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HeadingChairman’s
Message

Every indicator suggests that this year looks set to be one 
of the best for the economy in several years. The IMF has 
revised its forecast upwards, predicting the UK economy 
will grow by 2.4% in 2014, meanwhile unemployment is 
coming down, inflation remains low and interest rates look 
set to stay on hold at least until the end of the year. 

In this environment, many of us are looking to pursue fresh 
growth plans for our business after such a prolonged economic 
downturn. The KPMG Business Update aims to provide you 
with knowledge of regulatory changes which could affect your 
business and plans. It also outlines areas of opportunity, such as 
harnessing the power of data analytics to give you even greater 
insight into your business.

I hope you find this edition of Business Update insightful and we 
would of course be delighted to discuss the implications these 
issues may have for you.

Phil Cotton
South Chairman
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AUDIT

International  
changes ahead

Over the last year the IASB has made 
considerable progress on its four key 
projects: Revenue, Leasing, Financial 
Instruments and Insurance. Whilst the 
revised standards that will come out of 
these projects are not effective for a few 
years, they could all have a significant 
impact, for example, as currently drafted, 
the new Leasing proposals will bring most 
leases, including operating leases, on 
balance sheet. This will most affect those 
industries that use leases extensively, 
such as retail, aviation and banking.

More immediately, in 2014 the new 
consolidation and joint arrangements 
standards, IFRSs 10-12, become effective 
for those entities applying EU-endorsed 
IFRS. IFRS 10 introduces a new control 
model for determining whether to 
consolidate an entity, including a special 
purpose vehicle (SPV). Under IFRS 10, 
the focus is on substantive rights, and 
introduces the idea of de facto control. 
Industries most likely to be affected 
are financial services, funds, asset 
management and real estate, as well as 
groups with SPVs.

IFRS 11 replaces IAS 31 and deals with 
joint arrangements. The key change is to 
eliminate proportionate consolidation, but 
it will also change the classification of 
some arrangements. The real estate and 
extractive industries are most likely to be 
affected. 

IFRIC 21 is effective from 1 January 
2014 for those entities with government-
imposed levies. The interpretation 
specifies that a liability is recognised 
when, and only when, a triggering event 
occurs. IFRIC 21 will affect entities 
subject to levies that are not within the 
scope of IAS 12. In the UK, one example 
is the UK Bank Levy, which is calculated 
by reference to the carrying amount of a 
bank’s equity and liabilities at year-end.

1 Business Update Seminar
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International changes ahead – Calendar year end
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Under the new five-step model, revenue 
is recognised when control of the goods 
or services passes to the customer. This 
is different to the existing risks and 
rewards criteria, and will potentially mark 
a significant change in the timing and 
amount of revenue recognised for many 
companies. Industries likely to be most 
affected include telecommunications, 
defence, aviation, shipping, real estate, 
software and construction.

It is proposed that the new standard will 
apply to accounting periods commencing 
on or after 1 January 2017, with early 
adoption allowed. There are a number of 
transition options available which will 
need careful consideration. 

Whilst this sounds a long way off, 
the accounting changes need to be 
considered now in order to identify cost 
saving opportunities on implementation. 
Critical actions may include:

•	 Updating IT systems,
•	 Re-writing contracts,
•	 Identifying commercial opportunities, 

and
•	 Discussing likely impacts with 

investors.
We have undertaken a number of projects 
to help clients understand the impact of 
the new model and how to implement 
the changes required. Through these 
projects we have developed a detailed 
understanding of how companies will 
be affected and the steps they can take 
now to help mitigate the impact of the 
changes.

Revenue

3 Business Update Seminar
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New revenue recognition model – key impacts

Step 1: 

Identify the contract

Homogenous sales

Application on 
a portfolio basis 
is allowed if not 
materially different 
from on an individual 
basis.
Preparation time and 
costs reduced.

Step 2: 

Identify the separate 
performance 
obligations in the 
contract

Contract 
modifications

Modifications may 
require immediate 
true-up.
Systems need to have 
contract modification 
capability.

Step 3: 

Determine the 
transaction price

Variable 
consideration
Cash receipts in 
advance and arrears 
may be treated as 
financing. There is 
a limited exception 
for certain royalties, 
where revenue is 
recognised only when 
the ultimate sale or 
use occurs.
Revenue may be 
accelerated or 
deferred.

Cash / revenue 
disconnect
Cash receipts in 
advance and arrears 
may be treated as 
financing. 
Total revenue 
recognised over the 
life of the contract 
may change.

Step 4: 

Allocate the 
transaction price 
to the separate 
performance 
obligations

Multi-element 
contracts
Distinct goods 
and services are 
separated into 
performance 
obligations. 
Revenue may be 
accelerated or 
deferred.

Step 5: 

Recognise revenue 
as each performance 
obligation is satisfied

Licenses
Timing of revenue 
recognition depends 
on whether licence 
provides a right to 
use, or access to, 
intellectual property. 
Revenue may be 
recognised at a point 
in time or over time.
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The new regime will require current 
UK GAAP adopters to choose between 
EU-IFRS accounting and FRS 102’s IFRS-
based framework for accounting periods 
starting on or after 1 January 2015. There 
are options to apply FRS 101 (EU-IFRS 
accounting with reduced disclosure) or 
FRS 102 on a subsidiary-by-subsidiary 
basis. 

The Financial Reporting Council (FRC) has 
committed to updating FRS 102 in light 
of developments in international financial 
instruments standards. In November 2013, 
it released Financial Reporting Exposure 
Draft (FRED) 51. This will allow a broader 
range of economic hedging strategies to 
qualify for hedge accounting under FRS 
102. FRED 54, released in February 2014, 
aims to reduce the need for entities to 
measure debt instruments at fair value 
under FRS 102.

Changing the basis of accounting for 
company financial statements may have 
wide-ranging effects, including impacts 
on taxation, distributable reserves, debt 
covenants, KPIs, remuneration schemes 

and systems. The ability to pick and 
choose the accounting framework on 
a subsidiary-by-subsidiary basis will 
be important in allowing companies to 
mitigate the impact of such effects – 
choosing the right accounting framework 
for each company. 

There are a number of transition options 
available, and entities will need to think 
carefully about which to apply. By taking 
certain options, entities may be able to 
bolster distributable reserves, or take 
advantage of a more favourable tax 
outcome. 

New UK GAAP

ACCOUNTING DEVELOPMENTS
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New UK GAAP 

FRS 100 
Application of financial 
reporting requirements

•	 Which standards to apply
•	 Application of SORPs
•	 Effective date
•	 Meaning of ‘equivalence’

•	 Operational standard derived from IFRS for SMEs
•	 List of disclosure exemptions from this FRS for ‘qualifying entities’

•	 List of disclosure exemptions for ‘qualifying entities’ applying 
recognition and measurement requirements of EU-IFRS

•	 Broaden the eligibility criteria for hedge accounting and introduce less 
onerous qualification criteria

•	 Amendments in respect of the classification of financial instruments 
as ‘basic’

Issued Nov 
2012

FRS 101
Reduced disclosure 

framework

Issued Nov 
2012

FRED 51
Draft amendments to FRS 
102 – hedge accounting

TBC

FRS 102
FRS applicable in the UK 

& ROI

Issued Mar 
2013

FRED 54
Draft amendments to FRS 

102 – debt instruments
TBC
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The first set of financial statements 
prepared under the new framework must 
include comparative information, restated 
under the new rules. For entities with a 
calendar year end (31 December) we are 
now in this comparative period. A number 
of important decisions will need to be 
made this year, particularly in relation to 
tax. These may include:

•	 making an election to receive a 4% 
writing down allowance on goodwill, 
to avoid losing a tax deduction on 
goodwill amortisation;

•	 applying the Disregard Regulations, 
to avoid tax volatility on unhedged 
derivatives;

•	 unwinding of existing tax planning and 
implementing new tax planning; and

•	 understanding changes to deferred tax 
balances and taking action to mitigate 
the impact where possible.

To avoid dividend blocks, entities whose 
distributable reserves will decrease 
may wish to pay up dividends before 
31 December 2014. Any dividends paid 
up under old UK GAAP are legal under 
company law, as long as there are 
positive distributable reserves at the time 
the dividend is declared and paid.

KPMG has undertaken a number of 
projects to help clients understand the 
impact of the new regime, ranging from 
large listed groups to small private ones. 
We work in cross-functional teams with 
the aim of ensuring or to help ensure 
both tax and accounting implications are 
considered. Through these projects, we 
have developed a detailed understanding 
of how companies will be affected and 
the steps they can take now to help 
mitigate the impact of the changes. 

New UK GAAP (cont.)

ACCOUNTING DEVELOPMENTS



© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of 
independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved

Business Update Seminar 8

New UK GAAP 

Illustrative timeline for a December year-end

31 Dec 2013 31 Dec 2014 31 Dec 2015

Transition date for 
the year ended 31 
December 2013

Comparative information 
required for the year ended 31 

December 2014

First set of EU-IFRS/ FRS 102 
financial statements for the 

year ended 31 December 2015

Tax decisions required 
before 31 December 2014

Dividends may be paid up 
under old UK GAAP before 

 31 December 2014
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Introduction

This is the penultimate budget before the 
2015 general election, and the message 
coming from George Osborne was all 
about a resilient budget in a resilient 
economy – a budget for “makers, doers 
and savers”. This was set against a back 
drop of the UK now having one of the 
most competitive tax regimes within the 
G20 but determined to take a strong line 
on tax avoidance.

For ‘makers’, ie manufacturers, the export 
finance measures are a big help. The 
extension and doubling of the annual 
investment allowance to £500,000 
means the vast majority of businesses 
will receive full relief for their capital 
investments. This will take effect from 
1 April 2014, but will only last until 31 
December 2015. From 1 January 2016 it 
will revert to £25,000 unless increased in 
a subsequent Budget. 

For small, loss-making businesses there 
was extra help with the Research and 
Development credit payable increasing 
from 11% to 14.5%. In addition to these 
measures, manufacturers will be helped 

by the reductions in the carbon price floor 
resulting in reduced energy bills.

The major change that most international 
business will be focusing on is BEPS – the 
multinational project for countering base 
erosion and profit shifting. Currently, this 
is being led by the OECD with proposals 
announced in mid-March 2014 for 
consultation. A discussion paper has also 
been published by the UK Government 
setting out their position on this topic. 
The Government is committed to the 
ambitious BEPS project timetable and 
considers that international cooperation 
is the only way to counter tax avoidance 
in the global economy, and that acting 
unilaterally would be ineffective and 
counterproductive.

For individuals, the major changes 
announced were for ‘savers’. Tax 
restrictions on pensioners accessing 
their pension pots are removed, ISAs 
become more flexible and the allowance 
is increased to £15,000 per year, plus the 
10% ‘savings rate’ of tax is abolished 
altogether meaning no tax will be paid 
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on the first £5,000 of savings where total 
income is less than £15,000. The reforms 
to defined contribution pension schemes 
are fundamental. They will increase the 
flexibility for retirees to benefit from their 
pension pot by removing the obligation 
to convert their pension savings into an 
annuity. It will also be possible to draw 
down from a pension pot and tax will 
only be paid at the normal marginal rate 
(20%,40% or 45%) and not the current 
punitive rate of 55%. These changes will 
fundamentally affect how people plan for 
their retirement and equally have a major 
impact on the pensions, investment funds 
and life insurance industries. 2014 will 
be a transitional year for these changes, 
with full implementation of the proposal 
occurring after 6 April 2015.
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* It was announced in Finance Bill 2013 that the marginal rate will be abolished from 1 April 2015

Summary of tax rates

Income tax

Value Added Tax

Corporation tax

% 2014/15 2013/14

Basic 20 Up to £31,865 Up to £32,010

Higher 40 £31,866 to £150,000 £32,011 to £150,000

Additional 45 Above £150,000 Above £150,000

1 April 2014 1 April 2013

Standard rate 20% 20%

Lower rate 5% 5%

Registration limit – annual turnover above £79,000 £79,000

Simplified arrangements – annual turnover £1,350,000 £1,350,000

1 April 2015 1 April 2014

Main rate 20% 21%

Small profits rate 20% 20%

Where profits N/A* £300,000 - £1,500,000

Marginal relief band N/A* 1/400

Profit threshold for quarterly Instalment payments £1,500,000
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* The AIA will be temporarily increased from £250,000 to £500,000 as of 1 April 2014. From 1 January 2016 it will revert to £25,000  
   unless increased in a subsequent budget

Capital Allowances Rate

Research and development

April 2015 April 2014 April 2013

ECAs 100% or a 19% tax cash credit for loss making companies

AIA £500,000* £500,000 £250,000

Main Pool 18%

Special rate pool 8%

Short life assets Asset life eight years

Land remediation relief 150% revenue deduction or 16% tax cash credit for loss making companies

Additional deduction

1 April 2014 1 April 2013

SMEs 125% 125%

Non SMEs 30% 30%

RDEC 10% Gross credit 10% Gross credit

Patent Box phase-in-percentage 70% 60%
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End of year compliance 
– Key Dates

End of year compliance – Key dates

Date Deadline

19 April 2014
(22 April for electronic payments service)

•	 Deadline for last PAYE payment for 2013/14

17 May 2014
(22 May for electronic payments)

•	 Deadline for submission of P35/P14s to HMRC (please 
note these will not be required under RTI)

•	 Deadline for submitting AAG4 to HMRC for notifiable tax 
avoidance schemes (Nb The 19 May standard deadline 
falls on a Sunday)

31 May 2014 •	 Deadline for providing P60 to employees

•	 Deadline for Short Term Business Visitors reporting

5 July 2014 •	 P11D/P11D(b) deadline

•	 Form 42 deadline

•	 Termination packages reporting deadline

•	 Deadline for agreeing items to be included in a PSA for 
2013/14

•	 Taxed Award Scheme return deadline

•	 Deadline for submission of annual return for EFRBS

19 July 2014
(22 July for electronic payments)

•	 Class 1A NIC payment deadline

•	 Payment deadline for “best estimate” Class 1A NIC for 
modified payroll arrangements

31 July 2014 •	 Payment deadline for any second payments on account 
for 2013/14

31 July 2014 – 31 August 2014 •	 Typical deadline for PSA calculations to be submitted to 
HMRC although deadline specific to individual company

19 October 2014 
(22 October for electronic payments)

•	 Tax and Class 1B NIC payment deadline for 2013/14 PSAs
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End of year compliance – Key dates

Date Deadline

31 October 2014 •	 Deadline for filing of hard copy 2013/14 self-assessment 
returns

31 January 2015 •	 Deadline for e-filing of 2013/14 self-assessment returns

•	 Payment deadline for any residual tax owed on the 
2013/14 self-assessment returns

•	 Payment deadline for first payments on account for 
2014/15 

•	 P11D / P11D(b) deadline for modified PAYE schemes

•	 Reporting deadline for EFRBS to HMRC Pension Scheme 
services

31 March 2015 •	 NIC Settlement return deadline for Appendix 7A and 7B 
Modified NIC schemes

•	 Deadline for balancing payments of Class 1 and Class 1A 
NIC for Appendix 7A and 7B Modified NIC schemes
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On 30 January 2014 the OECD published 
for consultation a document that has 
the power to change fundamentally 
how taxpayers report their international 
activities to tax authorities. This follows 
the BEPS action plan issued by the OECD 
and endorsed by G20 Finance Ministers 
and Heads of State, aimed at tackling the 
perceived aggressive tax avoidance by 
multinational corporations (‘MNCs’)

The OECD proposals will overhaul 
traditional Transfer Pricing (“TP”) 
documentation, and require companies to 
report a wide range of country-by-country 
(‘CbyC’)  data in a form that is unlikely 
to currently exist. In places the OECD 
proposes changes that are commonsense 
and widely anticipated. In others it 
threatens to create a whole new cottage 
industry with finance and tax functions 
around the world spending valuable time 
gathering data not all of which appears 
directly relevant to the risk assessment 
that it is intended to support.

Core Proposals

The consultation window closed on 
23 February 2014 and we now await 
the OECD’s formal commentary.  Such 
processes have traditionally taken 
years but the BEPS initiative, driven 
by the squeeze on public finances and 
widespread media coverage of MNCs 
sheltering profits in low tax locations, has 
led to a vastly accelerated timetable.

The CbyC reporting, and changes to TP 
documentation proposals will both require 
extra work for many MNCs.  However, 
much within the TP proposals is sensible 
and what might be considered “best 
practice” in value chain documentation. 
On the other hand the CbyC reporting 
template could well be enough to induce 
mild panic within finance and IT functions 
as they try to work out if, and how, all this 
data can be extracted.

Base Erosion and Profit 
Shifting (‘BEPS’)

•	An updated universal model for TP 
documentation including a master-file that 
describes the whole global value chain of the 
group or line of business

•	A schedule of financial, transactional and 
workforce data provided on a country-by-
country basis
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Likely requirements
TP – a two-tiered structure is outlined: 
a “masterfile” containing information 
about the group including its organisation 
structure, business activities, intangibles, 
and financial and tax position; and a local 
file that is more akin to what we already 
see in most local TP documentation
CbyC – a template will need to be 
completed for each country a group has a 
presence in.  Its purpose is to provide the 
tax authority in each country a transparent 
view of the actual activity in each location 
and the intra-group flow of income and 
expenditure. Providing the requested 
data on the countries, revenues and 
cash tax paid will provide many practical 
challenges. In particular data on share 
capital, accumulated earnings, and share 
options may cause a heavy compliance 
burden.

What should companies be doing?
•	 Get ready to comply. Even if the 

requirements for the more onerous 
CbyC reporting are withdrawn, 
gathering the rest of data is going to 
need a concerted effort particularly for 
year one. In our experience, putting in 

place the processes and technology 
needed to gather, assess and report 
such data requires a formalised 
project approach engaging with all the 
relevant stakeholders and setting out 
a clear remit and timetable.

•	 Think about anticipating the new 
masterfile approach in your TP 
documentation, especially if you are 
planning to create or update it in the 
near future. The direction of travel is 
clear, even if the details are not quite 
nailed down.

•	 Factor in the extra resource required 
with your other compliance and 
reporting activities. Whilst the 
implementation date may seem some 
way off do not underestimate how 
long this may take to implement 
initially.

Further Points To Note     

•	 Implementation may be within 12 months

•	No exemption for SMEs

•	Definition of permanent establishment may 
change to tackle the digital economy
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The current environment
The environment in which tax directors 
operate has changed. Meeting 
compliance obligations, being efficient 
and cost effective, working with the 
business and communicating internally 
and externally on the group’s tax position 
are essential requirements for today’s tax 
directors. They key current issues can be 
summarised as follows:

•	 Lingering economic uncertainty is 
increasing pressure on companies to 
cut costs and on tax authorities to 
boost revenue

•	 Globalisation is continuing to drive 
centralisation of finance, tax and other 
functions

•	 Regulation will require more 
disclosure of global tax data to 
tax authorities and in some cases 
publicity

•	 Public and governments are 
demanding companies to pay a “fair 
share” of tax where they earn their 
profits.

How are HMRC approaching 
Governance?
•	 HMRC are driving a bottom up 

approach, focusing on a company’s 
underlying approach to tax rather 
than just the output numbers.  As 
part of this HMRC have been going 
to companies with a risk based 
questionnaire which requires the 
company to demonstrate that they 
have an appropriate tax strategy, 
documentation supporting all tax risk 
management policies, a list of the key 
tax risks for each tax, and appropriate 
control and monitoring procedures in 
place. 

•	 To help analyse the output HMRC 
have recruited individuals from 
both industry and the profession to 
strengthen their expertise.  

•	 An important point is that the results 
of the questionnaire are fed into the 
company’s risk rating. More widely the 
questionnaire can serve as template 
for adopting a tax policy acceptable 
to both internal stakeholders and the 
wider public.  

Governance
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Expectations & Practice - HRMC Questionnaire

Activity 0bjectives Detail

Tax Governance Please confirm the governance 
procedures

Is there a tax strategy (please provide a copy)

How does tax get on the Board Room agenda? (If yes, does your 
tax manager attend board meetings? And when/ how often?)

Governance Please confirm the risk  
management policy

Are all tax risk management policies documented? 
Have all tax risk areas been included?
Who reviews the policies and how often?
What internal risk reporting procedures are there?

Please confirm the risk  
assessment processes

Do you have a list of the key tax risks for each tax?

Please confirm the control 
procedures

What control procedures are there and are they documented?
What processes are outsourced and to who, e.g. CT returns?
Is there a process that ensures that control procedures are 
updated (e.g. when legislation changes?).
How are the procedures for managing tax compliance maintained?
What management controls are outside the tax team area (e.g. 
AP Invoicing) and what oversight is there?
Who outside the Tax team is responsible for Tax (e.g. HR)?
Within the Tax team what is considered material? Is there a level 
set, or is it zero? 
Do you have control procedure summaries for the following: CT, 
VAT?

Please confirm the procedures 
regarding information 
Employer Compliance, and 
procedures

How does the tax team know about business, system or other 
changes that have a tax impact (i.e. Tax is part of the sign off?)
How do business streams know that tax should be kept informed 
about the above?

Please confirm the monitoring 
procedures

How do you ensure that audit recommendations from internal or 
external audits have been implemented, e.g. VAT purchases audit 
or auditors Management Letter highlighting tax issues?

Tax Delivery Please confirm the people, the 
systems and processes

Where does the Tax Team fit in the organisation (please can you 
provide a structure chart?) 
What is the organisation’s strategy around staff quality 
and training (right skills, levels)? Whether the systems and 
spreadsheets have been graded for tax risk?
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Governance (cont.)

•	 It is clear that the tax environment 
has changed such that the lack 
of a well defined policy puts a 
company at risk from both HMRC 
scrutiny and, often more importantly, 
negative publicity. In our experience, 
setting a strategy, putting in place 
a governance framework and taking 
steps to bring this to life are the 
building blocks to success.

What should companies  
be doing?
Whether a company is within the SAO 
regime, seeking a ‘low risk’ HMRC rating 
and/ or mindful of public perception it 
should consider: 

•	 Embedding an appropriate tax 
strategy that has been approved by 
the board throughout the business;

•	 The control procedures in place and 
how they are documented;

•	 A structured approach to resolving 
contentious issues in open returns,

•	 What information about the 
company’s tax position is in the public 
domain that could be presented in a 
damaging way; and

•	 How it would respond to HMRC’s 
governance questionnaire.
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As previously announced, the Government 
will legislate to give HM Revenue & 
Customs (HMRC) the power to issue a 
notice to the user of a tax avoidance 
scheme that they should settle their 
dispute with HMRC when the claimed 
tax effect has been defeated in other 
litigation (‘follower cases’). If the taxpayer 
does not settle the dispute they may 
risk penalties and must make upfront 
payments of the tax in dispute.

In Autumn Statement 2013, the 
Government announced there would 
be a four week further consultation in 
relation to extending this ‘accelerated 
payment measure’ to schemes falling 
within Disclosure of Tax Avoidance 
Scheme (DOTAS) regime and schemes 
that HMRC counteract under the General 
Anti-Abuse Rule (GAAR). The Budget has 
confirmed this extension. The extension 
of the accelerated payment measure to 
schemes falling within DOTAS is going 
ahead, despite widespread concern being 
expressed during the consultation process 
due to its retrospective nature.

During the consultation process HMRC 
indicated that they would not necessarily 
issue Payment Notices in respect of all 
schemes that have been disclosed under 
the DOTAS regime. However, this latest 
announcement states that the measure 
will apply to ‘all cases where there is an 
open enquiry or open appeal on or after 
the day of Royal Assent’ implying up-front 
payment of tax will be required in all 
DOTAS arrangements.

The impact summary states that HMRC 
expect to issue Payment Notices to 
33,000 individual taxpayers raising £5.1 
billion of tax and 10,000 companies 
raising a further £2.1 billion. It is not 
clear how widely HMRC will apply the 
power at this stage but the first notices 
are expected to be issued shortly after 
Royal Ascent. Where a Notice is issued 
payment will be due within 90 days (or a 
further 30 days if the taxpayer asks HMRC 
to review the Notice) and penalties will 
arise for non-payment.  We currently do 
not expect there to be a formal right of 
appeal against a Payment Notice.

Accelerated tax payments 
for open arrangements 
disclosed under DOTAS
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The rules restricting the availability 
of losses where there is a change in 
ownership of a company will be relaxed in 
two ways:

1. The insertion of a new group holding 
company will no longer bring about a 
change in ownership.

2. A ‘significant increase in capital’ of an 
investment business will only occur 
where capital after the change in 
ownership exceeds capital before the 
change by both £1 million and at least 
25%. 

Groups with losses carried forward that 
are contemplating the insertion of a 
new holding company may benefit from 
the new rules which will have effect 
in relation to any change of ownership 
which occurs on or after 1 April 20141.

Current tax position
If a company carrying on a trade, 
investment business or property business 
is disposed of outside the same ‘50 per 
cent plus’ ownership then relief for any 
carry forward losses are restricted if any 

of the following occurs:

•	 a major change in the nature or 
conduct of the trade or business 
within three years of the change in 
ownership;

•	 after the change in ownership, 
a significant revival of a trade or 
business that has become small or 
negligible; or

•	 after the change in ownership, a 
significant £1 million or 25% increase 
in the capital of an investment 
business

New rules
New legislation will be introduced in 
Finance Bill 2014 to allow a holding 
company to be inserted at the top of 
a group of companies without a loss 
restriction provided that 2:

•	 The new holding company possess all 
the voting power in the old holding 
company and is beneficially entitled to 
100% of its distributable profits and 
assets on a winding up;

Corporation tax: Amending 
loss relief provisions
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•	 Pre-acquisition, the new holding 
company has not issued any shares 
other than subscriber shares or begun 
to carry on or make preparations for 
carrying on any trade or business; and 

•	 The consideration for the acquisition 
of the old holding company consists 
solely of shares in the new holding 
company and the new holding 
company’s share capital post 
acquisition must be a ‘mirror image’ 
of the old holding company’s share 
capital pre-acquisition.

If a change of ownership occurs in tandem 
with a company with an investment 
business significantly increasing its 
capital, the loss restriction rules may 
still apply. For there to be a significant 
increase, the capital (which includes 
some forms of debt) in the company after 
the ownership change will now need to 
exceed the capital in the company before 
the change by £1 million and at least 25 
per cent.

Below is an example scenario which 
would benefit from the rule changes:

Insertion of new holdco group

New holdco

Holdco 

Wholly owned 
subsidiary

Wholly owned  
subsidiary with 

brought forward losses

Shareholders
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In the past 18 to 24 months HMRC have 
been changing the way they approach 
their risk assessment of employment tax. 
The new method is a much more SAO/
Governance style “top down” approach. 
To support this HMRC have been actively 
recruiting and have significantly increased 
their Employer Compliance staff. We 
have identified HMRC focusing on the 
following areas

1. Travel and subsistence;

2. Termination payments;

3. Employment status;

4. Construction Industry Scheme  
(CIA); and

5. Staff entertaining.

Travel and subsistence
An increase in mobile and home based 
employees has resulted in a significant 
increase in mileage claims being made. 
As a result, HMRC are successfully 
challenging that payments for certain 
journeys trigger a fuel benefit where an 
employee is provided with a company car.

Based on KPMG’s recent experience, 
HMRC have begun to change their 
approach to both new and updated 
dispensation applications, especially 
when benchmark subsistence rates are 
included, resulting in some employers 
receiving an extensive request for further 
information. Employers need to be able 
to demonstrate that there is a system in 
place to evidence that employees actually 
incurred the cost of a meal.

HMRC’s approach to  
employer compliance
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Termination payments
HMRC consistently review lump sum 
payments where the £30,000 tax 
exemption has been applied, particularly 
where a payment in lieu of notice is 
included within the arrangements. The 
£30,000 tax exemption only applies in 
certain circumstances and it is important 
to look at the facts of each case to 
establish the tax treatment and if the 
exemption applies.

In the event that a retrospective tax/NIC 
liability is established, it is the employer’s 
duty to settle and in such cases, HMRC 
will charge interest and penalties.

Employment status
There have been many high profile cases 
where HMRC challenged whether self-
employed individuals should be subject to 
tax and NIC via the payroll as employees. 
These include individuals at the very top 
of organisations, interim management 
and part time workers. Getting this wrong 
can be costly and cause bad publicity.
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Employee Shareholder Status is a 
new Government initiative which took 
effect in the United Kingdom from 1 
September 2013. Employees surrender 
certain statutory employment rights, in 
return for shares which must be worth 
at least £2,000 on the date of award. 
The arrangement is intended to offer 
additional flexibility to the employer to 
engage and motivate their workforce.

Tax benefits
•	 The first £2,000 of shares awarded to 

employees are not subject to income 
tax or NIC, but shares awarded in 
excess of this will be subject to 
income tax and potentially NIC at the 
time of award.

•	 To the extent the value of the 
Employee Shareholders Shares do not 
exceed £50,000 at the date of award, 
any gains arising on disposal of these 
shares will be exempt from CGT.

•	 If the value of the shares exceeds 
£50,000 at the date of award, the 
proportion of shares over £50,000 will 
be subject to the normal CGT rules on 
disposal.

HMRC have introduced a new advance 
clearance procedure enabling the value of 
the shares to be agreed pre-acquisition of 
shares giving certainty on the share value.

Employment rights changes
In exchange for receiving shares worth at 
least £2,000, Employee Shareholders must 
agree to waive their statutory rights to:

•	 Certain unfair dismissal claims
•	 Statutory redundancy pay; and
•	 Requests flexible working and the 

time off for training

Other key points
•	 Most types of shares can be used 

as long as they are in the employing 
company or an associated company 
further up the group structure

•	 Employees must be given access 
to independent advice on their 
employment changes

•	 An accurate valuation at the time of 
award to support the tax position is 
crucial.

Employee Shareholder 
Status
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There are now many different types of 
Face Value Vouchers (“FFVs”) in existence 
and the use of these as a payment 
mechanism has increased dramatically 
with the advent of new business concepts 
and technologies. The VAT treatment of 
FFVs is important as they impact both 
the time and value of supply for VAT 
purposes. Broadly speaking, FVVs are 
vouchers, tokens or stamps which have 
a cash value. These can be in physical or 
electronic form.

Recent VAT cases have called into 
question HMRC’s policy and have created 
possible opportunities for businesses as 
there may have been overpayments of 
VAT in certain circumstances. A summary 
of the VAT treatment and some of the 
current issues and opportunities for 
businesses are discussed below.  

What is the VAT treatment? 
Prior to 2012, the UK taxed FFVs at the 
point of usage which meant redeemers of 
FFVs had an automatic cash flow benefit 
and also did not have to account for VAT 
on non-redeemed FFVs.

In 2012, the UK introduced the concept 
of Multi-Purpose Vouchers and Single 
Purpose Vouchers. The difference in VAT 
treatment is that most Single Purpose 
FFVs, whether sold by the person 
ultimately redeeming the voucher or not, 
are now subject to VAT when sold (and at 
all subsequent points in the distribution 
chain), whereas Multi Purpose FVVs, 
such as most Retailer Vouchers, generally 
remain taxed upon usage.

This change of the rules in 2012 has 
created much uncertainty and many 
business have failed to understand the 
new rules and apply VAT correctly. Also, 
the EU is intending to introduce new rules 
on Vouchers with effect from 1 January 
2015 which could change the way VAT 
is accounted for by intermediaries 
distributing Multi Purpose Vouchers, 
requiring systems and invoicing changes 
and possibly creating pricing issues. 

VAT and Face Value 
Vouchers
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What about businesses using 
FFVs for their own purposes?
It has become increasingly common for 
businesses to buy FFVs from third parties 
for use in their own business. FFVs may 
be given to staff free of charge, used 
as incentives in reward programmes, 
or sold to staff at a discount through 
Salary Sacrifice arrangements.  Many 
businesses also use FFVs as part of their 
Business Promotions and other Marketing 
purposes. 

HMRC’s previous policy was always that 
if VAT was claimed by the business on 
the purchase of the FFVs and these were 
then supplied/given away free of charge 
for any purpose, then a corresponding 
Output VAT charge had to be paid equal 
to the VAT claimed. This policy has now 
been called into question following the 
Associated Newspapers case and any 
businesses adhering to HRMC’s policy 
correctly may have an opportunity for a 
significant retrospective VAT refund. 

Going forward 
The area of FFVs has become very 
complex and  in the light of recent UK 
cases we strongly recommend businesses 
review this area to ensure compliance and 
identify opportunities for possible savings. 
Businesses also need to be mindful of 
the draft EU legislation which could come 
into play in the future as this could impact 
systems and pricing in certain distribution 
chains. 
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The issue
In the UK it has long been established 
from a VAT perspective that the setting 
up and day to day administration of a 
funded Pension Scheme forms part of the 
sponsoring employer’s business activities, 
whereas, the Investment activity is proper 
to the Scheme. When a supplier, such as 
an investment manager, provides both 
investment and administration services as 
part of a single supply, HMRC granted a 
concession for a 70/30 split to be applied 
between Investment and Administration 
services. VAT on the administrative costs 
is typically deductible by the employer 
as a general overhead and VAT on 
Investment costs will only be deductible 
by the scheme if it is registered for VAT 
and can claim VAT. Most schemes have 
limited VAT recovery even if registered.  

The test above to determine the recipient 
of the service and right to deduct VAT 
was a subjective one and looked to the 
nature of the services being supplied to 
determine the matter. 

The PPG decision
PPG, a Dutch business, established 
a pension fund for its employees. It 
assumed responsibility for paying 
various service providers costs such 
as administration, asset management, 
auditing and consulting. It was found 
that PPG, as the sponsoring employer, 
was entitled to recover all VAT incurred 
in relation to the scheme. In reaching its 
decision, the Court concluded that the 
costs had a clear link to PPG’s outputs 
(sales) as they are a cost component of 
the price of PPG’s supplies to its customer 
and thus gave rise to a right to VAT 
deduction.

Following the PPG decision, HMRC have 
issued a Business Brief removing the 
previous concession and now require 
the employer to control, commission 
and pay for the services to be able to 
recover the VAT. It is unlikely that any UK 
business will be in this position as the UK 
Pensions Act requires certain services to 
be independently commissioned by the 
Trustees of the Scheme.

VAT and Pensions 
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What are the implications for 
businesses?
•	 Businesses with funded pension 

schemes should understand how they 
are impacted and may need to change 
their current processes to ensure 
compliance.

•	 The brief does not mention 
administration costs specifically, 
however, it is likely that pure 
administration costs will be subject 
to the same conditions and where 
administration services are supplied to 
the scheme (or the cost is ultimately 
borne by the scheme) the employer’s 
ability to recover the VAT will be 
impacted.

•	 Businesses may wish to review 
whether any changes are required 
to how these costs are funded in the 
long term to help mitigate the impact.

•	 There is a possibility of restructuring 
arrangements to achieve greater VAT 
recovery and some businesses may 
be able to make retrospective 4 year 
claims (or possibly longer) if they 
already meet the conditions in the 
brief. 
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Pension Reforms

From April 2015 everyone aged 55 or over 
will have full flexibility when accessing 
their Defined Contribution pension pot. 
There will be no requirement to buy an 
annuity – members will be able to leave 
their funds invested and draw as much 
as they wish from the fund each year, 
taxed at their marginal rate. It will still 
be possible to take 25% of the fund as a 
tax-free lump sum.

These changes mean that those who 
continue to want the security of an 
annuity will be able to purchase one. 
Equally, those who want greater control 
over their finances in the short term will 
be able to extract all their pension savings 
in a lump sum. And those who do not want 
to purchase an annuity or withdraw their 
money in one go will be able to keep their 
pension invested and access it over time.

To help equip people to make the 
best decision for their circumstances, 
the Government will introduce a new 
guarantee that everyone who retires with 
a Defined Contribution pension will be 
offered free and impartial face-to face 
guidance on their choices at the point of 
retirement.

As an interim measure before the full 
reforms are introduced, from 27 March 
2014 the Government will: 

•	 Reduce the flexible drawdown 
minimum income test from £20,000 to 
£12,000 per annum.

•	 Increase the capped drawdown limit 
from 120% to 150% of the annuity 
that could otherwise be purchased 

•	 Increase the ”small pots limit”, raising 
the size of a single pension pot that 
can be taken as a lump sum, from 
£2,000 to £10,000 (and it will be 
possible to draw three rather than two 
personal pension pots this way) 

•	 Increase the total pension wealth that 
people can have before they are no 
longer entitled to receive lump sums 
under the trivial commutation rules, 
from £18,000 to £30,000. 
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Impact of these changes:
•	 Members will welcome this flexibility 

in the way they can access their 
retirement savings and regardless of 
the size of their defined contribution 
pension pot, everyone will be able to 
choose any of the options in the below 
diagram. 

•	 There are a number of potentially 
significant implications for pension 
schemes in terms of member 
communications, investment 
options, and the requirement for 
providingguidance at retirement. 
Annuity businesses will need to adjust 
to an environment where volumes of 
new business could be considerably 
lower than previously expected.

25% tax-free 
lump sum

Full withdrawal      
(at marginal 

rate)

Pension pot

Annuity Drawdown / 
other products
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