying trust (or a company in a group headed by such a
company), will be exempt from income tax up to a cap of £3,600 in a tax year. The
legislation will also ensure that employers are not prevented from claiming a
corporation tax deduction to which they would otherwise be entitled because a bonus
paid to their employees is exempt from income tax. A response to the consultation
was published on 10 December 2013.

1.10 Social investment tax relief — As announced in Budget 2013, and following
consultation over the summer, legislation will be introduced to provide a range of
income and CGT reliefs to provide incentives for investment by individuals in
qualifying social enterprises. These changes will come into effect from 6 April 2014.
A response to the consultation was published on 10 December 2013.

1.11 Tax exemption for employer expenditure on recommended medical
treatment — As announced in Budget 2013, legislation will be introduced to exempt
from income tax expenditure by employers on recommended medical treatment
where an employee has been absent from work due to ill-health or injury. Following
consultation, the Government will extend the exemption to medical treatments
recommended by employer-arranged occupational health services. The exemption
will be subject to an annual cap of £500 per employee, and is likely to come into
effect in autumn 2014. A response to the consultation was published on
10 December 2013.

1.12 Exemption threshold for employer provided beneficial loans — As
announced at Budget 2013, legislation will be introduced to increase the exemption
threshold for employer-related loans to be treated as earnings, from £5,000 to
£10,000. These changes will take effect from 6 April 2014.



1.13 Pensions tax relief — As announced in Budget 2013, and following
consultation over the summer, legislation will be introduced in Finance Bill 2014 to
provide transitional protection (‘individual protection 2014") from the pensions lifetime
allowance charge, as a consequence of the reduction in the standard lifetime
allowance to £1.25 million from 6 April 2014. A response to the consultation was
published on 10 December 2013.

1.14 Interest relief on loans to purchase life annuities — As announced in
Budget 2013, the Government consulted on the impact of withdrawing the relief for
interest on loans to purchase life annuities, following a recommendation from the
OTS. In light of the responses received, the Government has decided to retain the
relief, and therefore no new legislation is required. A response to the consultation
was published on 10 December 2013.

1.15 Capital gains tax: annual exempt amount (AEA) — As announced in
Autumn Statement 2012, legislation will be introduced to ensure that the AEA will
increase to £11,000 in 2014-15 and £11,100 in 2015-16. A Tax Information and
Impact Note was published on 11 December 2012.

1.16 Capital gains tax private residence relief final period exemption — As
announced in the Autumn Statement, legislation will be introduced to reduce the final
period of ownership of a property which qualifies for private residence relief from
36 months to 18 months. A new relief will be introduced so that some disabled
people and people moving into care homes will get final period exemption for the last
36 months. The changes will come into effect from 6 April 2014.

1.17 Inheritance tax (IHT): nil-rate band — As announced on 11 February 2013,
legislation will be introduced to extend the freeze on the inheritance tax nil-rate band
at £325,000 until 2017-18. A Tax Information and Impact Note was published on
20 March 2013.

1.18 Inheritance tax: periodic charges on trusts — As announced at Budget
2013, and following consultation over the summer, legislation will be introduced to
align the filing and payment dates for IHT trust charges to six months after the month
in which a chargeable event occurred. The new legislation will also treat trust income
that has remained undistributed for more than five years at the date of the trust's
10 year anniversary, as if it was part of the trust capital for the purposes of the 10
year anniversary charge to IHT. The changes will be effective in relation to tax
charges arising on or after 6 April 2014. A response to the consultation was
published on 10 December 2013.

1.19 Vulnerable beneficiary trusts — As announced in the Autumn Statement,
legislation will be introduced to:

e extend from 5 December 2013 the CGT ‘uplift’ provisions that apply on the
death of a beneficiary of a vulnerable beneficiary trust; and

o extend from 2014-15 the range of trusts that qualify for special income tax,
CGT and IHT treatment.



1.20 Cultural Gifts Scheme (CGS) — As announced in the Autumn Statement,
legislation will be introduced to ensure the CGS works as intended in relation to
Estate Duty. The amendment will ensure that donors of objects, on which there is
potentially a charge to Estate Duty, are not financially better off by donating the
object under the CGS, than selling the object on the open market. The changes will
take effect on and after the date of Royal Assent to Finance Bill 2014.

1.21 Changes to qualifying loan interest relief — As announced in the Autumn
Statement, legislation will be introduced to extend the income tax relief for payments
of interest on loans to acquire an interest in a close company or an
employee-controlled company. Currently relief is available for investment in
companies which are resident in the UK. For interest payments on or after
6 April 2014, relief will be extended to include investments in companies resident in
states in the European Economic Area other than the UK.

1.22 Company car tax rates 2016-17 — As announced in Budget 2013, legislation
will be introduced to increase the appropriate percentages for calculating the benefit
charge for cars with a CO, emissions figure by two percentage points for each band,
with the maximum appropriate percentage remaining at 37 per cent. Legislation will
also be introduced to remove the three percentage point diesel supplement, so that
diesel cars will be subject to the same level of tax as petrol cars.

Finance Bill 2014 will also introduce legislation to increase the appropriate
percentage for cars without a CO, emissions figure. The appropriate percentage for
cars which have an internal combustion engine with a cylinder capacity of:

e 1,400 or less will increase from 15 per cent to 16 per cent; and
e 1,401 — 2000 will increase from 25 per cent to 27 per cent.

Finally, legislation will be introduced to increase the appropriate percentage for cars
registered before 1 January 1998. The appropriate percentage for cars which have
an internal combustion engine with a cylinder capacity of:

e 1,400 or less will be 16 per cent,
e 1,401 — 2000 will be 27 per cent, and
e 2,001 or more will be 37 per cent.
These changes will come into effect from 2016-17.

1.23 Company cars: repeal of section 114(3) Income Tax (Earnings and
Pensions) Act (ITEPA) 2003 — As announced in the Autumn Statement, legislation
will be introduced to repeal section 114(3) ITEPA 2003, which prevents a car benefit
charge if the provision of a company car or van constitutes earnings from
employment under any other provision. By repealing section 114(3) ITEPA 2003, it
will allow HMRC to rely on the provision at section 64 ITEPA 2003, which ensures
that the full amount of a car or van benefit is subject to tax, if an amount could be
both earnings under section 62 ITEPA 2003 and treated as earnings under the
benefits code. This change will come into effect from 2014-15.



1.24 Company cars: payments for private use of a company car or van — As
announced in the Autumn Statement, legislation will be introduced to amend sections
144(1) and 158(1) Income Tax (Earnings and Pensions) Act (ITEPA) 2003, putting
beyond doubt that payments for private use of a company car or van need to be
made in the tax year in which private use was undertaken. This change will come into
effect from 2014-15.

Corporate Tax

1.25 Corporation tax rates — The main rate of corporation tax for financial year
2015 of 20 per cent was announced in Budget 2013. The Government proposes to
include legislation in Finance Bill 2014 to:

e impose a corporation tax charge for the financial year 2015;

e set the main rate of corporation tax on oil and gas ring fence profits of
companies for financial year 2015;

e set the small profits rates and marginal relief fractions for financial year 2014,
and repeal the small profits rate provisions for non ring fence profits from
2015 onwards;

o amend the mechanism for fixing the ring fence rates and fraction, which will in
future be in Part 8 Corporation Tax Act 2010 that contains the oil activities
legislation; and

o simplify rules which ensure the right tax is paid at the right time by companies
under common control; including new rules for oil and gas ring fence profits,
patent box small company treatment, capital allowances on long-life assets
and the profit threshold for Quarterly Installment Payments.

1.26 Code of Practice on Taxation for Banks — As announced in Budget 2013,
legislation will be introduced to require HMRC to publish an annual report on the
Code of Practice on Taxation for Banks (the Code) from 31 March 2015. The report
will list all banks, building societies and investment firms which have unconditionally
adopted the Code, as well as those that have not. In addition it may name any bank,
building society or investment firm which HMRC considers has not complied with the
Code.

1.27 Bank levy rates — The Government intends that the bank levy should raise at
least £2%2 billion each year. To ensure this, and to offset the benefit to the banking
sector from reductions to the main rate of corporation tax announced since 2010, the
full bank levy rate will increase from 0.142 per cent to 0.156 per cent. The half rate
for chargeable equity and long term chargeable liabilities will be increased from
0.071 per cent to 0.078 per cent. The changes will take effect from 1 January 2014.

1.28 Bank levy review — When the bank levy was introduced on 1 January 2011,
the Government committed to a review in 2013 to ensure it was operating efficiently.
Following consultation over the summer, the Government announced in the Autumn
Statement that it will introduce legislation amending Schedule 19, Finance Act 2011
to give effect to changes that arise from this review. A response to the consultation
was published on 10 December 2013.



1.29 UK oil and gas fiscal regime: new onshore allowance — As announced in
Budget 2013, a new allowance will be introduced to promote early investment in
shale gas. Following consultation, the Government has decided that the allowance
will apply to all onshore projects, both for conventional and unconventional
hydrocarbons.

1.30 The allowance will remove an amount equal to 75 per cent of capital
expenditure incurred by a company in relation to an onshore site from its adjusted
ring fence profits for the purposes of supplementary charge. The allowance will be
subject to a capacity limit of 7 million tonnes for production yield per site. The
allowance will not be available for existing onshore projects which have already
received development consent. New onshore oil and gas fields will be removed from
the scope of existing field allowances. Transitional arrangements will be put in place
for companies currently developing projects. The changes will apply to the qualifying
capital expenditure a company incurs on onshore oil and gas projects on or after
5 December 2013. A response to the consultation was published on
10 December 2013.

1.31 UK oil and gas fiscal regime: extension of the Ring Fence Expenditure
Supplement for onshore activities — As announced in Budget 2013, and following
consultation over the summer, legislation will be introduced to extend from 6 to 10
the number of accounting periods a company can claim Ring Fence Expenditure
Supplement (RFES), in relation to qualifying expenditure or losses on onshore oil and
gas activity. These changes will apply to losses or qualifying pre-commencement
expenditure arising or incurred on or after 5 December 2013. For losses arising in an
accounting period straddling the commencement date, the changes apportion the
losses before and after the commencement date. A response to the consultation was
published on 10 December 2013.

1.32 UK oil and gas fiscal regime: substantial shareholding exemption — As
announced in the Autumn Statement, legislation will be introduced to extend the
scope of the substantial shareholding exemption, to treat a company as having held
a substantial shareholding in a subsidiary being disposed of for the 12 month period
before the disposal where that subsidiary is using assets for oil and gas exploration
and appraisal activity that have been transferred from other group companies, and
where the other conditions for the exemption are met. These changes will take effect
from Royal Assent to Finance Bill 2014.

1.33 UK oil and gas fiscal regime: reinvestment relief for pre-trading
companies — As announced in the Autumn Statement, legislation will be introduced
to create an exemption to prevent a chargeable gain being subject to a corporation
tax charge, where an asset is disposed of in the course of oil and gas exploration and
appraisal activities, and the proceeds are then used for the same purposes. These
changes will take effect from Royal Assent to Finance Bill 2014.

1.34 Consultation on tax support to the film industry — As announced in
Budget 2013, and following consultation over the summer, legislation will be
introduced to amend film tax relief. Subject to State aid approval, film tax relief will be
available for surrenderable losses at a rate of 25 per cent up to the first £20 million of
each production’s qualifying core expenditure (to a maximum of 80 per cent of the
qualifying production core expenditure) and 20 per cent thereafter (to a maximum of
80 per cent of the qualifying production core expenditure) for all productions. The
minimum UK spending requirement will also change from 25 per cent to 10 per cent.
The changes will take effect from 1 April 2014. A response to the consultation was
published on 10 December 2013.



1.35 Review of loan relationships and derivative contracts — The Government
will introduce legislation to enhance existing anti-avoidance provisions at section 492
Corporation Tax Act 2009 (CTA 2009), to prevent abuse of the ‘bond fund’ rules in
Chapter 3 of Part 6, CTA 2009, and to clarify and rationalise certain aspects of those
rules. Legislation will also be introduced to clarify and rationalise the taxation of
corporate partners, where loan relationships and derivative contracts are held by a
partnership. These changes follow consultation over the summer on the review of the
legislation governing the taxation of corporate debt and derivative contracts. Draft
legislation for Finance Bill 2014 will be published for consultation in January 2014.
Further changes in connection with this review will be introduced in Finance Bill 2015
and in secondary legislation. A response to the consultation was published on
10 December 2013.

1.36 Changes to the debt cap provisions — As announced in the Autumn
Statement, legislation will be introduced to:

e put beyond doubt the way the grouping rules for the World Wide Debt Cap
(WWDC) apply to companies without ordinary share capital; and

e enable regulations to be made, which include conditions to be met by
companies making an election to transfer WWDC liabilities to another group
company.

The first change applies for periods of account starting on or after 5 December 2013.
The second change will take effect from Royal Assent to Finance Bill 2014.

1.37 Amending loss relief provisions — As announced in the Autumn Statement,
legislation will be introduced to amend and supplement existing corporation tax
provisions, to ease the rules restricting the availability of relief for corporation tax
trading losses when companies change ownership. The changes will take effect for
any changes of company ownership which occur on or after 1 April 2014.

1.38 Controlled foreign companies (CFC): profit shifting — As announced in the
Autumn Statement, legislation will be introduced to switch off the partial exemption
rules for a CFC's interest receipts that arise from an arrangement with a main
purpose of transferring profits from intra-group lending out of the UK. The legislation
will also amend the anti-avoidance rule relating to the transfer of external debt to the
UK to ensure that the rule works as intended. The changes will take effect from
5 December 2013.

1.39 Business Premises Renovation Allowance (BPRA) — Following the
publication of a Technical Note during the summer, legislation will be introduced with
effect from April 2014 to clarify the scope of BPRA to ensure that the relief is limited
to building and renovation works, and associated services. A response to the
Technical Note was published on 10 December 2013, and is available on the HMRC
website.

1.40 Capital allowances: mineral extraction allowances — As announced in
Budget 2013, and following consultation over the summer, legislation will be
introduced relating to the treatment of mineral extraction allowances, where the
mineral extraction activity enters or ceases to be within the charge to UK tax. The
changes will take effect from April 2014.



1.41 UK management of offshore funds — The Government's Investment
Management Strategy was published at Budget 2013. As part of this strategy,
legislation will be introduced to widen the scope of section 363A of the Taxation
(International and Other Provisions) Act 2010. The current provisions treat offshore
funds that are undertakings for collective investment in transferable securities as not
being resident in the UK if they are resident in another Member State for the
purposes of any tax imposed under the law of that state on income. Following
consultation over the summer, section 363A will be amended to include alternative
investment funds from 5 December 2013.

1.42 Section 212 Finance Act 2012: Insurers’ Solvency 2 regulatory capital
securities — As announced in the Autumn Statement, the Prudential Regulatory
Authority is now requiring insurers to issue Solvency 2 compliant capital instruments
in advance of agreement to Solvency 2. The tax treatment of these instruments is
uncertain under current tax legislation, as the legislation was not designed with these
instruments in mind. As Solvency 2 is not in force, the existing power contained in
Finance Act 2012, and which allows HM Treasury to make Regulations, cannot be
used to set out the tax treatment of these instruments. The Government will therefore
introduce legislation to expand the existing power to clarify the tax treatment of these
instruments.

1.43 Loan relationships: release of debts: financial institutions in resolution
— As announced on 26 November 2013, and taking effect from that date, legislation
will be introduced to amend the corporation tax rules on loan relationships that apply
to cases where credits are not required to be brought into account on the release of
debts. It will include the case where a debt is released as a result of the application of
any of the stabilisation powers under Part 1 of the Banking Act 2009.

1.44 Abolition of Schedule 19 — As announced in Budget 2013, legislation will be
introduced to abolish the special stamp duty reserve tax charge on collective
investment schemes in Schedule 19 Finance Act 1999. The charge will be abolished
with effect from 30 March 2014.

1.45 Stamp duty and stamp duty reserve tax on junior shares — As announced
in Budget 2013, legislation will be introduced to abolish stamp duty and stamp duty
reserve tax on transfers of eligible securities traded on a recognised growth market.
These changes will take effect from 28 April 2014.

1.46 Stamp duty land tax (SDLT): charities relief — As announced in the Autumn
Statement, legislation will be introduced to make it clear that partial relief from SDLT
is available where a charity purchases an interest in land jointly, as tenants in
common, with a non-charity purchaser. The charity will be able to claim relief on the
proportion of the purchase attributable to it. The changes will take effect from Royal
Assent to Finance Bill 2014.

1.47 Stamp duty: House of Commons resolution provisions — As announced
in the Autumn Statement, legislation will be introduced to ensure that any resolution
for stamp duty will remain effective until replaced by an equivalent provision in the
finance act. The measure is in line with the changes made to the Provisional
Collection of Taxes Act 1968 by Finance Act 2011, as regards resolutions for other
taxes and duties. These changes will take effect from Royal Assent to
Finance Bill 2014.
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1.48 Corporate Gift Aid for Community Amateur Sports Clubs — As announced
in the Autumn Statement, legislation will be introduced to allow tax relief on gifts of
money from companies to Community Amateur Sports Clubs. Tax relief on qualifying
donations will apply to gifts made on or after 1 April 2014.

Indirect tax

1.49 Remote gambling tax reform — As announced at Budget 2012, and
following consultation, legislation will be introduced to amend general betting duty,
pool betting duty and remote gaming duty. These duties are currently charged on UK
operators’ betting and gambling profits irrespective of the customer’s location. From
1 December 2014 these duties will be charged on operators’ betting and gambling
profits from transactions with UK customers, irrespective of whether the operator is in
the UK or elsewhere. A response to the consultation, and draft legislation covering
the changes were published on 16 August 2013 on the GOV.UK website; updated
draft legislation and an information note were published on 10 December 2013.

1.50 Vehicle excise duty (VED) for heavy goods vehicles (HGVS) — As
announced at Budget 2013, the Government will introduce legislation to reduce and
restructure rates of VED for HGVs in the HGV Road User Levy, and to withdraw
reduced pollution certificate (RPC) discounts over time. Rates changes will come into
effect from 1 April 2014. RPC discounts will cease from 1 April 2014 for HGVs in the
levy, and from 1 April 2016 for HGVs outside of the levy on Euro I, Il and 1l RPCs,
and 1 January 2017 on Euro IV and V RPCs.

1.51 Vehicle excise duty (VED) — As announced in the Autumn Statement, the
Government will introduce legislation to reduce tax administration costs and burdens
by making the following changes:

e motorists will be able to pay their VED by direct debit annually, biannually, or
monthly should they wish to do so. A 5 per cent surcharge will apply to
biannual and monthly payments; and

e a paper disc will no longer be issued and required to be displayed on a
vehicle windscreen.

These changes will take effect from 1 October 2014.

1.52 Climate change levy (CCL): carbon price support rates for coal — As
announced, legislation will be introduced to correct the carbon price support rates of
CCL for coal and other solid fossil fuels from 1 April 2014 and 1 April 2015.

1.53 Climate change levy: exemptions for energy used in metallurgical and
mineralogical processes — As announced in Budget 2013, and following
consultation over the summer, legislation will be introduced to exempt from CCL
supplies of taxable commodities used in metallurgical and mineralogical processes.
The changes will take effect from 1 April 2014.
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1.54 Aggregates levy: suspension of certain exemptions, exclusions and
reliefs — Following on from the Written Ministerial Statement of 13 September 2013,
legislation will be introduced to suspend elements of the aggregates levy that are
subject to a formal State aid investigation by the European Commission. The
legislation will make provision for the suspended elements of the levy to be reinstated
should the European Commission decision allow, and to enable revenue received as
a result of the suspensions to be repaid. The affected materials will become taxable
when commercially exploited on or after 1 April 2014. Draft legislation will be
published later in December 2013 once consultation responses have been fully
evaluated.

1.55 VAT: changes to the place of supply rules — As announced at Budget
2013, legislation will be introduced to:

e change the place of supply from where the supplier is established to where
the customer belongs. This change will be effective from 1 January 2015; and

o provide suppliers the option of registering in just one Member State, and
accounting for VAT due in the other member states through a single Mini One
Stop Shop VAT return. Businesses will be able to register for the system from
October 2014, and use it in relation to supplies made on or after
1 January 2015.

In addition, legislation will be introduced to change the place of belonging for certain
legal persons to ensure the UK aligns with the other member states, and to close a
minor loophole that could be used in avoidance schemes. This change will be
effective from 1 January 2015.

1.56 VAT: refunds for the Health Research Authority and Health Education
England — As announced in Budget 2013, the Care Bill (currently going through
Parliament) will introduce two new health service bodies, Health Education England
and the Health Research Authority. Finance Bill legislation will be introduced to add
these organisations, once established, to the named bodies which are entitled to
recover the VAT paid in relation to certain non-business activities.

1.57 VAT: treatment of refunds made by manufacturers — It was announced in
Budget 2013 that, following consultation, legislation would be introduced in Finance
Bill 2014 to allow manufacturers to reduce their VAT payments to take account of
refunds they make to final consumers. These changes will now be made by
secondary legislation, and the draft regulations will be published alongside a
response to the consultation later in December 2013.

Anti-avoidance

1.58 Compensating adjustments — As announced by the Exchequer Secretary to
the Treasury on 25 October 2013, legislation will be introduced to prevent people
avoiding tax by exploiting the compensating adjustments mechanism in the transfer
pricing rules. The changes will take effect from 25 October 2013.

1.59 Offshore employment intermediaries — As announced in Budget 2013,
strengthened legislation will be introduced to prevent offshore employment
intermediaries being used to avoid employment taxes. To support compliance for this
change, legislation will be introduced requiring a quarterly return. The change also
introduces a certification scheme for the oil and gas industry. A response to the
consultation was published on 14 October 2013.
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1.60 Onshore employment intermediaries: false self-employment — As
announced in the Autumn Statement, legislation will be introduced to prevent
employment intermediaries being used to avoid employment taxes by disguising
employment as self employment. A consultation document was published on
10 December 2013.

1.61 Establishing charities for tax avoidance — As announced in the Autumn
Statement, legislation will be introduced to prevent a charity from being entitled to
claim charity tax reliefs if one of the main purposes of establishing the charity is for
tax avoidance. Dratft legislation will be published in January 2014.

1.62 Venture Capital Trusts (VCT) scheme changes — As announced in Budget
2013, and following consultation over the summer, legislation will be introduced to
restrict income tax relief on individuals’ investments in VCTs, which are:

e conditional on a share-buy buy-back, or where a share buy-back is
conditional upon the investment; or

e made within a six month period of a sale of shares in the same VCT.
This will apply in relation to shares issued on or after 6 April 2014.

The changes will also allow investors to subscribe for and hold their shares in a VCT
via a nominee, whilst still qualifying for VCT income relief. These changes will take
effect from Royal Assent to Finance Bill 2014. A response to the consultation was
published on 10 December 2013.

1.63 Partnerships — As announced in Budget 2013, and following consultation
over the summer, legislation will be introduced to counter:

o the disguising of employment relationships (and consequential reduction of
employment taxes) in relation to salaried members of Limited Liability
Partnerships (LLPs);

e tax-motivated allocations of business profits or losses in partnerships (not just
LLPs) where the partners include both individuals and companies (mixed
membership partnerships); and

e tax-motivated disposals of assets through partnerships.

Legislation will also be introduced for setting up a collection mechanism for
partnerships (including LLPs) operating as Alternative Investment Fund Managers
(AIFMSs). It will allow income tax at the additional rate to be paid by the partnership
(rather than the individual members of these partnerships) on profits which the
members are prevented from accessing as a result of the AIFM Directive
(2011/61/EV). The legislation also includes provisions concerning the tax treatment
of the profits when they ‘vest’ with the members.

These changes will take effect from April 2014, with the exception of anti-avoidance
provisions in the mixed membership partnership rules which come into force from
5 December 2013. A response to the consultation and a Technical Note were
published on 10 December 2013. Associated changes are being introduced as part
of the National Insurance Contributions Bill 2013, taking effect from 6 April 2014.
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1.64 Artificial use of dual contracts by non-domiciles — As announced in the
Autumn Statement, legislation will be introduced to prevent high earning
non-domiciled individuals from avoiding tax by dividing the duties of a single
employment into a UK and an overseas contract. From April 2014, UK tax will be
levied on the full employment income where the division of duties and remuneration
between a UK and overseas contract is artificial, and where tax is not payable on the
overseas contract at a rate broadly comparable to UK tax rates. Draft legislation will
be published in January.

1.65 High-risk promoters and “follower penalties”: an update — As announced
in Autumn Statement 2012, and following consultation over the summer, legislation
will be introduced to allow HMRC to:

e designate promoters if they meet certain objective criteria; and
o follow up tribunal or court decisions in HMRC's favour in avoidance cases.

Designated promoters will be named by HMRC, and they and their intermediaries will
be subject to new information powers and penalties. Customers of designated
promoters will have to tell HMRC they have used such a promoter. Taxpayers will be
issued with a notice requiring them to act on a decision reached at the tribunals or
courts in HMRC's favour in avoidance cases. This notice will also be the trigger for a
requirement to pay the tax in dispute rather than waiting for the dispute to be settled
as is currently the case.

The responses document to the summer consultation on the promoter and the
“follower penalty” measures will be published in January 2014 alongside the draft
legislation for these measures. The changes will come into effect from Royal Assent
to Finance Bill 2014. The Government has also announced a consultation, beginning
in January, with a view to extending the criteria for requiring early payment of the tax
in avoidance disputes.

1.66 Avoidance scheme using total return swaps — As announced in the
Autumn Statement, legislation will be introduced to close down an avoidance scheme
involving total return swaps. Provisions will be introduced which will apply where two
companies in a group enter into arrangements involving a derivative contract, under
which payments are made which equate, in substance, to a payment of the profits of
the whole or part of the business of a group company. Any payments made under
such a contract will not be allowed as deductions or be taxable as receipts. The
changes will take effect from 5 December 2013.

1.67 Double taxation relief: revenue protection — As announced in the Autumn
Statement, legislation will be introduced to ensure that the amount of foreign tax
credit from non trading credits is to be limited to the amount of corporation tax on
each non trading credit less any related debits. Legislation will also be introduced to
reduce the credit allowed or deduction given, where a repayment is made by a
foreign tax authority, and there are arrangements in place which enable another
person to receive the repayment of foreign tax. The changes will come into effect
from 5 December 2013.
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1.68 Close company loans to participators — The Government consulted over
the summer on options to reform the structure and operation of the tax charge on
loans from close companies to their participators, to make the rules fairer and
simpler. In light of responses received, the Government is not intending fundamental
reform of the loans to participators regime, or to change its operational structure.
HMRC will continue to engage with interested parties to consider in more detail
suggestions and concerns put forward during consultation about smaller adjustments
to the regime. A response to the consultation was published on 10 December 2013.

1.69 UK oil and gas: bareboat chartering — As announced in the Autumn
Statement, legislation will be introduced to cap the amount allowed as a deduction for
companies operating in the UK Continental Shelf. The cap will be calculated by
reference to the historic capital cost of the asset which is subject to the lease, and
will consist of a proxy for capital expenditure at a rate of 4 per cent per calendar year,
plus an amount to represent the possible finance costs of newer assets which will be
set at 5 per cent on borrowing of half the cost.

1.70 Legislation will also be introduced to provide a new form of ring fence
applicable to the composite activity which is the subject of this measure. Whilst
profits within this ring fence will only be taxed at standard corporation tax rates (and
not the higher rates which apply to oil producers), those profits will no longer be able
to be reduced by other tax reliefs derived from activity outside the UK Continental
Shelf. The changes will have effect in respect of leasing payments made on and after
1 April 2014, and a Tax Information and Impact Note will be published alongside the
draft legislation in January 2014.

Tax administration

1.71 Administration of the Scottish rate of income tax — As announced in
Budget 2013, legislation will be introduced to require the Comptroller & Auditor
General to make annual reports direct to the Scottish Parliament on HMRC's
administration of the Scottish rate of income tax. The Scottish rate was legislated for
in the Scotland Act 2012, and will be introduced in April 2016. The legislation will
ensure that the auditing and reporting arrangements envisaged during the passage
of the Scotland Act 2012 can be fully implemented.

1.72 Customs and excise modernisation — As announced in Budget 2013,
legislation will be introduced to provide for the issue of a penalty to third-country
travellers who have failed to declare goods in excess of their allowance, when
stopped before clearing customs controls. This penalty will come into effect shortly
after Royal Assent to Finance Bill 2014.

1.73 Modernisation of ships’ stores - As announced in Budget 2013, legislation
will be introduced to clarify that surplus stores can remain on board a ship or aircraft
without payment of duty, and make provision for the introduction of procedures to
account for duty retrospectively on stores consumed in port, or on an intra-UK flight,
and impose penalties for failing to do so. It will also make provision to allow the
Commissioners for HMRC to make regulations for an authorisation procedure to
control goods moving from warehouses to be shipped as stores, and to specify the
circumstances in which goods can be shipped or carried as stores without payment
of duty. These circumstances will include the journeys on which stores can be
shipped or carried without payment of duty. The measure also imposes a penalty for
contravening any provision of the regulations. The changes will take effect from late
summer 2014.
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Secondary legislation

1.74 Real Estate Investment Trusts; including REITs as institutional
investors — Following consultation, secondary legislation will be introduced to
include REIT’s as “institutional investors” for the purposes of the REITs regime rules.
The draft legislation has been published for comment by 10 January 2014. These
changes will have effect from 1 April 2014.

1.75 Climate change levy (CCL) — Exemption for solid fuels used in certain
gasification processes — As announced in the Autumn Statement, secondary
legislation will be introduced to extend the existing mixed use exemption from the
climate change levy. This will apply to solid fuels (in practice mainly coal and coke)
used partly as fuel, and partly for its structural properties when gas is extracted from
waste. The changes will take effect from 1 April 2014.
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A Tax Information and Impact Notes

Introduction

1.76 Tax Information and Impact Notes (TIINS) are designed to provide a clear
statement of the changes the Government proposes making to the tax system,
including the reason for the change and the expected impacts. The Government will
produce a TIIN for the majority of substantive changes in tax and NICs policy made
in primary or secondary legislation. TIINs will be published when the policy is final or
near final; in most cases this will be when the draft legislation is published.

1.77 Generally TIINs will not be published alongside routine legislative changes
that give effect to previously announced policy, such as indexation of duty rates, or
appointed day orders, secondary legislation enacting double taxation treaties, or
secondary legislation not laid before Parliament.

Impact of policy changes

1.78 All of the tax policy changes contained in this document have been tested
against the same list of possible impacts as for impact assessments.! In most cases
these impacts will be included in the “other impacts” section of the TIIN. Those tests
which result in no impact have not been recorded.

1.79 The other impacts against which each policy has been tested are:
e competition;
e small and micro business;
e carbon emissions;
e wider environment;
¢ health and wellbeing;
e sustainable development;
e rural proofing;

e justice system; and,

privacy.

The small firms’ impact test (SFIT) has been replaced by the small and micro
business assessment (SMBA) for all legislation due to come into force after
31 March 2014. Any TIINs that refer to SFIT relate specifically to measures
implemented before this date.

! https://www.gov.uk/producing-impact-assessments-guidance-for-government-departments
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Ministerial sign-off for Tax Information and Impact Notes

| can confirm that Treasury Ministers have read the attached Tax Information and
Impact Notes and are satisfied that, given the available evidence, each represents a
reasonable view of the likely costs, benefits and impacts of the measures.

d B

David Gauke MP
Exchequer Secretary to the Treasury
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HM Revenue
& Customs

Transferable tax allowances for married couples and
civil partners

Who is likely to be affected?

Income tax payers, employers and pension providers.

General description of the measure

This measure will allow a spouse or civil partner who is not liable to income tax above the
basic rate to transfer up to £1,000 of their personal allowance to their spouse or civil partner,
provided that the recipient of the transfer is not liable to income tax above the basic rate.

Policy objective

This measure recognises marriage and civil partnerships in the income tax system. Taking
the tax liabilities of a couple together, it can provide a financial benefit where one spouse or
civil partner has an income less than their personal allowance.

Background to the measure

This measure was confirmed on 5 December 2013.

Detailed proposal

Operative date
This measure will have effect from the 2015-16 tax year, commencing 6 April 2015.

Further details on making claims will be set out in due course.

Current law

Sections 35, 36 and 37 of the Income Tax Act 2007 (ITA) provide a personal allowance for
people according to their date of birth and their income. These personal allowances provide
an amount of tax-free income for a tax year.

These allowances cannot be transferred to another individual.

Sections 45 and 46 ITA provide married couple's allowance to married couples or civil
partnerships where one or both spouses or civil partners were born before 6 April 1935. The
allowance is given effect as a reduction to an individual's income tax liability (for 2014-15, up
to £816.50 and a minimum of £314). Sections 47 to 52 ITA provide for the transfer of married
couple's allowance between spouses or civil partners including the transfer of unused relief.

Section 6 ITA provides the main rates of income tax (basic rate, higher rate and additional
rate). Section 10 provides the basic rate limit. Section 13 ITA provides alternative rates of
income tax for dividends otherwise taxable at the main rates. Dividends otherwise taxable at
the basic rate of income tax are taxable at the dividend ordinary rate. Section 12 provides a
starting rate for savings, which is an alternative rate of income tax available in limited
circumstances.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to provide that from the 2015-16 tax year,
a spouse or civil partner who is not liable to income tax because their income is below their
personal allowance or who is liable to income tax at the basic rate, dividend ordinary rate or
the starting rate for savings will be able to elect to transfer £1,000 of their personal
allowance to their spouse or civil partner. There will be a corresponding reduction to the
transferring spouse's or civil partner’s personal allowance.

A spouse or civil partner who is liable to income tax at the basic rate, dividend ordinary rate
or the starting rate for savings will be able to claim the transferred personal allowance. The
transferred allowance will be given effect as a reduction to the recipient's income tax liability
at the basic rate of tax.

From 2016-17 the transferable amount will be increased to reflect increases to the personal
allowance for those born after 5 April 1948.

Further provisions will account for changes to individuals' marital or civil partnership status
such as divorce, dissolution and death.

Married couples or civil partnerships entitled to claim the married couple's allowance will not
be entitled to make a transfer.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 | 2016-17 2017-18 2018-19

impact (Em) |- - -495 -600 -660 -775

These figures are set out in Table 2.1 of the Autumn Statement and have
been certified by the Office for Budget Responsibility. More details can be
found in the policy costings document published alongside the Autumn

Statement.

Economic This measure is expected to increase real household disposable incomes.

impact This might feed through to higher consumption or savings in the household
sector.

Impact on 4.1 million non-taxpayer/basic rate taxpayer married couples stand to gain

individuals an average of £196 between them.

ﬁgﬂseholds Around 295,000 individuals may lose by an average of £99 (in 2015-16),
where their reduced allowance brings them into tax. However in these
cases the couple will still see a financial benefit.

Equalities Couples will benefit as a unit, but the majority (84 per cent) of individual

impacts gainers will be male. This reflects earning patterns in the population more

generally.
35 per cent of couples who stand to gain will be above state pension age.
No other equalities impacts are expected.

Further details on the claims process will be set out in due course.
HM Revenue & Customs (HMRC) will ensure that everyone who is entitled
is able to claim the transferable allowance.
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Impact on
business
including civil
society
organisations

In line with the current Pay As You Earn (PAYE) process, where the
transfer of allowances is given effect via individuals’ PAYE tax codes,
employers and pension providers will need to process and operate revised
codes at the time of the initial claim or when circumstances change.
Generally speaking, changes to individuals’ tax codes are a routine annual
event for employers and pension providers and ad hoc changes to tax
codes occur regularly throughout the year.

However, it is estimated that in 2015-16, the cost across 1.6 million
employers and pension providers of processing PAYE tax codes to reflect
transferred allowances may be up to £5.8 million. In subsequent years, the
additional cost across employers and pension providers may be up to
£0.8 million. There are also likely to be negligible one-off costs in 2015-16
due to employers and pension providers familiarising themselves with the
change to the legislation.

Cost Time period (years)
Compliance Costs
One-off Costs Negligible N/A
Average annual | £1.7m 5
costs
Total Costs (PV) £8.7m N/a
Compliance Benefits
One-off benefit N/A N/A
Average Annual | N/A N/A
Benefit
Total Benefit (PV) N/A N/A
Total Benefit (NPV) | -£8.7m
Impact on Administrative Burden (included in Net Benefit)
Increase Decrease Net Impact
£5.8m £0 £5.8m

Note: The impact on administrative burden (included in net benefit)
represents the expected cost for the first year. The £1.7 million included in
compliance costs represents the average amount over five years.
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Operational There will be set-up costs for HMRC including the development costs

impact (Em) associated with processing claims and other IT change to enable the
(HMRC or transfer to be implemented using existing PAYE and Self Assessment
other) processes. There will also be ongoing costs to the Department.

Other impacts | Other impacts have been considered and none have been identified.

Monitoring and evaluation
HMRC and HM Treasury will monitor take-up.

Further advice

If you have any questions about this change, please contact Paul Thomas on 03000 586524
(email: paul.thomas@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Increasing Share Incentive Plans and Save As You
Earn limits

Who is likely to be affected?

Participants in the two tax advantaged all-employee share schemes: Share Incentive Plans
(SIP) and Save as You Earn Option Schemes (SAYE), and businesses who offer these
schemes.

General description of the measure

The measure will increase the maximum value of SIP free shares (shares that can be
awarded annually to an employee) from £3,000 to £3,600, and increase the maximum value
of SIP partnership shares (shares an employee can purchase annually) from £1,500 to
£1,800 (or no more than 10 per cent of an employee’s salary for the year). The maximum
ratio of matching shares to partnership shares that can be awarded will remain at 2 to 1. The
maximum monthly amount that an employee can contribute to SAYE savings arrangements
will increase from £250 to £500.

Policy objective
This measure aims to encourage further employee share ownership.

Background to the measure

This measure was announced in Autumn Statement 2013.

Detailed proposal
Operative date

This measure will have effect on and after 6 April 2014.

Current law

The limits on the value of shares that can be awarded under SIP can be found in Schedule 2
to the Income Tax (Earnings and Pensions) Act 2003 (ITEPA). Paragraph 35 provides for
the maximum annual award of free shares and paragraph 46 provides for the maximum
amount that can be deducted annually from an employee’s salary for partnership shares.
The maximum ratio of matching shares to partnership shares is set out at paragraph 60.

The maximum monthly amount that employees can contribute to SAYE savings arrangement
is set out at paragraph 25 of Schedule 3 to ITEPA.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend Schedule 2 to ITEPA. This will
increase the maximum amount that can be deducted from an employee’s salary annually for
SIP partnership shares to £1,800, and increase the maximum annual award of SIP free
shares to £3,600.

Schedule 3 to ITEPA will be amended by Treasury Order. This will increase the maximum
amount that an employee can contribute to SAYE savings arrangement to £500 per month.
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Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 | 2017-18 2018-19

impact (Em) - -5 -5 -5 -5 -5
These figures are set out in Table 2.1 of the Autumn Statement, as part of
Employee ownership: further support, and have been certified by the
Office for Budget Responsibility. More details can be found in the policy
costings document published alongside the Autumn Statement.

Economic The measure is not expected to have any significant economic impacts.

impact

Impact on The measure will have no adverse impact on individuals or households

individuals but it will allow participants in SAYE and SIP to obtain more tax

and advantaged shares under the schemes.

households

Equalities This measure is not expected to have a disproportionate impact on any

impacts protected group.

Impact on This measure is expected to have a negligible impact on businesses and

business civil society organisations.

including civil

society

organisations

Operational It is not anticipated that implementing this change will incur any significant

impact (Em) costs for HM Revenue & Customs.

(HMRC or

other)

Other impacts

Small and micro business assessment: some small businesses may
increase the amount of tax advantaged shares that they can award under
SIP and SAYE. No other issues specific to smaller businesses have been
identified.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through communication with affected taxpayer

groups.

Further advice

If you have any questions about this change, please contact Hasmukh Dodia on
03000 585201 (email: hasmukh.dodia@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Employee share schemes: Office of Tax
Simplification recommendations

Who is likely to be affected?

Businesses that award employment-related securities (ERS) (such as shares) or ERS
options to employees.

Payroll and share plan administrators.

General description of the measure

The measure will give effect to a number of changes to the rules for employee share
arrangements, as recommended by the Office of Tax Simplification (OTS). The changes
include the replacement of the current arrangements for HM Revenue & Customs (HMRC)
approval of Share Incentive Plans (SIP), Save As You Earn Option Schemes (SAYE) and
Company Share Option Plans (CSOP) with self certification of these schemes by
businesses; as well as new digital filing arrangements for the ERS information companies
are required to submit to HMRC. New ‘purpose tests’ will be applied for SIP, SAYE and
CSOP schemes, and the measure also includes technical clarifications in relation to the
operation of these schemes.

Policy objective

These changes support the Government’s objective to simplify the tax system.

Background to the measure

In July 2011, the Government asked the OTS to identify potential simplifications of the tax
rules for employee share schemes. The OTS published recommendations on tax
advantaged employee share schemes in March 2012. These included proposals that there
should be:

o self certification of SIP, SAYE and CSOP schemes by businesses (rather than an HMRC
approval procedure);

¢ online filing of share scheme returns; and

e changes to the SIP, SAYE and CSOP purpose tests and to associated rules that prohibit
scheme features that are not essential or reasonably incidental to the provision of shares
or share options to employees.

In June 2012, the Government launched a consultation on recommendations made by the
OTS. A summary of responses to this consultation, including confirmation that the
Government intended to proceed with the three OTS proposals set out above, was published
in December 2012.

In May 2013, HMRC published details of its proposed arrangements for self certification of
SIP, SAYE and CSOP schemes and digital filing of ERS forms and returns.
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Detailed proposal

Operative date
The changes will take effect on 6 April 2014.

Current law

Many of the rules in relation to ERS and ERS options are set out in the Income Tax
(Earnings and Pensions Act) 2003 (ITEPA).

The ITEPA requirements that SIP, SAYE and CSOP schemes must be approved by HMRC
before they are operated can be found at Part 10 of Schedule 2 (SIP), Part 8 of Schedule 3
(SAYE) and Part 7 of Schedule 4 (CSOP).

ITEPA provisions concerning the duties of employers to provide information to HMRC about
ERS and ERS options can be found at section 421J-421L. There are also specific
provisions in relation to tax advantaged employee share schemes, which can be found at
paragraph 93 of Schedule 2 (SIP), paragraph 45 of Schedule 3 (SAYE) and paragraph 33 of
Schedule 4 (CSOP). For the Enterprise Management Incentives scheme (EMI) the relevant
information requirements can be found at paragraphs 44 and 51-52 of Schedule 5.

The current purpose tests for SIP, SAYE and CSOP (which set out what the purpose of a
scheme must be and prohibit the inclusion of features not essential or reasonably incidental
to that purpose) can be found at paragraph 7 of Schedule 2 (SIP), paragraph 5 of Schedule
3 (SAYE) and paragraph 5 of Schedule 4 (CSOP).

The other changes within this measure concern the technical rules governing the operation
of SIP, SAYE and CSOP, which can generally be found in Schedule 2 (SIP), Schedule 3
(SAYE) and Schedule 4 (CSOP) to ITEPA.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend ITEPA so as to remove the
current requirement that a SIP, SAYE or CSOP scheme must be approved by HMRC before
it can be operated. This will be replaced with new requirements in relation to the self
certification of schemes by businesses. ITEPA will also be amended to provide for digital
filing of ERS information to HMRC, including annual return forms and notifications of options
granted under EMI. These changes will be accompanied by new HMRC compliance, penalty
and assessment powers, information requirements, and appeal rights for businesses.

Legislation will also be introduced in Finance Bill 2014 to amend ITEPA to provide new
purpose tests for SIP, SAYE and CSOP, and to clarify or simplify certain requirements of
these schemes. This includes requirements in relation to the provision of information by
companies to scheme participants; variations of share capital; company events that are
subject to overseas legislation; and the exchange of options.
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Summary of impacts

Estimates of compliance costs are shown in the table below, including an estimate of total
costs for a five year period at present value.

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19
impact (Em) - negligible | negligible | negligible | negligible | negligible
This measure is expected to have a negligible impact on the Exchequer.
Economic The measure is not expected to have any significant economic impacts.
impact
Impact on It is anticipated that any impact upon individuals and households will be
individuals negligible as most of the changes within this measure concern the reporting
and and information requirements upon companies. Where these changes
households could affect an individual (for example the modifications of the technical
rules for SIP, SAYE or CSOP), the effect should largely be to clarify the
relevant scheme rules, as currently applied by HMRC.
Equalities Detailed information on the award of ERS or ERS options to individuals
impacts with protected characteristics is not available. However it is not anticipated
that any of the proposed changes will impact disproportionately on any
individuals with protected characteristics. Where individuals are able to
demonstrate a particular difficulty in submitting returns digitally, appropriate
reasonable adjustments will be made.
Impact on The measure simplifies and streamlines a number of processes used by
business businesses that award ERS or ERS options. There will be around 21,000
including ERS arrangements in the UK for which businesses/agents will have to
civil society become familiar with the new reporting requirements, and around 3,000

organisations

CSOP, SAYE and SIP schemes for which self certification will be required.
There will be some one-off costs for businesses, associated with
familiarisation with the changes and the self certification of SIP, SAYE and
CSOP schemes, but these are estimated to be negligible.

It is estimated that there will be annual savings of around £300,000 per
year in administrative costs for businesses. These savings will arise from
introduction of digital filing arrangements for annual ERS returns and for
notifications of EMI options. It is estimated that:

e 15 minutes of time on average will be saved per scheme by businesses
due to digital filing of annual returns for approximately 75 per cent of
21,000 employee share schemes in the UK; and

e 18,000 employees will be granted EMI options per year, and the
average time saving for businesses per employee due to digital
notification of these grants will be 10 minutes.

Reductions in businesses’ postage costs from being able to submit
information to HMRC digitally rather than by post are also included in the
estimates.

Cost Time Period (yrs)
Compliance Costs
One-off Costs Negligible N/A
Average Annual Costs N/A N/A
Total Costs (PV) N/A N/A
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Compliance Benefits

One-off Benefit N/A N/A
Average Annual Benefit £0.3m 5

Total Benefit (PV) £1.5m N/A
Net Benefit (NPV) £1.5m N/A

Impact on Administrative Burden (included in Net Benefit)

Increase Decrease Net Impact

N/A £0.3m -£0.3m
Operational There will be net additional costs to HMRC, estimated at £3.5 million, from
impact (Em) introducing the new digital filing system. There may be some ongoing
(HMRC or administrative savings for HMRC with the move to self certification and
other) digital filing, but these are not anticipated to be significant.
Other Small and micro business assessment: the impact on small businesses is
impacts expected to be broadly similar to that for other businesses. As set out

above, these changes should reduce administrative costs for businesses

that award ERS or ERS options to employees.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

This measure will be kept under review through communication with affected taxpayer

groups.

Further advice

If you have any questions about this change, please contact Andrew Ellis on 03000 585259
(email: andrew.ellisl@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Unapproved employee share schemes: Office of Tax
Simplification recommendations

Who is likely to be affected?

Businesses that award employment-related securities (ERS) (such as shares) or ERS
options to employees, and the employees who receive these awards.

Payroll and share plan administrators.

General description of the measure

The measure will give effect to a number of changes to the tax rules for ERS and ERS
options recommended by the Office of Tax Simplification (OTS). These include:

° new taxation and National Insurance contributions (NICs) arrangements for ERS and
ERS options awarded to internationally mobile employees (IMES);

. removal of tax and NICs charges that currently apply on certain share for share
exchanges; and

° an extension to circumstances in which corporation tax relief can be claimed when an
employee acquires shares following takeover of a company.

In addition, as recommended by the OTS, the measure will change the circumstances in
which taxable earnings can arise where an employer meets an employee’s tax liability on
certain payments of employment income, and will simplify the tax rules in relation to nil-paid
and partly-paid ERS and the valuation of listed company shares.

Policy objective

This measure supports the Government’s objective to simplify the tax system.

Background to the measure

In July 2011, the Government asked the OTS to identify potential simplifications of the tax
rules for employee share schemes. The OTS published its recommendations on
‘unapproved’ employee share schemes on 16 January 2013.

On 24 May 2013, the Government launched a consultation on five of the recommendations
made by the OTS.

A summary of responses to this consultation was published on 10 December 2013.

Detailed proposal

Operative date

Changes to section 222 of the Income Tax (Earnings and Pensions) Act 2003 (ITEPA) will
have effect from 6 April 2014.

The income tax, corporation tax and NICs changes in relation to ERS and ERS options
awarded to IMEs will apply to grants and awards made on or after 1 September 2014.

Other changes will have effect from the date that Finance Bill 2014 receives Royal Assent.
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Current law

Part 7 of ITEPA provides rules for the taxation of employment income relating to ERS and
ERS options. Sections 421E and 474 include provisions relating to residence.

The acquisition of ERS is a payment of earnings liable for Class 1 NICs (section 3 of the
Social Security Contributions and Benefits Act 1992 (SSCBA 1992)). Section 4(4)(a) of the
SSCBA 1992 treats gains from the exercise, assignment or release of an ERS option as
earnings. Regulation 22(7) of the Social Security (Contributions) Regulations 2001 (SSCR
2001) ensures that the NICs treatment of ERS is generally aligned with their income
treatment under Chapters 2 to 4A of Part 7 ITEPA. However, UK NICs liability can be
affected by relevant EU legislation and bilateral Reciprocal Agreements/Double Contribution
Conventions on social security.

Section 483 of ITEPA provides the rules that apply where ERS options are assigned or
released by an employee in exchange for new ERS options. There are no similar provisions
in place for restricted shares or other types of ERS.

Chapter 3C to Part 7 of ITEPA provides rules that apply where ERS are acquired for less
than market value (including nil-paid and partly-paid ERS).

Part 12 of the Corporation Tax Act 2009 (CTA 2009) provides corporation tax (CT) relief for
employee share acquisitions, subject to certain conditions. These include (at sections 1008
and 1016) conditions relating to the shares acquired. Sections 1007 and 1015 of CTA 2009
set out basic requirements for relief. These requirements include a link between the
acquisition of shares and a person’s employment, and conditions concerning the business
undertaken by the employing company.

Section 222 of ITEPA deals with cases in which an employer is required to make a payment
on account of PAYE tax in relation to a notional payment of taxable income to an employee
from which a deduction was not possible. It provides that the payment on account by the
employer will be treated as earnings from the employment, and therefore taxable income of
the employee, if this is not made good to the employer within 90 days of the event that
causes the notional payment. For NICs, an amount which is treated as earnings by virtue of
section 222 of ITEPA is treated as earnings liable for Class 1 NICs in accordance with
regulation 22(4) of the SSCR 2001.

Section 272(3) of the Taxation of Chargeable Gains Act 1992 (TCGA) sets out the usual
methods to be applied when determining for tax purposes the market value of shares or
securities listed in The Stock Exchange Daily Official List.

Proposed revisions

Legislation in Finance Bill 2014 will introduce a new Chapter 5B of Part 2 of ITEPA, to more
broadly align the tax rules for ERS and ERS options awarded to IMEs with those already in
place for other types of employment income. This will involve the establishment of rules
around the ‘relevant periods’ for each category of ERS, and provisions for apportionment
within these relevant periods between amounts chargeable to tax in the UK and other
income. The NICs position will be aligned as far as possible with the new income tax rules
through secondary legislation.

Legislation in Finance Bill 2014 will apply a new income tax rollover relief in Part 7 of ITEPA
for cases where restricted, nil-paid or partly-paid ERS are exchanged for new securities of
the same type. Chapter 3C of Part 7 (concerning securities acquired for less than market
value) will also be simplified more generally in relation to nil-paid and partly-paid ERS and
the discharge of notional loans.
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The CT relief for employee share acquisitions at Part 12 CTA 2009 will be extended by
Finance Bill 2014. Subject to certain conditions, this relief will be available in relation to
shares acquired within a 90 day period following the takeover of a company by an unlisted
company, and shares acquired by an overseas individual seconded to work for a UK
company.

Legislation in Finance Bill 2014 will also change the deadline at section 222 of ITEPA. This
deadline concerns the period within which an employee must make good a PAYE amount
paid by their employer on account of tax due on a payment received by that employee, if a
charge is not to apply. This deadline will be changed from 90 days from the date of the event
that causes the notional payment to 90 days after the end of the tax year in which that event
occurred.

Section 272 of TCGA will also be amended to replace the current methods for calculating
market value of listed shares or securities specified at (a) and (b) of subsection (3) with a
single method based on the closing price of the shares or securities on the relevant trading
day.

Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 2017-18 2018-19

impact (Em) - +5 +5 +5 +20 +20
These figures are set out in Table 2.1 of the Autumn Statement and have
been certified by the Office for Budget Responsibility. More details can be
found in the policy costings document published alongside the Autumn
Statement.

Economic The measure is not expected to have any significant economic impacts.

impact

Impact on Changes to the rules on IMEs and valuation could increase or reduce the

individuals amount of tax chargeable on individuals, depending upon the

and circumstances. Changes to the tax treatment of ERS exchanges and nil-

households paid and partly-paid shares, and the change to the deadline at section 222
of ITEPA, will reduce tax costs in certain circumstances.

Equalities Detailed information on the award of ERS or ERS options to or by

impacts individuals with protected characteristics is not available. However, it is
not anticipated that any of the proposed changes will impact
disproportionately on any individuals with protected characteristics.

Impact on The measure simplifies the rules for the taxation of ERS and ERS options,

business and will provide greater clarity for businesses.

including civil The i h individual busi il d d h

society e impact upon each individual business will depend upon the extent to

organisations which they carry out ERS transactions covered by this measure. Overall
however, the changes are expected to have a negligible impact on
businesses. There will be some savings for individual businesses
(depending upon their particular circumstances) but the changes could
impose one-off familiarisation and/ or compliance costs in some cases.
Changes to the rules on IMEs could increase business costs by requiring
updates to payroll and other record keeping processes - and may require
additional monitoring or tracking of ERS awards in some cases. These
costs will depend upon the particular circumstances of the business and
the relevant IMEs. However, it is also anticipated that long-term savings
for businesses could arise from the increased consistency, clarity and
simplicity these changes will provide.
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Changes to the rules on ERS exchanges and corporation tax relief will
reduce costs and complexity associated with businesses structuring
arrangements around these rules.

Operational The costs or savings for HM Revenue & Customs in implementing these
impact (Em) changes are anticipated to be negligible.

(HMRC or

other)

Other impacts | Small and micro business assessment: no major issues specific to smaller
businesses have been identified.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

This measure will be kept under review through communication with affected taxpayer
groups.

Further advice

If you have any questions about this change, please contact Colin Strudwick on
03000 585275 (email: colin.strudwick@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Tax incentives for employee ownership trusts

Who is likely to be affected?

Individuals, trustees, personal representatives and close companies which dispose of shares
that give a controlling interest in a trading company (or in the parent company of a trading
group) to a qualifying trust used as an indirect employee ownership structure.

Employees of a company controlled by a qualifying trust, or of a company in a group headed
by such a company.

General description of the measure

A number of new reliefs will be introduced in connection with indirect employee ownership.
These are:

e a relief from capital gains tax (CGT) on gains accruing on the disposal of shares in a
trading company (or in a holding company of a trading group) to a special trust which
operates for the benefit of all employees;

e an exemption from income tax of £3,600 for certain payments made to employees of
qualifying employee-owned companies; and

e minor consequential amendments to ensure exemption from inheritance tax (IHT) on the
transfer of shares and other assets into such a trust, and to ensure that employers can
claim a corporation tax deduction for payment of a relevant bonus.

The reliefs and exemptions will apply providing certain conditions are met.

Policy objective

These measures will provide incentives for growth of the employee-ownership sector by
promoting awareness of the sector and increasing the attractiveness of indirect employee
ownership structures for businesses.

Background to the measure

At Budget 2013 the Government announced the introduction of a CGT relief on the sale of a
controlling interest in a business into an employee ownership structure, and that it would
look at further incentives in this area, including measures targeted at employees through
indirect ownership models. A consultation document, Supporting the employee ownership
sector was published on 4 July 2013 and sought views on the structure of the CGT relief and
an income tax exemption. The consultation closed on 26 September 2013. The
Government’s response to this consultation, Supporting the employee ownership sector: a
summary of responses, was published on the GOV.UK website on 10 December 2013.

Detailed proposal

Operative date

The measures in relation to CGT and IHT will have effect on and after 6 April 2014. The
income tax measure will have effect on and after 1 October 2014.
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Current law

Part 1 of the Taxation of Chargeable Gains Act 1992 charges CGT on a gift or sale of shares
by an individual and some other legal persons. Tax is normally charged at either 18 per cent
or 28 per cent but, where entrepreneurs’ relief is due (under Part 5, Chapter 3), the rate is
reduced to 10 per cent. Section 239 means that, subject to certain conditions being met,
disposals to some types of trust which operate for the benefit of employees are not taxed.

Part 2 of the Income Tax (Earnings and Pensions) Act 2003 provides that income tax is
chargeable on earnings and other employment income awarded to a person by reason of
their employment. Section 62 of that Act sets out that an amount is earnings in relation to
employment if it is salary, wages or a fee, a gratuity or other profit or incidental benefit of any
kind obtained by an employee if it is money or money’s worth, or anything that constitutes an
emolument of the employment. In the absence of provisions to the contrary, any bonus
payment made to an employee by an indirectly employee owned company would be subject
to income tax as earnings from employment.

IHT is normally charged on transfers of property which reduce a person’s estate either on
death or during their lifetime, including transfers of property into a trust, unless that transfer
is exempt. Sections 28 and 86 of the Inheritance Tax Act 1984 (IHTA) provide an exemption
from such charges when shares are transferred by an individual to trusts which provide
benefits to all or most employees of a company, their spouses, civil partners and dependants
(employee benefit trusts) and which meet the conditions of section 86 IHTA. Section 13
provides a similar exemption when shares or other assets are transferred by a close
company to such trusts.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend the Taxation of Chargeable
Gains Act 1992 so that disposals of shares to a new kind of trust which benefits all
employees of a company (or a group) may be wholly relieved from CGT if certain criteria are
met. These are that:

o the company whose shares are disposed of must be a trading company, or the parent
company of a trading group;

e the trust which acquires the shares must operate for the benefit all employees;

e the trust must have a controlling interest in the company at the end of the tax year, which
it did not have at the start of that year;

e certain participators must be excluded from being beneficiaries of the trust; and
¢ the claimant must not previously have qualified for relief on the same company’s shares.

The new relief will be available on disposals which take place in a single tax year. The
disposals may be made by more than one person, and can be of any number of shares.
There will be provisions to prevent claimants of the new relief receiving disproportionate
share-related benefits from the trust.

Finance Bill 2014 will also include provisions that amend the Income Tax (Earnings and
Pensions) Act 2003 to exempt from income tax any relevant bonus payment made in a tax
year to an employee by a qualifying indirectly employee-owned company that meets the
relevant conditions. A relevant bonus will be a cash award other than regular salary or
wages that is paid to all employees on equal terms, although bonuses can be set by an
employer by reference to a percentage of salary or length of service or hours worked. The
exemption will be subject to an annual cap of £3,600 per employee for each qualifying
company.

To ensure that employers are not prevented from claiming a corporation tax deduction to
which they would otherwise be entitled because a bonus is paid to their employees is
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exempt from income tax under these new provisions, a consequential amendment will be
made to section 1292 of the Corporation Tax Act 2009 to ensure such payments are treated
as qualifying benefits.

An amendment will also be made to section 86 IHTA to ensure that a trust which meets the
qualifying conditions for employee ownership purposes will be exempt from IHT even though
it may otherwise not meet the criteria in section 86 for the existing IHT exemption.

The Government is considering how best to ensure that existing employee benefit trusts
(EBTs) set up for the purpose of employee ownership are not compelled to amend their
deeds or resettle their assets into a new trust in order for the tax exemptions and relief to be

available.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

impact (Em) - -10 -20 -20 -20 -25
These figures are set out in Table 2.1 of the Autumn Statement, as part of
Employee ownership: further support and have been certified by the Office
for Budget Responsibility. More details can be found in the policy costings
document published alongside the Autumn Statement.

Economic These measures are not expected to have any significant economic

impact impacts.

Impact on These proposals will decrease the tax paid by employees of qualifying

individuals indirectly employee owned companies who receive a bonus payment and

and business owners who dispose of a qualifying interest into a qualifying

households structure. Around 67,000 employees are expected to benefit from the
income tax exemption in 2014-15, with a maximum annual saving of £720
for a basic rate taxpayer.

Equalities The Government has no evidence to suggest that these measures will have

impacts any adverse impacts on people with protected characteristics.

Impact on These measures are expected to have a negligible impact on businesses

business and civil society organisations in terms of administrative and one-off costs.

including civil | The exemptions are not compulsory, so there is no need for any single

society employer to take any actions unless they want to do so.

organisations

Operational
impact (Em)
(HMRC or
other)

It is not anticipated that implementing these measures will incur any
additional significant costs nor reap any significant savings for HM Revenue
& Customs.

Other impacts

Small and micro business assessment: the impact of these measures on
small and micro businesses is not anticipated to differ from that on large
businesses and is expected to be negligible.

Other impacts have been considered and none have been identified.
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Monitoring and evaluation

The measures will be kept under review through communication with the relevant business
sector.

Further advice
If you have any questions about these changes, please contact:

Rob Clay on 03000 570649 (email: rob.clay@hmrc.gsi.gov.uk) regarding the capital gains
tax relief;

email: employmentincome.policy@hmrc.gsi.gov.uk regarding the income tax exemption; or

Danka Wigley on 03000 585277 (email: danka.wigley@hmrc.gsi.gov.uk) regarding the
inheritance tax exemption.
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HM Revenue
& Customs

Social investment tax relief

Who is likely to be affected?

Social enterprises and individuals who invest in such organisations.

General description of the measure

This measure will make available a range of tax reliefs for qualifying individuals who make
qualifying investments in qualifying social enterprises.

Income tax relief will be available as a percentage of the amount invested, to be deducted
from the individual's income tax liability for the year of investment. The measure will also
allow capital gains tax on chargeable gains to be deferred in certain circumstances where
the person liable to tax invests money in a social enterprise. Capital gains on these social
enterprise investments will be free from capital gains tax subject to conditions being met.

Policy objective

This measure will support social enterprises seeking external finance by providing incentives
to private individuals who invest in them. Many social enterprises currently have difficulty
raising capital from investors and commercial lenders; this measure aims to address this
issue and thus increase investment into social enterprises in the UK.

Background to the measure

The Government announced at Budget 2013 that it would consult on the introduction of a
new tax relief to encourage investment into social enterprises.

A consultation document, Consultation on Social Investment Tax Relief, was published on
the Treasury website on 6 June 2013 setting out in detail a number of design issues
concerning the new scheme. The Government's consultation response document was
published on 10 December 2013.

Detailed proposal

Operative date

The income tax relief will apply to qualifying investments made on or after 6 April 2014.
The capital gains tax reliefs will apply to gains which accrue on or after 6 April 2014.

Current law

Part 1 of the Taxation of Chargeable Gains Act 1992 (TCGA) charges capital gains tax on
gains which accrue on disposals of assets by individuals. Tax is normally charged for the tax
year in which a disposal is made.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to insert a new Part in the Income and
Corporation Tax Act 2007. This will:

provide for an income tax relief to be available to qualifying individuals making qualifying
investments in qualifying social enterprises, with details of the eligibility conditions;

apply in respect of subscriptions for shares in the enterprises or certain types of loans to
the enterprises;

apply to a limited annual amount of investment per investor, but with investment able to
be carried back to the previous year; and

allow enterprises to raise a maximum amount of investment over a period of three years.

The rate of income tax relief will be announced at Budget 2014.

Legislation will also be introduced in Finance Bill 2014 to amend the TCGA so that:

if a sum equal to the amount of a chargeable gain is invested in a social enterprise within
a specified time then the individual making the gain and the investment may claim for the
gain be treated as accruing (and taxed) when the investment is disposed of and not at an
earlier time. This will be subject to conditions concerning inter alia the nature of the
investment and the activity of the enterprise.

TCGA will also be amended so that capital gains which are attributable to an increase in
value of the social investment itself will not be taxed, providing the investment is held for

a minimum period.

Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 | 2017-18 2018-19

impact (Em)
The final costing will be subject to scrutiny by the Office for Budget
Responsibility, and will be set out at Budget 2014.

Economic This measure increases the incentive to invest in social enterprise which

impact should bring increased capital to the sector. This measure is not expected
to have a significant broader economic impact.

Impact on Individual investors will benefit from a range of tax reliefs when investing

individuals in qualifying social enterprises.

and

households

Equalities Investors are expected to be similar to those investing in the Enterprise

impacts Investment Scheme (EIS) and Venture Capital Trusts (VCT). Compared to
the self-assessment population, those investors tend to be male, located
in the south of England and have higher overall income levels.
It is envisaged that the scheme will not have any impact on those groups
affected by equality legislation.

Impact on The measure should increase the amount of investment available to social

business enterprises seeking finance.

!Snocgiue?;ng civil Eligible social enterprises may face some one-off and ongoing

organisations admlnlstratlve_ costs in orde_r to qualify for this relief gnd to familiarise
themselves with the new legislation, processes and requirements.
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Operational It is estimated that the cost to HM Revenue and Customs of implementing

impact (Em) these changes will be in the region of £500,000 - £1 million for system
(HMRC or changes. There will also be operational costs in administering the relief
other) but this impact will be dependent on the number of social enterprises who

qualify for investment.

Other impacts | Other impacts have been considered and none have been identified.

Monitoring and evaluation

The Government will be monitoring the uptake of the reliefs in terms of numbers of investors
and investees, amounts of investment and the distribution of levels of investment.
The Government is also committed to evaluating the impact of the scheme on social
enterprises’ performance and the associated social benefit.

Further advice

If you have any questions about this change, please contact Kathryn Robertson on
03000 585729 (email: kathryn.robertson@hmrc.gsi.gov.uk) for general enquiries; or Rob
Clay on 03000 570649 (email: rob.clay@hmrc.gsi.gov.uk) for enquiries relating specifically
to the capital gains tax aspects.
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HM Revenue
& Customs

Tax exemption for employer expenditure on
recommended medical treatment

Who is likely to be affected?

Employers and employees where the employer pays for recommended medical treatment.

General description of the measure

The measure will exempt from a charge to income tax any benefit in kind or payment of
earnings, up to an annual cap of £500 per employee, when an employer meets the cost of
recommended medical treatment. Medical treatment will be ‘recommended’ where it is
provided in accordance with a recommendation from an occupational health service in order
to help an employee return to work after a period of absence due to ill-health or injury.

There will be a corresponding National Insurance contributions (NICs) disregard.

Policy objective

The Government believes that more can be done to support employees to return to work.
Together with the introduction of the Government’'s new service, to be known as the Health
and Work Service, this measure will support the Government’'s aims to widen access to
occupational health treatment and to encourage employers to engage with the well-being of
their employees.

Background to the measure

This measure was announced at Budget 2013. An informal consultation entitled
Implementation of a tax exemption for employer expenditure on health-related interventions
recommended by the new health and work assessment and advisory service was published
on 21 June 2013 and the consultation closed on 16 August 2013.

The Government’s response Consultation on a tax exemption for employer expenditure on
health-related interventions: Summary of Responses was published on GOV.UK on
10 December 2013.

Detailed proposal

Operative date

This measure is expected to have effect in autumn 2014 on a date set out in a Treasury
Order.

Current law

Expenditure by employers on medical treatment for employees is generally chargeable to
income tax either as a payment of earnings under section 62 Income Tax (Earnings and
Pensions) Act 2003 (ITEPA) or as a taxable benefit under Chapter 10 of Part 3 of that Act.

The Social Security Contributions and Benefits Act 1992 imposes a Class 1 NICs liability on
employees and employers in respect of payments of earnings and a Class 1A NICs liability
on employers for benefits in kind.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend Part 4 of ITEPA to exempt from
a charge to income tax the provision of recommended medical treatment to an employee or
the payment or reimbursement of the costs of such treatment. The exemption will be subject
to an annual cap of £500 per employee. The medical treatment must be recommended by
either the new Health and Work Service or, alternatively, an occupational health service
provided or arranged by an employer, for the purposes of helping an employee return to
work after a period of absence due to injury or ill-health. Further requirements will be set out
in Treasury Regulations and these are likely to include a minimum number of consecutive
days that the employee must have been certified as unfit for work, the manner of the
certification and who can provide it.

Finance Bill 2014 will also amend section 266 ITEPA to exempt the use of non-cash
vouchers for the provision of recommended medical treatment from any charge to income
tax.

Following Royal Assent to Finance Bill 2014, amendment will be made to the Social Security
(Contributions) Regulations 2001 to ensure that any payment of earnings exempted from a
charge to income tax under these new provisions will also be disregarded for NICs
purposes.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18
impact (Em) - +10 +10 +10 +15

These figures were set out in Table 2.1 of Budget 2013 and have been
certified by the Office for Budget Responsibility. More details can be
found in the policy costings document published alongside Budget 2013.

The tax exemption has since been extended.

Economic The measure is not expected to have any significant economic impacts.
impact

Impact on The tax exemption will benefit employees who receive employer funded
individuals medical treatment that has been recommended by either the new Health
and and Work Service or a private occupational health service. On treatment

households valued at £200 a basic rate taxpayer would save £40, a higher rate
taxpayer £80 and an additional rate taxpayer £90. It will not increase or
affect their administration burden.

Equalities This measure is not expected to have any impacts on people with
impacts protected characteristics.

Impact on This measure will reduce the administrative burden for businesses and
business civil society organisations that pay for recommended medical treatment

for their employees. Approximately 10,000 businesses each year are
expected to benefit from these changes. Ongoing savings for employers
will arise as they will not need to report the relevant benefits as taxable
benefits on P11D forms. There will be negligible one-off costs associated
with familiarisation with new legislation

including civil
society
organisations
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Cost Time Period (yrs)

Compliance Costs

One-off Costs Negligible N/A
Average Annual Costs N/A N/A
Total Costs (PV) N/A N/A
Compliance Benefits

One-off Benefit N/A N/A
Average Annual Benefit £1.3m 5
Total Benefit (PV) £6.2m N/A
Net Benefit (NPV) £6.2m N/A

Impact on Administrative Burden (included in Net Benefit)

Increase Decrease Net Impact

£0m £1.3m -£1.3m
Operational It is not anticipated that implementing this change will incur any
impact (Em) additional significant costs nor reap any significant savings for HM
(HMRC or Revenue & Customs.

other)

Other impacts | Small and micro business assessment: the impact of this measure on
small and micro businesses is expected to be negligible.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

This measure will be kept under review through communication with affected taxpayer
groups.

Further advice

If you have any questions about this change, please contact the Employment Income Policy
Team at: employmentincome.policy @hmrc.gsi.gov.uk.
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HM Revenue
& Customs

Pensions lifetime allowance: individual protection
2014

Who is likely to be affected?

Individuals who expect to have UK tax relieved pension savings of more than £1.25 million
by April 2014, as well as pension scheme administrators and employers who have scheme
members or employees in this position.

General description of the measure

The measure will protect pension savers who think they may be affected by the reduction in
the lifetime allowance (LTA) from April 2014. A transitional protection regime, individual
protection 2014 (IP14), is being introduced. IP14 will protect any UK tax relieved pension
savings that an individual has built up at 5 April 2014 up to an overall limit of £1.5 million.

Policy objective

The Government’'s objective is a system of pensions tax relief that is fair, affordable and
sustainable.

The introduction of IP14 alongside fixed protection 2014 (FP14) is intended to give
individuals greater flexibility in how they protect pension savings that they have built up
before 6 April 2014 from the lifetime allowance charge.

Background to the measure

At the Autumn Statement 2012, the Government announced that it will reduce the lifetime
allowance from £1.5 million to £1.25 million for the 2014-15 tax year onwards. The
Government also announced that FP14 will be offered to individuals to prevent retrospective
tax charges arising as a result of the reduction in the lifetime allowance and that they would
discuss with stakeholders whether to also offer an individual protection regime in addition to
this.

Following informal discussions with interested parties, at Budget 2013, the Government
announced that an individual protection regime would be offered in addition to FP14.

A consultation document including draft legislation and the Tax Information and Impact Note
(THN) was published on 10 June 2013, with responses required by 2 September 2013.

This TIIN updates and replaces the TIIN published on 10 June 2013.
A summary of responses and updated draft legislation was published on 10 December 2013.

Detailed proposal
Operative date
IP14 will have effect from tax year 2014-15 onwards.
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Current law

The current pensions tax rules for registered pension schemes came into force on 6 April
2006 (A-day) and are set out in Part 4 of the Finance Act (FA) 2004.

Although there are no limits to how much can be saved in registered pension schemes, there
is an overall limit known as the lifetime allowance (section 218 of FA 2004), on the total
amount of tax relieved pension savings that an individual can have over their lifetime. The
standard lifetime allowance will be reduced from £1.5 million to £1.25 million for tax year
2014-15 onwards (section 48 of Finance Act 2013).

Tax relief on any pension benefits taken over the lifetime allowance is recovered by the
application of the lifetime allowance tax charge to the excess. The rate of the lifetime
allowance charge is 25 per cent if the excess is taken as a pension or 55 per cent if it is
taken as a lump sum (sections 214 and 215 of FA 2004).

The lifetime allowance also applies to any savings individuals have built up with UK tax relief
where they are a relieved member of a relieved non-UK pension scheme (paragraphs 13 to
19 of Schedule 34 to FA 2004).

To protect individuals with UK tax relieved pension savings of more than £1.25 million or
who think they may have savings in excess of £1.25 million by the time they take their
pension benefits, a transitional protection regime, FP14, is being introduced (Schedule 22 to
Finance Act 2013) . Individuals will need to notify HM Revenue & Customs (HMRC) by
5 April 2014 if they want to rely on fixed protection 2014. Individuals with FP14 will be
entitled to a personal lifetime allowance of the greater of £1.5 million and the standard
lifetime allowance. To maintain FP14 individuals will need to stop saving into money
purchase schemes and savings in defined benefit schemes cannot increase above a
specified rate. In effect this requires most individuals with FP14 to become a deferred
member of their pension scheme(s).

Proposed revisions
IP14 will be introduced in addition to FP14.

IP14 will be available to any individual with total UK tax relieved pension savings of greater
than £1.25 million on 5 April 2014 providing that they don't have primary protection.

Individuals with IP14 will have a personalised LTA of the value of their pension savings on
5 April 2014 subject to an overall limit of £1.5 million. Individuals with IP14 will be able to
carry on actively saving in a registered pension scheme, should they so wish, but would be
subject to the LTA charge on any excess savings over their personalised LTA when they
take their benefits.

Individuals will be able to apply for both FP14 and IP14. Where an individual holds both
FP14 and IP14, FP14 will take precedence, but should this be lost the individual will revert to
IP14.

Individuals will be able to apply for IP14 from 6 April 2014 and applications must be received
by HMRC by 5 April 2017.
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Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18
impact (Em) - + 100 + 80 + 50 nil
These figures were set out in Table 2.1 of Budget 2013 and have been
certified by the Office for Budget Responsibility. More details can be found
in the policy costings document published alongside Budget 2013.
Economic This measure is not expected to have any significant economic impacts.
impact
Impact on IP14 provides individuals, who have pension savings above £1.25 million,
individuals and | with a more flexible method of protecting pension savings already accrued
households from any retrospective tax charges.
It is estimated that about 120,000 individuals will have pension savings
above £1.25 million in April 2014. Of these, those who don't have primary
protection will be eligible to apply for IP14.
Equalities HMRC data does not allow identification of groups sharing protected
impacts characteristics within the affected population. However the nature of the
change means that those affected are likely to be in higher income groups
so are less likely to be from ethnic minority groups, female or disabled.
The change will have a greater effect on those nearing retirement than
those in other age groups. No other impacts are anticipated in respect of
groups sharing other protected characteristics.
Impact on This measure is likely to impose some additional burdens on the pensions
business industry. These will come from having to check and provide valuations to
including civil | individuals who want to apply for IP14 and checking certificates and
society providing information to HMRC where an individual relies on IP14. HMRC

organisations

anticipates one-off costs across pension schemes of around £4 million.

Cost Time Period (yrs)
Compliance Costs
One-off Costs £4m N/A
Average Annual Costs N/A N/A
Total Costs (PV) £4m N/A
Compliance Benefits
One-off Benefit N/A N/A
Average Annual Benefit N/A N/A
Total Benefit (PV) N/A N/A
Net Benefit (NPV) -£4m N/A
Impact on Administrative Burden (included in Net Benefit)
Increase Decrease Net Impact
£0m £0m £0m
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Operational
impact (Em)
(HMRC or
other)

There will be additional costs for HMRC of £1 million to administer and
monitor the new protection regimes and deal with enquiries from
customers.

Other impacts

Small _and micro business assessment: the impact on small and
micro-sized businesses has been considered. This measure introduces a
transitional protection regime to protect any UK tax relieved pension
savings that an individual has built up at 5 April 2014. It would not be
appropriate for the measure to apply differently according to the size of the
firm within which the affected workers operate.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through communication with affected taxpayer
groups. HMRC will also monitor the volume of applications for IP14.

Further advice

If you have any questions about the policy for this change, please contact Paul Cottis on
03000 564209 or email: pensions.policy@hmrc.gsi.gov.uk.
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HM Revenue
& Customs

Capital gains tax private residence relief final period
exemption

Who is likely to be affected?

Individuals who own one or more properties that they have lived in as their main residence at
any time.

General description of the measure

Where a person owns one or more properties that have been their main residence they are
entitled to relief on the final period if they dispose of a property they are not currently living
in. The measure will reduce the period of ownership for which this relief is available from 36
months to 18 months.

Policy objective

This measure makes the tax system fairer by reducing the incentive for those with more than
one property to exploit the rules while still providing people with sufficient time to sell a
previous residence after moving to a new one.

Background to the measure

This measure was announced on 5 December 2013.

Detailed proposal

Operative date

This measure will have effect where contracts for the sale of the property are exchanged on
or after 6 April 2014.

This measure will not have effect where contracts for the sale of the property are exchanged
on or before 5 April 2014 and completed on or before 5 April 2015.

Current law

Section 223 of the Taxation of Chargeable Gains Act 1992 (TCGA) says that no part of a
gain on a private residence as defined in section 222 of TCGA is a chargeable gain if the
property has been the person’s only or main residence throughout the period of ownership.
There is an exception for the last 36 months of ownership.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend section 223 to reduce the final
period for which relief can be given where the property is not the person’s only or main
residence from 36 months to 18 months in most cases.

In recognition that a person moving into care may take longer to decide to dispose of their
former home, the period will remain a 36 month final period for this group of people.
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Summary of impacts

Exchequer 2013-14 2014-15 2015-16 | 2016-17 2017-18 2018-19

impact (Em) - nil +65 +90 +100 +105
These figures are set out in Table 2.1 of the Autumn Statement and have
been certified by the Office for Budget Responsibility. More details can be
found in the policy costings document published alongside the Autumn
Statement.

Economic The measure is not expected to have any significant economic impacts.

impact

Impact on This measure would increase the capital gains tax (CGT) liability for an

individuals individual who has two or more private residences at the same time for a

and period of more than 18 months.

households Those affected by this change are likely to be wealthy individuals with more
than one property.

Equalities This measure is not expected to have a disproportionate impact on any

impacts protected group.

Impact on This measure is expected to have no impact on businesses or civil society

business organisations.

including civil

society

organisations

Operational There will be a negligible operational impact on HM Revenue & Customs.

impact (Em)

(HMRC or

other)

Other impacts

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be monitored through information collected from tax returns.

Further advice

If you have any questions about this change, please contact Tracy Gribble on 03000 585169
(email: tracy.gribble@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Inheritance tax: simplifying charges on trusts

Who is likely to be affected?

Individuals settling property into relevant property trusts, trustees and their advisers.

General description of the measure

The measure will align the filing and payments dates for inheritance tax (IHT) relevant
property trust charges and treat the income arising in such trusts which remains
undistributed for more than five years as part of the trust capital when calculating the ten
year anniversary charge.

Policy objective

The measure will simplify the IHT regime for relevant property trusts and reduce compliance
costs for trustees and practitioners.

Background to the measure

The measure was announced at Budget 2012. An initial high level consultation document
was published in July 2012 and a further more detailed consultation setting out options for
simplification followed in May 2013. A response document was published on
10 December 2013.

Detailed proposal
Operative date

The measure will be effective in relation to tax charges arising on or after 6 April 2014.

Current law

Filing and payment dates

IHT payment and filing dates can appear confusing and anomalous. The time limits for
reporting IHT periodic and exit charges that trustees are accountable for differ from the time
limits for paying any IHT due.

The time limit for delivering an account is currently 12 months from the end of the month in
which the transfer is made or if later, three months from the date when the trustee first
becomes liable for the tax.

The time limits for paying IHT charges are:

o for chargeable events after 5 April and before 1 October, on 30 April in the following
year; and

o for chargeable events after 30 September and before 6 April, six months after the end of
the month in which the chargeable event took place.
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Trust income

Many trustees have the ability to ‘accumulate’ or add undistributed trust income to the trust
capital. Once such income is accumulated it is treated as an addition to the trust's capital
and must be taken into account when calculating the ten year or exit charges.

Where there are discretionary trusts and the trustees have a duty to accumulate income
without any power to distribute, income will be treated as accumulated as it arises. However
it is more usual for discretionary trustees to have a power to accumulate income as well as a
power to distribute it and in such cases the trust deed rarely stipulates a particular point at
which accumulation must take place. Neither is there a statutory rule.

Where income is regularly or formally accumulated there is little doubt about the correct
treatment of the accumulations within the calculation of relevant property charges. But it can
be different where income remains undistributed for long periods and the trustees have not
made any formal accumulation. In such cases there can be uncertainty about how the
calculations should be undertaken, resulting in questions to, or correspondence with,
HM Revenue & Customs (HMRC) to establish an acceptable treatment.

Proposed revisions

Filing and payment dates

Legislation will be introduced in Finance Bill 2014 to align the filing and payment dates for
IHT trust charges. Amendments to section 216(6) IHTA1984 (time for delivery of accounts)
and section 226 IHTA 1984 (payment of tax) will mean that trustees of relevant property
settlements must deliver the IHT account six months after the end of the month in which the
chargeable event occurs and pay the tax by the end of the same period. This will ensure that
returns and payments continue to be submitted evenly throughout the year.

Trust income

New section 64(1A) IHTA 1984 will treat income that has remained undistributed for more
than five years at the date of the ten year anniversary as if it was part of the trust capital for
the purposes of the ten year anniversary charge. To avoid the need for trustees to keep very
detailed records, tax would be charged on the ten year anniversary at the full rate on any
such undistributed income without any proportionate reduction to reflect the period during
which the income has been retained.
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Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 2017-18 2018-19
impact (Em)
This measure is expected to have a negligible impact on the Exchequer.
The final costing will be subject to scrutiny by the Office for Budget
Responsibility and will be set out at Budget 2014.
Economic The measure is not expected to have any significant economic impacts.
impact
Impact on Alignment of filing and payment dates: the measure will not impact on
individuals individuals or households. Its affect will be on trustees and their advisers.
ﬁgﬂseholds Accumulation of income: the deeming rule would provide a standard
approach, for the purposes of IHT only, to the treatment of unaccumulated
income, bringing certainty and consistency to trustees and practitioners.
Equalities The Government has no evidence to suggest that the measure will have
impacts any adverse equalities impacts.
Impact on Businesses may see a reduction in administration burdens as a result of
business filing returns and making payments at the same time and having a clearer
including civil | understanding of when HMRC considers retained income as capital for
society IHT purposes. The Government estimates that the impacts of these

organisations

changes on businesses’ administrative burdens will be negligible. This
measure is expected to have no impact on civil society organisations.

Operational
impact (Em)
(HMRC or
other)

There will be some implementation costs for HMRC but these are
expected to be negligible.

Other impacts

Small and micro business assessment: the measure will benefit small
businesses (firms with fewer than 20 employees) as a result of the
reduction in complexity and administrative burdens.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through regular communication with the relevant

business sector.

Further advice

If you have any questions about this change, please contact Tony Zagara on 03000 585265
(email: antonio.zagara@hmrc.gsi.gov.uk).

A33



HM Revenue
& Customs

Trusts with vulnerable beneficiary

Who is likely to be affected?

Trusts where the beneficiary has a severe physical or mental disability or is a bereaved
minor.

General description of the measure

The measure will extend the capital gains tax (CGT) ‘uplift’ provisions that apply on the
death of a vulnerable beneficiary and extend the range of vulnerable beneficiary trusts that
qualify for special income tax, CGT and inheritance tax (IHT) treatment.

Policy objective

This measure makes the tax system fairer by enabling more vulnerable people to have
property safeguarded for their benefit within a trust whilst ensuring that it is not taxed any
more adversely than if it were owned the individuals themselves.

Background to the measure

Special tax treatment applies to trusts established for the benefit of a person who lacks
mental capacity, is in receipt of a qualifying welfare benefit or is a bereaved minor. Prior to
2013 this included a person in receipt of the highest or middle rate care component of
disability living allowance (DLA). However, this allowance is being phased out for those of
working age and replaced by personal independence payment (PIP).

In 2012, HM Revenue & Customs (HMRC) consulted on how best to continue the special tax
treatment in light of the welfare reform changes, which led, in Finance Act 2013, to the
inclusion of those in receipt of the daily living component of PIP.

Respondents to the consultation argued for a wider scope and a simplification of the tax
rules more generally along with removal of anomalies that may distort decisions on the most
appropriate trust structure to use. This measure responds to the issues raised by the
consultation.

Detailed proposal

Operative date

The CGT ‘uplift’ provisions will be extended with effect from 5 December 2013 and the range
of qualifying vulnerable beneficiary trusts will be extended from 6 April 2014.

Current law

Section 62(1) of the Taxation of Chargeable Gains Act 1992 (TCGA) provides that when
someone dies there is no deemed disposal on death and, therefore, death is not an
occasion of charge to CGT. The assets in a person’s estate are treated as being acquired by
personal representatives at their market value at the date of death. In this way, gains
accrued up to the date of death are not subject to double taxation under IHT and CGT.

Sections 72 and 73 contain similar rules for property held in a qualifying vulnerable
beneficiary trust but require, broadly, that the beneficiary had an entitlement to the income of
the trust.

Schedule 1A to the Finance Act (FA) 2005, inserted by FA 2013, defines a ‘disabled person’.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to:

e extend sections 72 and 73 of the TCGA to include qualifying trusts for disabled
beneficiaries where the beneficiary has no entitlement to the income of the trust; and

o extend Schedule 1A to FA 2005 to include a person in receipt of the mobility component
of DLA at the higher rate or the mobility component of PIP at either the standard or
enhanced rate.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19
impact (Em) nil negligible | negligible | negligible | negligible | negligible
The measure is expected to have a negligible impact on the Exchequer.
Economic The measure is not expected to have any significant economic impacts.
impact
Impact on The measure is intended to make the tax regimes for trusts established for
individuals the benefit of a vulnerable person more tax neutral; that is that tax neither
and penalises nor encourages their use over the same property being held by
households the person outright.
The changes will have direct impacts on settlors and trustees and indirect
impacts on the beneficiaries.
Equalities The measure will impact most where the beneficiary is unable to manage
impacts their affairs by reason of a mental disability, or is in receipt of a welfare
benefit.
Impact on The measure is expected to have no impact on businesses and civil
business society organisations.
including civil
society
organisations
Operational It is not anticipated that implementing these changes will incur any
impact (Em) significant additional costs for HM Revenue & Customs.
(HMRC or
other)

Other impacts

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be monitored after implementation through information collected on tax
returns and through communication with groups representing those affected.

Further advice

If you have any questions about this change, please contact Alan McGuinness on
03000 585256 (email: alan.mcguinness@hmrc.gsi.gov.uk).

A35



HM Revenue
& Customs

Cultural Gift Scheme: amendments to Estate Duty
legislation

Who is likely to be affected?

Individuals and corporate owners of pre-eminent objects on which there is potentially a
charge to Estate Duty, and who want to donate the object to the nation under the Cultural
Gift Scheme (CGS).

General description of the measure

The measure will amend a technical flaw in the CGS legislation relating to Estate Duty.

Policy objective

This measure will correct a technical flaw to ensure that the CGS works in line with the
publicly stated policy. If the legislation as it is currently drafted was left in place, donors of
objects on which there is a charge to Estate Duty could receive a financial benefit from their
donation greater than they would if they sold these items on the open market. This runs
counter to the policy objective of the scheme.

Background to the measure
The CGS was introduced by Finance Act 2012 and started in April 2013.

There has been no previous announcement or consultation on this amendment as it merely
corrects a technical flaw and does not alter the original policy intention of the scheme.

This Tax Information and Impact Note (TIIN) is an update to the TIIN published on
6 December 2011.

Detailed proposal

Operative date

This measure will have effect on and after the date that Finance Bill 2014 receives Royal
Assent.

Current law

The CGS was introduced by Schedule 14 to Finance Act (FA) 2012 and commenced on 1
April 2013 by virtue of the FA 2012, Schedule 14 (Appointed Day) Order 2013.

Paragraph 33 of Schedule 14 provides a partial exemption from Estate Duty on exempt
objects which would otherwise have become chargeable under Schedule 5 of the
Inheritance Tax Act 1984 on a gift of property under the scheme.

Proposed revisions

The exemption from Estate Duty on donations of exempt objects is intended to be limited to
the amount that would be chargeable if the rate of tax were the same as the rate of
Inheritance Tax, currently 40 per cent. Estate Duty rates can be significantly more than
40 per cent - up to 80 per cent. Where the rate of Estate Duty attached to the exempt object
is more than the rate of inheritance tax, the policy intention is that the excess amount should
become chargeable.
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Legislation will be introduced in Finance Bill 2014 to specify that, for the purposes of Estate
Duty, any qualifying gift to the nation under the CGS would be deemed a sale at market
value. This will allow the intended amount of Estate Duty to come into charge.

Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 2017-18 2018-19
impact (Em) - nil nil nil nil nil

This measure is not expected to have an Exchequer impact.
Economic The measure is not expected to have any significant economic impacts.
impact
Impact on The measure will affect only a handful of people who may have a
individuals pre-eminent object that became exempt before 13 March 1975 and that
and they wish to give away under the CGS. Enabling donors to give such
households objects widens the pool of objects that can be accepted under the CGS.
Equalities No impact identified on people with protected characteristics.
impacts
Impact on This measure is expected to have a negligible impact on businesses and
business civil society organisations.
including civil
society
organisations
Operational It is not expected that implementing these changes will incur any
impact (Em) significant additional costs for HM Revenue & Customs.
E)I;lrl:ﬂel?)c or The Department for Culture, Media & Sport will be able to accept exempt

objects based on their intrinsic merits (and subject to funding).

Other impacts

Other impacts have been considered and none have been identified.

Monitoring and evaluation

This measure will be kept under review through communication with affected taxpayer

groups.

Further advice

If you have any questions about this change, please contact Jo Shelling on 03000 585216
(email: joanne.shelling@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Qualifying loan interest relief: changes

Who is likely to be affected?

This measure makes two changes. The first change will affect individual taxpayers paying
interest on loans to invest in companies in the European Economic Area (EEA), apart from
companies resident in the UK. The second change is consequential and will have no effect
on the availability of qualifying loan interest relief.

General description of the measure

The measure will extend the income tax relief for interest paid on loans to invest in certain
UK companies to interest on loans to invest in such companies in the wider EEA.

Policy objective

The material change ensures that the rules for this relief comply with EU law.

Background to the measure

This measure has not been previously announced and has not been the subject of
consultation.

Detailed proposal

Operative date

This measure will have effect for interest paid on or after 6 April 2014.

Current law

Chapter 1 of Part 8 of the Income Tax Act 2007 (ITA) provides for income tax relief for
payments of interest on loans for particular purposes. These include loans to buy an interest
in a ‘close company’. The definition of a ‘close company’ is in Chapter 2 of Part 10 of the
Corporation Tax Act 2010 (CTA 2010) and section 442(a) CTA 2010 excludes non-UK
resident companies from being ‘close’. The relief is not available for interest on a loan to buy
an interest in a ‘close investment-holding company’ as defined at section 34 CTA 2010.

Relief is also available for interest paid on a loan to buy an interest in an
employee-controlled company. One of the conditions for this relief is that the company is UK
resident.

Proposed revisions

Legislation will be introduced in Finance Bill 2014. The relief for investment in close
companies is extended to include companies resident in an EEA state other than the UK
which would be close if they were UK resident. The relief for investment in
employee-controlled companies is also extended to include companies resident in an EEA
state other than the UK.

At the same time a new section, section 393A, is being added. This includes the definition of
‘close investment-holding company’ which is currently at section 34 CTA 2010, but is shortly
to be repealed as a result of the adoption of a single rate of corporation tax for companies
(other than those with oil and gas ring fence profits) from financial year 2015. It makes no
change to the application of the rules for qualifying loan interest relief.
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Summary of impacts

Exchequer 2013-14 2014-15 2015-16 | 2016-17 2017-18 2018-19
impact (Em) - nil -15 -10 -10 -10
The Office for Budget Responsibility has included these numbers in its
forecast.
Economic The measure is not expected to have any significant economic impacts.
impact
Impact on The first change affects UK taxpayers borrowing money to invest in close
individuals companies and employee-controlled companies in the EEA, apart from the
and UK. This is only thought to impact on a small number of individuals (fewer
households than 10,000) who will be eligible to claim relief on these investments.
The second change will have no effect on individuals and households.
Equalities No impacts based on race, gender, disability or other equality groups are
impacts anticipated.
Impact on The first change only affects individual taxpayers and the second change
business will have no material effect. This measure is expected to have no impact
including on businesses and civil society organisations.
civil society
organisations
Operational The first change proposed will result in some extra handling costs for
impact (Em) HM Revenue & Customs, but these are expected to be negligible. The
(HMRC or second change will have no operational impact.
other)
Other Other impacts have been considered and none have been identified.
impacts

Monitoring and evaluation

This measure will be monitored through information collected from tax returns and through
communication with affected taxpayer groups

Further advice

If you have any questions about this change, please contact Judith Diamond on
03000 585712 (email: judith.diamond@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Income tax: company car tax rates 2016-17

Who is likely to be affected?

Businesses and employers where company cars are made available for private use.

General description of the measure

For 2016-17, the measure increases the appropriate percentages to be used when
calculating the company car benefit charge by two percentage points but does not change
the maximum appropriate percentage. The rates start at 7 per cent for cars emitting 0-50
grams of CO, per kilometre to a maximum of 37 per cent for cars emitting 200 grams of CO,
per kilometre or more. This measure also repeals the diesel supplement; and increases the
appropriate percentages for cars registered before 1 January 1998 and for cars without a
CO; emissions figure.

Policy objective

The measure ensures that tax on the benefit of a company car made available for private
use continues to incentivise the purchase and manufacture of ultra low emission vehicles
(ULEVs) and supports the sustainability of the public finances. In addition, new European
standards which come into force in September 2015 require diesel cars to have the same air
quality emissions as petrol cars. This measure therefore also repeals the diesel supplement.

Background to the measure

The Government announced at Budget 2012 and 2013 provisional company car tax rates
and bands for 2016-17. Changes to the taxation of company cars were announced three
years in advance, to give certainty to industry including car manufacturers. Finance Bill 2014
introduces the appropriate percentage rates for 2016-17.

This Tax Information and Impact Note (TIIN) is an update to the TIINs published on
21 March 2012 and 20 March 2013.

Detailed proposal
Operative date

This measure will have effect on and after 6 April 2016 for the tax year 2016-17 and
subsequent tax years.

Current law

Sections 121 to 148 of the Income Tax (Earnings & Pensions) Act 2003 (ITEPA) provide for
calculating the cash equivalent of the benefit of a company car which is made available for
private use. In broad terms, this depends on the list price of the car multiplied by the
appropriate percentage which is determined by the level of CO, emissions the car produces.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to make the following changes:

Section 139 of ITEPA sets out the basis for calculating the appropriate percentage for
cars with CO, emissions. From 6 April 2016, the graduated table of bands for taxing the
benefit of a company car will provide for a two percentage point increase for each band,
but with no change to the maximum appropriate percentage. The rates start at 7 per cent
for cars emitting 0-50 grams of CO, per kilometre to a maximum of 37 per cent for cars
emitting 200 grams of CO, per kilometre or more.

Section 140 ITEPA sets out the basis for calculating the appropriate percentage for cars
without CO, emissions. From 6 April 2016, the appropriate percentage for cars which
have an internal combustion engine with a cylinder capacity of 1,400 or less will be 16
per cent and 27 per cent for a cylinder capacity of 1,401 to 2,000;

The 3 percentage point diesel supplement set out in section 141 ITEPA will be repealed,
so that diesel cars will be subject to the same level of tax as petrol cars; and

Section 142 ITEPA 2003 sets out the basis for calculating the appropriate percentage for
cars registered before 1 January 1998. From 6 April 2016, the appropriate percentage
for cars which have an internal combustion engine with a cylinder capacity of 1,400 or
less will be 16 per cent; 27 per cent for a cylinder capacity of 1,401 to 2,000 and 37 per
cent for a cylinder capacity of 2,001 or more.

Summary of impacts

Exchequer 2013-14 | 2014-15 | 2015-16 | 2016-17 2017-18 2018-19

impact (Em) - - negligible | negligible | negligible

The changes to section 140 and section 142 ITEPA 2003 are expected
to have a negligible impact on the Exchequer.

The costings for the changes to section 139 and section 141 ITEPA
2003 were part of the company car tax costings set out in Table 2.1 of
Budget 2012 and Table 2.1 of Budget 2013 and have been certified by
the Office for Budget Responsibility. More details can be found in the
policy costings documents published alongside Budget 2012 and

Budget 2013.
Economic This measure incentivises businesses to purchase ULEVs, by setting
impact lower tax rates for ULEVs than conventionally fuelled company cars.

This supports ULEV manufacturers and the wider market in the UK
which is at an early stage of development. The tax changes will
continue to provide stability and certainty in the company car market.

Impact on The changes apply equally to all company car drivers. They are not
individuals and | expected to have any adverse impact on the equality of groups with
households protected characteristics.

The measure results in a basic rate taxpayer driving a zero emission
car with a list price of approximately £27,500 paying £375 less on their
car benefit charge in 2016-17, than a basic rate taxpayer with a
conventionally fuelled car that emits between 115-119 Cozg/km with a

list price of approximately £19,000. A higher rate taxpayer would pay
£750 less in 2016-17.
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Equalities
impacts

Over 90 per cent of individuals receiving company cars have incomes
above the UK median income for taxpayers, and around 60 per cent
are higher or additional rate taxpayers.

Impact on
business
including civil
society
organisations

The measure is expected to have a negligible impact on businesses
and civil society organisations as the level of employer National
Insurance contributions (NICs) on the benefit will increase slightly.
However, businesses that offer ULEV company cars will benefit from
lower NICs liabilities compared to conventionally fuelled cars.

In addition, employer reporting and administration requirements will not
change as a result of this measure.

Operational It is not anticipated that implementing this measure will incur any
impact (Em) significant costs for HM Revenue & Customs.
(HMRC)

Other impacts

Carbon emissions and wider environmental impact: This measure
supports the Government's objectives to reduce greenhouse gas
emissions from road transport by setting lower car benefit rates for
ULEVs than conventionally fuelled vehicles. This measure therefore
encourages businesses to purchase ULEVs. However, given that the
market is at an early stage of development it is not possible to
precisely estimate the impact on ULEV sales.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through regular communication with affected

taxpayer groups.

Further advice

If you have any questions about this change, please contact the Employment Income Policy
team at employmentincome.policy@hmrc.gsi.gov.uk.
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HM Revenue
& Customs

Income tax: company cars and vans: repeal of
section 114(3) Income Tax (Earnings and Pensions)
Act 2003

Who is likely to be affected?

Employers and individuals where a company car is made available for private use or a van is
made available for more than insignificant private use.

General description of the measure

This measure will repeal section 114(3) Income Tax (Earnings and Pensions) Act (ITEPA)
2003, to ensure that the benefit of company cars or vans is taxed in full.

Policy objective

This measure protects Exchequer revenue by ensuring that the benefit rules are applied in
full.

Background to the measure

Section 114(3) ITEPA 2003 provides protection from double taxation, but in certain
circumstances (i.e. where the benefit can be converted into money’s worth) disapplies the
benefit from being taxed under the appropriate rules for company cars and vans. This was
not the policy intention, and as there are other sections within the legislation that prevent
double taxation, this section is being repealed.

Detailed proposal

Operative date

This measure will have effect on and after 6 April 2014.

Current law

Section 114(3) ITEPA 2003 states that Chapter 6 of Part 3 of ITEPA 2003 (Taxable Benefits:
Cars, Vans and related benefits) does not apply if the provision of a company car or van
constitutes earnings from employment under any other provision. Therefore, in broad terms,
section 114(3) ITEPA 2003 gives priority to the earnings provision at section 62 ITEPA 2003
and prevents a double tax charge if a monetary value is established for the car or van benefit
under section 62 ITEPA 2003.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to repeal section 114(3) ITEPA 2003. This
will allow HM Revenue & Customs to rely on the provision at section 64 ITEPA 2003 which
ensures that the full amount of car or van benefit is subject to tax if an amount could be both
earnings under section 62 ITEPA 2003 and treated as earnings under the benefits code.
Section 64 ITEPA 2003 also removes any consequential issues with the double taxation of a
car or van benefit.
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Summary of impacts

Exchequer 2013-14 | 2014-15 2015-16 2016-17 2017-18 2018-19

impact (Em) - negligible | negligible | negligible | negligible | negligible
This measure is expected to have a negligible impact on the Exchequer.
The measure supports the Exchequer in its commitment to protect
revenue.

Economic The measure is not expected to have any significant economic impacts.

impact

Impact on The measure is expected to have negligible impact on individuals and

individuals and | households on the basis that most employers are currently reporting the

households full value of the benefit. Existing reporting requirements will not change.

Equalities This measure is not expected to have any adverse impacts on the

impact equality of groups with protected characteristics.

Impact on This measure is expected to have negligible impact on businesses or civil

business society organisations on the basis that most employers are currently

including civil reporting the full value of the benefit. Employer reporting and

society administration requirements would not change.

organisations

Operational This measure will have no changes to existing operational reporting

impact (Em) requirements.

(HMRC or

other)

Other impacts

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through regular communication with affected

taxpayer groups.

Further advice

If you have any questions about this change, please contact the Employment Income Policy
Team at employmentincome.policy@hmrc.gsi.gov.uk.
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HM Revenue
& Customs

Income tax: company cars and vans: payments for
private use of a company car or van

Who is likely to be affected?

Employers and individuals where a company car is made available for private use or a van
has more than insignificant private use.

General description of the measure

The measure will amend sections 144(1) and 158(1) of the Income Tax (Earnings and
Pensions) Act (ITEPA) 2003 to ensure that any payments required by the employer as a
contribution for private use of a car or van need to be made before the end of the tax year in
which the private use was undertaken. Such private use payments can reduce the cash
equivalent of the benefit.

Policy objective

This measure protects Exchequer revenue by ensuring that a car or van benefit is
chargeable in full if contributions required for private use are not made before the end of the
tax year in which private use was undertaken.

Background to the measure

Finance Act 1976 introduced legislation on company cars being made available for private
use and included a provision for reducing the tax liability on a car benefit if an individual
made payments as a condition of the car being made available for private use. This
provision was consolidated in the Income and Corporation Taxes Act (ICTA) 1988 and in
ITEPA 2003.

Finance Act 1993 introduced legislation concerning company vans made available for
private use, which also included a provision for reducing the tax liability on a benefit if an
individual made payments as a condition of the van being made available for private use.
These provisions were included in ICTA 1988 and then consolidated in ITEPA 2003.

Detailed proposal

Operative date
This measure will have effect on and after 6 April 2014.

Current law

Under section 144(1) ITEPA 2003, an employee can reduce their tax liability on a car benefit
if they make payments for private use of the car as a condition of that car being available for
private use.

Section 158(1) ITEPA 2003 provides for a similar tax liability reduction if payments for
private use of a company van are made by the employee.
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Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend sections 144(1) and 158(1)
ITEPA 2003 putting beyond doubt that payments for private use of a company car or van
need to be made in the tax year in which private use was undertaken. The current wording of
the legislation does not achieve the policy intention.

Summary of impacts

Exchequer
impact (Em)

2013-14 | 2014-15 2015-16 2016-17 2017-18 2018-19

- negligible | negligible | negligible | negligible | negligible

This measure is expected to have a negligible impact on the Exchequer.

The measure supports the Exchequer in its commitment to protect
revenue.

Economic impact

The measure is not expected to have any significant economic impacts.

Impact on
individuals and
households

The measure is expected to have no impact on most individuals and
households. Where an employer has been reporting the value of the
benefit incorrectly, some individuals will no longer have the benefit charge
deferred to a later year. Existing reporting requirements will be clarified as
a result of the change.

Equalities impact

This measure is not expected to have any adverse impacts on the
equality of groups with protected characteristics.

Impact on
business
including civil
society
organisations

This measure is expected to have no impact on most businesses or civil
society organisations. Where an employer has been reporting the value of
the benefit incorrectly, they will no longer have employer National
Insurance contributions deferred to a later year. Employer reporting and
administration requirements will be clarified as a result of the change.

Operational
impact (Em)
(HMRC or other)

The measure is not expected to have any operational impact.

Other impacts

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through regular communication with affected

taxpayer groups.

Further advice

If you have any questions about this change, please contact the Employment Income Policy
Team at employmentincome.policy@hmrc.gsi.gov.uk.
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HM Revenue
& Customs

Unification of corporation tax rates: consequential
changes

Who is likely to be affected?

Companies with small profits that are associated with other companies.

General description of the measure

This measure deals with the consequential changes to tax legislation which arise from the
adoption of a single rate of corporation tax for companies (other than those with oil and gas
ring fence profits) from financial year 2015.

Policy objective

This measure simplifies rules which ensure that tax is calculated appropriately where a
company is associated with other companies. Those rules, which have applied for
companies with small profits and which will continue to apply in limited circumstances,
prevent a tax advantage from arising where a single business is operated through a number
of associated companies.

Background to the measure

The Government announced at Budget 2013 that a single unified rate of corporation tax of
20 per cent will apply on and after 1 April 2015.

On 10 December 2013 the Government published draft legislation proposing the repeal of
the ‘associated companies’ provisions, which treat companies in common ownership and
control as a single entity for the purposes of corporation tax rates. These changes are
possible because the vast majority of companies will be subject to a single rate of
corporation tax. These rules also prevent a tax advantage arising where companies divide.
The Government proposes replacing the associated companies rules with simpler provisions
in the areas where they are still needed.

Detailed proposal

Operative date
Changes relating to Patent Box, capital allowances and Quarterly Instalment Payments will
have effect for accounting periods beginning on or after 1 April 2015.

All other changes are effective from 1 April 2015.

Current law

Sections 25 to 30 Corporation Tax Act 2010 (CTA) include the associated companies rules
which help ensure corporation tax is imposed at the correct rate. These provisions also apply
to other situations, including whether a company needs to make instalment payments.
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Proposed revisions

Corporation tax rates

Legislation will be introduced in Finance Bill 2014 to:
e impose a corporation tax charge for the Financial Year 2015;

e set the main rate of corporation tax on ring fence profits of companies for Financial Year
2015;

o set the small profits rates and marginal relief fractions for Financial Year 2014 and repeal
the small profits rate provisions for non ring fence profits from 2015 onwards; and,

e amend the mechanism for fixing the ring fence rates and fraction, which will in future be
in Part 8 CTA 2010 that contains the oil activities legislation.

This Tax Information and Impact Note (TIIN) does not cover the impacts of these rate
changes. These were covered in a TIIN published on 20 March 2013.

Simplifying the associated companies rules

Associated companies rules will still be necessary in some circumstances. The risk of
companies gaining an unfair advantage with a loss of tax will, however, be significantly
reduced.

The Government therefore proposes that the rules will be simplified in Finance Bill 2014 by
replacing them with a 51 per cent group test. This will provide sufficient protection for the
Exchequer while being simpler for the affected businesses to apply.

The areas where the new rules based on a 51 per cent group will be needed are:

¢ ring fence profits of oil and gas companies where there will continue to be more than one
rate of corporation tax;

e Patent Box where companies with profits below limits of £1 million or £3 million can elect
to use a simplified method in calculating the profits subject to tax at the 10 per cent rate;

e capital allowances which are restricted for assets with a useful life of 25 years or more
(long life assets) where the expenditure exceeds a limit of £100,000; and,

o Quarterly Instalment Payments where regulations set an upper limit for profits above
which a company must pay tax by instalments.

The table of impacts below relates to the changes relating to the associated companies
rules.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

impact (Em) - - -10 negligible | negligible | negligible
The Office for Budget Responsibility has included these numbers in its
forecast.

Economic The measure is not expected to have any significant economic impacts.

impact

Impact on There is no impact on individuals because the changes affect companies

individuals only.

and

households
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Equalities The changes will have no impact on protected groups.

impacts

Impact on The benefits for business of the unification and reduction of corporation
business tax rates were included in the TIIN: Corporation tax: main rate and small
including civil | profits rate issued at Budget 2013. Any additional impact on business from
society the changes reflected in this measure is expected to be negligible. This

organisations

measure is expected to have no impact on civil society organisations.

Operational It is expected that there will be negligible operational impact as a result of
impact (Em) these changes.

(HMRC or

other)

Other impacts

Small and micro business assessment: small businesses are unlikely to
be affected, and any impact minimal as the changes simplify the
legislation.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be kept under review through regular communication with affected

taxpayer groups.

Further advice

If you have any questions about this change, please contact John Connor on 03000 585702

(email:

john.connor@hmrc.gsi.gov.uk) or

contact Clare Dunne on 03000 585961

(email: clare.e.dunne@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Code of Practice on Taxation for Banks

Who is likely to be affected?

Banks, building societies and investment firms.

General description of the measure

This measure ensures that HM Revenue & Customs (HMRC) will publish an annual report
on the voluntary operation of the Code of Practice on Taxation for Banks (the Code).

Policy objective

This measure makes the tax system fairer by ensuring that there is greater transparency
around the operation of the Code.

Background to the measure

The Code, first introduced in 2009, requires banks to abide by both the letter and the spirit of
tax law. This measure was announced in Budget 2013. The draft legislation was consulted
on between 31 May 2013 and 16 August 2013.

Detailed proposal

Operative date

The first annual report on the operation of the Code will be for the period 5 December 2013
to 31 March 2015.

Current law

This is a new piece of legislation.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to ensure that HMRC publishes an annual
report on the operation of the Code. The report will list groups or entities which have
unconditionally adopted the Code at the date of the report as well as those groups or entities
which have not adopted the Code. In addition the report will name any groups or entities that
HMRC considers has not complied with Code.

The legislation provides that where HMRC considers a group or entity has not complied with
the Code before naming a group or entity in an annual report HMRC must first commission a
report from an independent reviewer on whether the Code has been breached and whether
the group or entity should be named in an annual report.
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Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 | 2017-18 | 2018-19
impact (Em) nil nil nil nil nil nil
This measure is not expected to have an Exchequer impact.
Economic This measure is not expected to have any significant economic
impact impacts.
Impact on This measure applies to banks, building societies and investments

individuals and | firms. It will have no impact on individuals and households.
households

Equalities There are no impacts on any group which shares a protected
impacts characteristic.

Impact on This measure will have a negligible impact on business including civil
business society organisations: the measure only impacts on banks, building
including civil | societies and investment firms.

society

organisations

Operational The costs to HMRC will be negligible.

impact (Em)

(HMRC or

other)

Other impacts | Other impacts have been considered and none have been identified.

Monitoring and evaluation

The measure will be monitored through communication with affected taxpayer groups to
ensure that the Code is operating as intended.

Further advice

If you have any questions about this change, please contact Fiona Hay on 03000 585882
(email: fiona.hay@ hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Bank levy 2014 rate change

Who is likely to be affected?

UK banks, banking groups and building societies, foreign banking groups operating in the
UK through permanent establishments or subsidiaries, and UK banks and banking
sub-groups in non-banking groups.

General description of the measure

The Government has consistently set out its intention that the bank levy should raise at least
£2Y5 billion each year. To ensure this and to take account of the benefit to the banking sector
from the additional reductions in corporation tax announced since the levy was introduced,
the rate of the bank levy will increase to 0.156 per cent from 1 January 2014. A proportionate
increase to 0.078 per cent will be made to the half rate, also with effect from 1 January 2014.

Policy objective

These changes will help to ensure that the banking sector makes a fair contribution through
the bank levy, reflecting the risks it poses to the financial system and the wider economy.
These changes also take account of the impact of other measures on the sector.

Background to the measure

The Government announced the introduction of the bank levy at Budget 2010 to commence
for chargeable periods ending on or after 1 January 2011.

At Budget 2013, the Government announced an increase in the rate of the bank levy to
0.142 per cent from 1 January 2014.

The Government announced further bank levy increases at Autumn Statement 2013.

Detailed proposal
Operative date

The measure increases the rates of the bank levy from 1 January 2014 to 0.156 per cent for
the full rate and 0.078 per cent for the half rate.

Current law

The bank levy rates are set out in paragraphs 6 and 7 of Schedule 19 Finance Act 2011 as
amended by section 211 Finance Act 2011 and paragraphs 1 to 7 of Schedule 34 Finance
Act 2012.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend the rates of bank levy. For
periods falling wholly or partly after 1 January 2014 the rate applying to chargeable equity
and long term chargeable liabilities will be increased from 0.071 per cent to 0.078 per cent
and the rate for short term chargeable liabilities will be increased from 0.142 per cent to
0.156 per cent.
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Summary of impacts

Exchequer
impact (Em)

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

- +230 +260 +260 +260 +260

These figures are set out in Table 2.1 of the Autumn Statement and
have been certified by the Office for Budget Responsibility. More details
can be found in the policy costings document published alongside the
Autumn Statement.

Economic impact

The bank levy complements wider regulatory reforms aimed at
improving financial stability, including higher capital and liquidity
standards. The measure will encourage banks to adjust their activities in
favour of less risky funding models.

Impact on
individuals and
households

There is no direct impact on individuals and households. The bank levy
is a tax on the balance sheets of banks, banking groups, and building
societies.

Equalities
impacts

The measure is not expected to have a direct or disproportionate impact
on any of the protected equality groups.

Impact on
business
including civil
society
organisations

The bank levy currently affects in the region of 30 banking groups and
building societies. The impact on these businesses as a result of this
change is expected to be negligible in terms of additional administrative
and compliance costs. The bank levy has no direct impact on
businesses and organisations beyond those taxpayers.

Operational
impact (Em)
(HMRC or other)

The changes proposed here add no additional costs.

Other impacts

Competition assessment: the scope of the bank levy has been
specifically designed to ensure a level playing field for all those affected
by it in the UK.

Small firms impact test: the banks, building societies and banking
groups affected by the bank levy are not considered to be small firms,
as only institutions with over £20 billion of chargeable liabilities are liable
to pay the bank levy.

Other impacts have been considered and none have been identified.

Monitoring and evaluation

Receipts from the bank levy are being monitored on an ongoing basis.

Further advice

If you have any questions about this change, please contact Anthony Fawcett on
03000 585911 (email: anthony.c.fawcett@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

Bank levy review

Who is likely to be affected?

UK banks, banking groups and building societies; foreign banking groups operating in the
UK through permanent establishments or subsidiaries, and UK banks and banking
sub-groups in non-banking groups.

General description of the measure

As part of its approach to improving the tax policy making process, the Government
announced when it introduced the levy, that it would review its design in 2013 to ensure it is
operating efficiently.

Policy objective

The purpose of the bank levy is to ensure that the banking sector makes a fair contribution,
reflecting the risks the banks pose to the financial system and the wider economy. It is also
designed to encourage banks to move away from risky funding models that may threaten the
stability of the financial sector. From the outset the Government has stated that it expects
the levy to raise at least £2% billion each year.

The Government believes that the levy’'s objectives remain appropriate. The underlying
policy objectives were therefore outside the scope of the review. Instead the review tested
the design of the levy to ensure it is working efficiently. Broadly the review looked at the
following areas:

¢ simplification and reduction of compliance costs;

o fair application of the legislation to the bank levy population, which contains banks that
have numerous differences in activities, location, structure and systems;

e better alignment of the levy with its policy objectives;

e ensuring alignment with the current and future regulatory regimes; and

improving understanding of revenues, reflecting factors that drive balance sheets.

Background to the measure

The Government announced when it introduced the bank levy that it would review the design
of the levy in 2013.

A consultation document was published on 4 July 2013 setting out various areas where the
Government sought views. A wide range of stakeholders responded, including banks,
industry bodies and advisers. The consultation included two open days, three working
groups and bilateral meetings; 17 formal written responses were received.

A consultation response document and initial draft legislation was published on
10 December 2013 on the GOV.UK website.

Detailed proposal
Operative date

In the main, the changes will have effect in relation to periods of account ending on or after
1 January 2015.
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However, changes to the definition of Tier 1 capital and the exclusion of liabilities relating to
client clearing will have effect in relation to periods of account ending on or after 1 January
2014 in order align the bank levy with regulatory developments.

Current law
The bank levy is contained within Schedule 19 Finance Act 2011.

The bank levy applies to the global consolidated balance sheet of UK banking groups and
building societies (paragraph 15); the aggregated UK balance sheets of members of foreign
banking groups (paragraph 17); the balance sheets of UK banks and banking sub-groups in
non-banking groups (paragraph 19) and the balance sheets of UK banks that are not
members of groups (paragraph 21).

The levy is based upon the total chargeable equity and liabilities as reported in the relevant
balance sheets at the end of a chargeable period.

Certain equity and liabilities are excluded from charge to the levy on the basis that they
represent stable funding or that they do not relate to funding at all. Excluded equity and
liabilities are listed in paragraphs 29 to 39 and they include: deposits covered by depositor
protection schemes (paragraph 29) and Tier 1 capital (paragraph 30).

It is also permitted in specified circumstances to reduce certain liabilities by netting off
certain assets (see paragraphs 16, 18, 20, 22 and 25).

Remaining liabilities may then be reduced by offsetting assets on the relevant balance
sheets that would qualify for the Prudential Regulation Authority’s (PRA) liquid assets buffer
(see paragraphs 15, 17, 19, 21 and 27). This reduction applies first to long term liabilities
with any balance applying to short-term liabilities.

Remaining short term liabilities and long term equity and liabilities are charged to the full and
half levy rates respectively, subject to a £20 billion allowance.

Proposed revisions

Legislation will be introduced in Finance Bill 2014 to amend Schedule 19 Finance Act 2011
to give effect to the following changes that arise from the bank levy review.

i)  Protected deposits (paragraph 29)
Paragraph 29 contains provisions that allow certain deposits that are covered by
deposit protection schemes or explicit Government guarantees to be excluded from the
bank levy charge. This amendment will remove the existing provisions that allow, in the
case of deposit protection schemes, the amount of protected deposits to be calculated
by reference to the amount of the deposit, or other amount, on which the scheme
premium or fee is charged.

Following the change, for deposit protection schemes, the amount of protected
deposits that may be excluded will be limited to the amount of deposits that are
covered by the deposit protection scheme.

The rules concerning explicit Government guarantees remain unchanged.

A55



ii)

Vi)

High Quality Liquid Assets (HQLA)

HQLA will no longer be deducted from long term liabilities first with any balance
applying to short-term liabilities. Instead a rule will be introduced to effectively restrict
the benefit of the entire HQLA deduction to the half rate only. This will be achieved by
allowing any HQLA set against long term liabilities to be deducted in full, however
where HQLA are set against short term liabilities the amount of HQLA that can be
deducted is to be restricted by half, so that the relief given is broadly equivalent to that
which would be received on these HQLA at the long term rate.

Netting

Currently, any un-netted derivatives are taxed at either the short or long term rate,
depending on their contractual maturity. The legislation will be amended so that all
derivative contract liabilities are treated as short-term for the purposes of the bank levy.

Tier 1 capital

The levy currently excludes Tier 1 capital from charge in order not to discourage capital
accumulation. Whilst our policy remains unchanged in this area legislative changes are
required to reflect the new regulatory definition of Tier 1 capital under CRD IV. This
change will have effect in relation to periods of account ending on or after 1 January
2014.

Power to make consequential amendments (paragraph 81)

The power at paragraph 81 permits HM Treasury to make amendments, which may
have retrospective effect, as a consequence of changes to FSMA 2000, the PRA
Handbook, IAS, UK GAAP or US GAAP. Legislation will be introduced to widen the
scope of the power so that it can be used to make secondary regulations where new
regulatory requirements are introduced by any EU or other legislation.

Client clearing liabilities

As part of the regulatory reform agenda, there is a drive to introduce central clearing of
derivatives via regulated central counterparties (CCPs) as central clearing enhances
asset protection, mitigates counterparty risk and improves market transparency.

The Government wants to ensure that there is no disincentive for banks to facilitate
their clients’ clearing transactions and so a new rule will be introduced excluding
liabilities that arise on banks' balance sheets in respect of collateral that banks have
passed on to a central counterparty, authorised or recognised under European
Markets Infrastructure Regulations.

This change will have effect in relation to periods of account ending on or after
1 January 2014.

Summary of impacts

Exchequer 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19
impact (Em) - +35 +260 +275 +275 +275

These figures are set out in Table 2.1 of the Autumn Statement and have
been certified by the Office for Budget Responsibility. More details can
be found in the policy costings document published alongside the
Autumn Statement.

Economic The bank levy complements wider regulatory reforms aimed at improving
impact financial stability, including higher capital and liquidity standards. The

measure will encourage banks to adjust their activities in favour of less
risky funding models.
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Impact on
individuals
and
households

There is no direct impact on individuals and households. The bank levy
is a tax on the balance sheets of banks, banking groups, and building
societies.

Equalities
impacts

The measure is not expected to have a direct or disproportionate impact
on any of the protected equality groups.

Impact on
business
including
civil society
organisations

The bank levy currently affects in the region of 30 banking groups and
building societies. The impact on these businesses as a result of this
change is expected to be negligible in terms of additional administrative
and compliance costs. The bank levy has no direct impact on businesses
and organisations beyond those taxpayers.

Operational The operational costs to HM Revenue & Customs of implementing these
impact (Em) changes are expected to be negligible.

(HMRC or

other)

Other Competition assessment: the scope of the bank levy has been
impacts specifically designed to ensure a level playing field for all those affected

by it in the UK.

Small and micro business assessment: the banks, building societies and
banking groups affected by the bank levy are not considered to be small
firms, as only institutions with over £20 billion of chargeable liabilities are
liable to pay the bank levy.

Other impacts have been considered and none have been identified.

Monitoring and

evaluation

Receipts from the bank levy are being monitored on an ongoing basis.

Further advice

If you have any questions about this change, please contact Anthony Fawcett on
03000 585911 (email anthony.c.fawcett@hmrc.gsi.gov.uk).
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HM Revenue
& Customs

UK oil and gas fiscal regime: new onshore
allowance

Who is likely to be affected?

Companies involved in exploration, appraisal and development of onshore oil and gas.

General description of the measure

The measure will introduce a new onshore allowance to reduce the amount of adjusted ring
fence profits subject to the supplementary charge. The portion of profits reduced by the
allowance will be dependent on a company'’s capital spend on onshore oil and gas projects.

Policy objective

This measure is designed to support the early development of onshore oil and gas projects
which are economic but not commercially viable at the 62 per cent tax rate. Shale gas and
other onshore hydrocarbons could help increase our energy security as resources in the
North Sea basin decline. They also have the potential to support thousands of jobs, generate
substantial business investment and could lower energy bills for households and
businesses.

The tax regime will be simpler as the new onshore allowance will cover