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TAX POLICY 

Summer Finance Bill update 

Although Parliament is now on recess, we know more about the likely timetable for the Finance 
Bill in the autumn. 
 
The Finance Bill had its Second Reading on 21 July.  Following the summer recess, it will move on to its 
Committee stage.  The following clauses (and their associated schedules where relevant) are to be considered in a 
Committee of the Whole House, expected to take place on Tuesday 8 September: 
 

• Clause 16 and Schedule 2 (bank levy) 
• Clause 17 and Schedule 3 (banking company surcharge) 
• Clause 43 (Insurance Premium Tax) 
• Clause 45 (Climate Change Levy) 

 
The remainder of the Bill will be considered in a Public Bill Committee.  This is due to complete its work on the Bill 
by Tuesday 20 October.   
 
This may seem like quite a long time for the Committee stages of what is, after all, quite a short Finance Bill (by 
recent standards, at least), but it is important to remember that the House of Commons is on recess from 17 
September to 12 October (for the party conferences) so that actual Parliamentary time considering the Bill will be 
relatively short. 
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CORPORATE TAX 

Consultation: Improving large business tax compliance 

As announced at the Summer Budget, a consultation on proposals intended to improve large 
business tax compliance has been published. 
 
The Government announced at the Summer Budget that it intended to consult on measures intended to improve 
large business tax compliance. A consultation document has now been published which includes proposals to 
introduce: 

 
• A legislative requirement for all large businesses to publish their tax strategy. This is intended to enable 

public scrutiny of their approach towards tax planning and tax compliance. The document suggests that a 
published tax strategy should cover a business’s attitude to tax risk, its appetite for tax planning, and its 
approach to its relationship with HM Revenue & Customs (HMRC) and should be published on an annual 
basis. 

• A voluntary ‘Code of Practice on Taxation for Large Business’ setting out the behaviours expected by 
HMRC. Financial institutions already covered by the ‘Code of Practice on Taxation for Banks’ are not 
expected to sign up to this new code. 

• A new ‘Special Measures’ regime, the stated aim of which is “to tackle the small number of large 
businesses that persistently undertake aggressive tax planning, or refuse to engage with HMRC in an 
open and collaborative manner”.  This will result in specific sanctions, including being named publicly, and 
is intended to last a minimum of two years. 
 

The consultation is open until 14 October 2015. 
 
 

 
 

Abbey National Treasury Services Plc v HMRC Commissioners  

The First Tier Tribunal has found for HMRC in a case concerning ‘derecognition’ arrangements. 
 
In a decision issued on 14 July 2015, the First-tier Tribunal has found for HM Revenue & Customs (HMRC) in a 
case concerning ‘derecognition’ arrangements undertaken by Abbey National Treasury Services Plc (ANTS). 

 
ANTS had sought to bring into account, under the derivative contracts regime, a £160 million debit to equity in 
respect of the derecognition of in-the-money interest rate swaps.  The derecognition was required following the 
issuance by ANTS of shares under which certain cash flows were to be passed on to ANTS’ parent company, 
Abbey National Plc. 

 
The Tribunal rejected this on the basis that the debit did not ‘fairly represent’ a loss of ANTS and that, in any event, 
it did not represent an amount ‘arising from’ ANTS’s derivative contracts. 

 
The Tribunal also upheld HMRC’s contention that the debit, if otherwise deductible, fell to be eliminated under 
transfer pricing rules as applied by the derivative contracts code. This point has a potentially wide impact as it 
would appear to permit transfer pricing rules to be applied to ‘shareholder-type’ transactions which have  
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traditionally been treated as falling outside their scope.  If you have any questions on the implications of this point 
or any other aspects of the case please speak to your usual contact. 
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INDIRECT TAX 

Larentia + Minerva and Marenave Schiffahrt – CJEU Judgment 

The CJEU has released its Judgment in this case concerning input VAT recovery by bodies 
raising capital to buy companies that they will actively manage. 

The Court of Justice of the European Union (CJEU) has released its Judgment in the joined cases of Larentia + 
Minerva (C-108/14) and Marenave Schiffahrt (C-109/14) (“L&M”), confirming the earlier Advocate General’s 
Opinion.  
 
On the right to deduct of holding companies, the CJEU concluded that, where a holding company involves itself in 
the management of its subsidiaries and, as such, carries out an economic activity, costs incurred on the acquisition 
of those subsidiaries belongs to its general expenditure so the VAT paid on these costs is deductible by reference 
to that economic activity. Where a holding company involves itself in the management of only some of its 
subsidiaries, thereby carrying out a non-economic activity with respect to those it does not manage, costs incurred 
on the acquisition of its subsidiaries must be regarded as only partially belonging to its general expenditure. The 
VAT incurred on the acquisition costs must be apportioned between the holding company’s economic activity and 
its non-economic activity based on criteria defined by the Member States.   

On the VAT grouping provision questions, the CJEU has concluded, first, that Member States cannot reserve the 
right to form a VAT group solely to entities with legal personality and linked to the controlling company of that 
group in a relationship of subordination, unless doing so is necessary and appropriate to prevent abuse.  

Interestingly, the Court introduced this second question by referring to the fact that, should the management 
holding company join a VAT group with its subsidiaries, it may result in that group being eligible to the benefit of 
full deduction of input VAT linked to capital transactions carried out by the holding company, i.e. recovery is based 
on the activities of the group.  

The CJEU also confirmed that the VAT grouping provision in the VAT Directive does not have direct effect. As a 
result, taxable persons cannot claim the benefit of this provision against their Member State in the event that their 
State’s legislation is not compatible with this provision. For further background and potential implications of the 
Judgment, click here for a copy of an alert issued on the day of the Judgment. 
 

 

Mapfre asistencia and Mapfre warranty – CJEU Judgment 

The CJEU has released its Judgment in this case concerning the liability of breakdown 
guarantees supplied with second hand cars.  
 
The CJEU has released its Judgment in Mapfre asistencia and Mapfre warranty (C-584/13). The joined cases 
concerned an arrangement for the provision of breakdown warranties for second hand cars. However, the CJEU 
was only asked to consider the nature of the supply made by Mapfre warranty.  
 
Though critical of the request for ruling submitted to it by the French referring court, the CJEU nonetheless sought 
to address the question before it which was whether Article 13(B)(a) of the Sixth Directive must be interpreted as 
meaning that:  
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‘the supply of services whereby an economic operator which is independent of a second-hand motor-
vehicle dealer provides, in return for payment of a lump sum, a warranty covering mechanical breakdowns 
which may affect certain parts of that vehicle constitutes an exempt insurance transaction.’   

The CJEU has decided, following the Opinion given by Advocate General (AG) Szpunar, that the supply by Mapfre 
warranty constitutes an exempt insurance transaction within the meaning of Article 13B(a) of the Sixth Directive 
(77/388). 
 
For further background and potential implications of the Judgment, click here for a copy of an alert issued on the 
day of the Judgment.  
 

 

Brief 10 (2015): VAT - direct marketing services using printed matter 

HMRC have released a Brief aiming to clarify treatment of direct marketing services using printed 
matter.  
 
Following the recent amendments in June to the published leaflets on printed matter and delivery charges, HM 
Revenue & Customs (HMRC) have released a Brief about direct marketing services using printed matter. The Brief 
also contains details of a transitional period (which expires on 31 July 2015). HMRC will take no action to assess 
businesses that misunderstood the old guidance and treated supplies made in that transitional period as zero-rated 
delivered goods when they should have been standard-rated marketing services. The key message though is that 
businesses that wish to use the transitional arrangements must notify HMRC of this, by 30 November 2015, or 
forfeit the right to do so. This requirement by HMRC is a slightly different approach from that taken in previous 
situations where HMRC have recognised that its guidance was open to misinterpretation. However, suppliers or 
customers that wished to prolong the benefit of the unclear guidance by crystallising a zero-rate tax point between 
9 June 2015 and 31 July 2015, for direct marketing supplies that are not going to be performed until after that date 
are out of luck – forestalling is not covered by the transitional reliefs. 
 
HMRC also offer a settlement for supplies made before 1 August 2015 that have been zero-rated but which are 
not covered by the transitional arrangements, under which supplies that would ordinarily be a single standard-rate 
supply of marketing under the terms of the clarified guidance may be treated as a multiple supply of zero-rated 
printed matter and other standard-rated services, to reduce the VAT owed to HMRC. Again suppliers must notify 
HMRC by 30 November 2015 if they wish to take up this offer.  
 
It is interesting to note that compliant suppliers that have accounted for VAT on the full value of marketing services 
are worse off than those that misunderstood the old guidance, as there is no scope for HMRC to repay VAT that, 
in their view, has been correctly accounted for and paid to HMRC.  
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EMPLOYMENT TAX 

Alignment of income tax and National Insurance 

The promised terms of reference for the OTS review of the alignment of tax and NIC have been 
published. 
 
The Summer Budget promised an Office of Tax Simplification review of issues around the alignment of income tax 
and NICs (a recurring theme from previous OTS reviews).  The terms of reference for that review have now been 
published.  Key areas to be considered include: 
 

• The case for making changes to the current systems; 
• Those steps that could be made to more closely align the two systems in relation to the taxation of earned 

income and the self-employed, and the costs, benefits and impacts of each such step; and 
• How any changes in this area would fit with wider Government objectives and policies, including the cost 

to the Exchequer of any changes and the impact change might have on contributory benefits. 
 

Significantly, in the context of the OTS’s recent Employment Status Report (which highlighted employers’ National 
Insurance as a key issue in resolving employment status problems), the review will consider “all forms of NIC, 
including employers’ NIC”.  We should, then, probably expect further comment and recommendations in this area 
when the OTS publish their findings ahead of next year’s Budget.  What will not be included, though, is “the 
extension of NICs to non-employment income (such as property, dividends and pensions)”.  Bringing these 
categories of income within the NICs net has always been one of the arguments against a full merger of the tax 
and NIC systems: taking the issue off the table from the outset ensures that the focus is purely on alignment – 
and may be an indicator that a real political will for change underpins this review.  That said, it would be a very 
brave Chancellor indeed who aligned the two systems overnight at the start of a new tax year: expect, rather, 
gradual changes over the coming years. 

 

 

Discussing IR35 

The promised consultation document on potential changes to the intermediaries regime has been 
published. 
 
As announced in the Summer Budget, HMRC will be engaging with stakeholders over the coming months to explore 
options to improve the effectiveness of the existing intermediaries legislation (generally known as ‘IR35’).  A 
discussion document, setting out the background to the current consultation, and suggestions for change, has now 
been published. 
 
In summary, IR35 was introduced in 2000 with the aim of tackling disguised employment. IR35 requires individuals 
working through an intermediary to pay broadly the same tax and NICs as any other employees, where they would 
have been regarded as an employee of the engager if they were providing their services directly to them.  The 
discussion document, though, states that there is increasing evidence to suggest there is significant non-compliance 
with the current rules, leading to an increasing loss of tax to the Exchequer, and it is clear that the Government 
believes that some change is needed. 
 
Options for change presented in the discussion document include: 
 

• Making administrative changes to the current rules; 
• Taking steps to “further improve HMRC’s compliance response”; or 
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• Changing the rules so that engagers are required to take a greater role in ensuring that the right amount of 
employment taxes are paid. Under such an arrangement, those who engage a worker through a personal 
service company would need to consider whether or not IR35 applies, and, if so, deduct the correct amounts 
of PAYE tax and NIC as they would for direct employees. 

 
This would be a significant change, and would represent an increased burden for employers, as the consultation 
document itself acknowledges.  As well as seeking views on these options, the discussion document also asks for 
other suggestions which could meet the underlying objectives of protecting the Exchequer and of “levelling the 
playing field between those who are employed directly and those who would be employed directly if they were not 
operating through their own company”. 
 
As well as looking for written responses to the consultation (which have been requested by the end of September), 
the Government will be holding discussions with stakeholders on the issues raised in the document.  Employers’ 
Club members can find out more here. 
 

  

Intermediaries reporting requirements 

Those employment intermediaries subject to the new reporting requirements must make their 
first return to HMRC by 5 August. 
 
As we have previously reported, with effect from 6 April 2015 intermediaries or agencies supplying workers to an 
end user are required to submit quarterly returns to HMRC where payments have not been subject to PAYE and 
NIC. The one notable exception to this rule covers cases where an intermediary supplies workers, who provide 
their services in the oil and gas industry wholly on the UK continental shelf. The first return is due to be submitted 
by 5 August 2015. There are statutory penalties of up to £1,000 for late reports, with possible tax-based penalties 
for incomplete or incorrect returns. Any intermediaries or agencies should, therefore, ensure that they have 
assessed whether they have a reporting requirement and be prepared to meet the 5 August reporting date where 
applicable. 
 
The returns will give HMRC greater visibility of the payments made to workers outside of payroll, which could 
result in status enquiries being conducted on the intermediary where workers are engaged on a self-employed 
basis, or potentially enquiries into the worker's personal tax position or that of any Personal Service Company.   
 
More information on the new requirements can be found on the Employers’ Club site. 
 

 

Employment-related securities annual returns – update 

The online filing system for 2014/15 annual returns is now available, and the deadline for 
submission has been extended to Tuesday 4 August. 
 
The online system for filing ERS annual returns, which had been unavailable since before the 6 July filing deadline, 
came back into service on Monday 20 July.  HMRC had previously stated that the filing deadline would be 
extended to five days after the system became available again.  We have now had confirmation, though, that a 
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longer extension will in fact apply and that employers will have until Tuesday 4 August to submit their 2014/15 
returns without incurring penalties.   
 
HMRC are also checking to see whether the system problems have any impact on those employers who did 
manage to submit their returns before the system failed and have stated that they will issue a further update on 
this point in due course.  It is by no means inevitable that there will have been a knock-on impact, and we would 
recommend that any employers in this position (ie those who submitted a return on or before 3 July and who 
received an on-screen notification that the submission had been successful) wait for further information from 
HMRC before taking any action. 
 

 

 

Steve Wade 

T: +44 (0)20 7311 2220 
E: steve.wade@kpmg.co.uk 

Alison Hobbs 

T: +44 (0)20 7311 2819 
E: alison.hobbs@kpmg.co.uk 



 

Weekly Tax Matters | 12 

PERSONAL TAX 

Replacing Wear and Tear Allowance consultation  

The consultation covers proposals to replace the wear and tear allowance with a relief against 
rental income for the actual costs of replacing furnishings.  

With effect from April 2016 the Government will be replacing wear and tear allowance with a relief that allows a 
deduction to be taken against rental income for the actual costs of replacing furnishings. HM Revenue & Customs 
(HMRC) have now issued a consultation on the relief, with responses due by 9 October 2015.  
 
The consultation states that changes are being proposed to eliminate landlords’ obtaining tax relief against their 
rents when they have not actually incurred any costs, and also to remove the disparity between landlords in areas 
with high rents compared to those in areas with lower rents. The relief appears to be an extension of the renewals 
basis which was previously available, by concession, to landlords who did not claim wear and tear allowance.  
 
It is proposed that the relief will only be available to residential landlords of properties which are not furnished 
holiday lets. Landlords will be able to claim relief for the costs of replacing furniture, furnishings, appliances and 
kitchenware, less any amounts received in proceeds for the old assets. The initial capital costs of acquiring these 
items, and any costs associated with an improvement of the original item will not be allowable. An improvement 
may, for example, be replacing a washer with a washer dryer and in this case only a proportion of the costs will be 
allowable.  
 
Unlike wear and tear allowance the property is not required to be fully furnished in order to claim relief, so it will 
also apply to landlords of part furnished and unfurnished properties.  
 
A further update will follow once the proposals have been finalised.  
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INTERNATIONAL STORIES 

International round up 

This week: Tenth round of EU-US TTIP negotiations begin; Austrian tax legislative changes; 
Ireland FATCA and CRS FAQs; Indian transfer pricing case on interest adjustments; and June’s 
International Tax Newsletters.  
 

Every week, KPMG member firms around the world publish updates on developments in their country. In Weekly 
Tax Matters we’ll highlight a selection that may be of interest to our readers. 

Americas 

TaxNewsFlash – Americas can be found here and June’s International Tax Newsletter for the Americas can be 
found here.  
 

Asia Pacific 

TaxNewsFlash – Asia Pacific can be found here and June’s International Tax Newsletter for Asia Pacific can be 
found here.  
 

Europe 
 
EU - The tenth round of negotiations between the European Union and the United States for a Transatlantic 
Trade and Investment Partnership (TTIP) started this week, as discussed in June’s edition of Trade & Customs 
News prepared by KPMG in the Netherlands and Belgium. 
 
Austria – A number of tax legislative changes have been passed by the parliament.  
 
Ireland – The tax authorities have released updated FAQs on the Foreign Account Tax Compliance Act 
(FATCA), as well as FAQs on the Common Reporting Standard (CRS).  
 
More TaxNewsFlash – Europe can be found here and June’s International Tax Newsletter for Europe and Africa 
can be found here.  
 

Transfer Pricing 

India – A recent tax case upheld an interest adjustment on a loan that the taxpayer advanced to a related 
entity. 

More TaxNewsFlash – Transfer Pricing can be found here. 

 

 

http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/americas.aspx
http://kpmg.co.uk/creategraphics/2015/07_2015/CRT044814/International_Tax_Newsletters_June_2015-Americas.htm
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/asia-pacific.aspx
http://kpmg.co.uk/creategraphics/2015/07_2015/CRT044814/International_Tax_Newsletter_June_2015-ASPAC_&_MENASA.htm
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/2015-1/eu-update-on-transatlantic-trade-partnership-other-trade-items.aspx
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/2015-1/eu-update-on-transatlantic-trade-partnership-other-trade-items.aspx
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/2015-1/austria-tax-legislative-changes-effective-january-2016.aspx
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/2015-1/ireland-updated-faqs-for-fatca-crs.aspx
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/europe.aspx
http://kpmg.co.uk/creategraphics/2015/07_2015/CRT044814/International_Tax_Newsletters_June%202015-Europe_and_Africa.htm
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http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/taxnewsflash/Pages/transfer-pricing.aspx
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OTHER NEWS IN BRIEF 

A round up of other news this week 

This week: Consultations published on strengthening sanctions for tax avoidance, changes to 
income tax deduction roles for peer-to-peer loans, tax deduction arrangements on certain 
income, exemptions from LBTT, and new data gathering powers for HMRC; draft regulations on 
the tax regime for life assurance companies; guidance on carried interest legislation published; 
FTT case on definition of SME for R&D purposes; responses to consultation on a minimum claim 
period for the RBC; and KPMG International’s CEO Outlook Study. 
 
In January 2015 a consultation document titled ‘Strengthening Sanctions for Tax Avoidance’ was published setting 
out principles for introducing sanctions for serial avoiders and penalties for taxpayers who are caught by the 
General Anti-Abuse Rule (GAAR).  A second consultation document has now been published on the detailed 
proposals which will be open for comment until 14 October 2015. 
 
HMRC have published two consultation documents looking at possible changes to the deduction of tax at source 
rules. One looks at proposed changes to the obligations of peer-to-peer platforms and borrowers of peer-to-peer 
loans to deduct income tax at source from interest paid. The other asks whether, following the introduction of the 
Personal Savings Allowance from 6 April 2026 when tax will no longer be deducted at source from bank and 
building society interest, changes are required to tax deduction arrangements currently in place for other types of 
savings income.  Both consultations close on 18 September 2015.   
 
The Scottish Government has published a consultation on the potential introduction of an exemption from Land 
and Buildings Transaction Tax (LBTT) for the transfer of properties from authorised unit trusts to open-ended 
investment companies. The consultation is open until Friday 28 August. 
 
The Government has announced that it intends to legislate to extend HMRC’s data-gathering powers to obtain 
data from business intermediaries and electronic payment providers. A consultation document titled ‘Tackling the 
hidden economy: Extension of data-gathering powers’ has been published requesting comments on the scope of 
these changes, the best approach to delivering them in legislation, and ways to minimise any costs for businesses 
to comply with the new requirements.  Comments have been requested by 14 October 2015. 
 
Following the fundamental changes to the tax regime for life assurance companies introduced by Finance Act 
2012, consultation between industry and HMRC has continued to deal with areas where this complex legislation 
requires refinement or clarification. Draft regulations were published on 20 July which introduce amendments to 
the provisions dealing with intra-group transfers of long term business and are intended to deal with areas of 
concern raised by industry. Interested parties should consider whether their fact patterns are catered for and 
respond to the consultation before the deadline of 11 September 2015. 
 
HMRC have published guidance on the carried interest legislation included in the Finance Bill and discussed in last 
week’s Weekly Tax Matters. The guidance clarifies a few matters, but a number of uncertainties remain regarding 
how the rules may operate in practice which we will raise with HMRC. 
 
A recent First-tier Tribunal (FTT) case (Monitor Audio Limited) considered the definition of small and medium 
enterprise (SME) for the purpose of enhanced research and development (R&D) relief.  The decision helps to 
provide some clarity around the definition and reassurance for SMEs that minority shareholdings held by financial 
institutions should not remove their SME status for R&D purposes where the financial institution does not 
influence the SME or provide a stronger market position to the SME. 
 
A summary of responses to the consultation on the proposed minimum claim period for the remittance basis 
charge (RBC) has been published. As a result of wider reforms to the taxation on non-UK domiciled individuals, the 
Government will not proceed with a minimum claim period. 

CEOs continue to transform their organisations and are increasingly concerned about product relevance, customer 
loyalty and keeping current with new technologies, according to the new KPMG International CEO Outlook Study. 

https://www.gov.uk/government/consultations/strengthening-sanctions-for-tax-avoidance-a-consultation-on-detailed-proposals
https://www.gov.uk/government/consultations/deduction-of-income-tax-from-interest-peer-to-peer-lending
https://www.gov.uk/government/consultations/deduction-of-income-tax-from-interest-peer-to-peer-lending
https://www.gov.uk/government/consultations/deduction-of-income-tax-from-savings-income-implementation-of-the-personal-savings-allowance
https://www.gov.uk/government/consultations/deduction-of-income-tax-from-savings-income-implementation-of-the-personal-savings-allowance
http://www.gov.scot/Publications/2015/07/9304
https://www.gov.uk/government/consultations/tackling-the-hidden-economy-extension-of-data-gathering-powers
https://www.gov.uk/government/publications/the-insurance-companies-amendment-to-section-129-of-and-schedule-17-to-the-finance-act-2012-regulations-2015
https://www.gov.uk/government/publications/investment-managers-capital-gains-tax-treatment-of-carried-interest-july-2015
http://www.financeandtaxtribunals.gov.uk/aspx/view.aspx?id=8520
https://www.gov.uk/government/consultations/non-uk-domiciled-individuals-consultation-on-a-minimum-claim-period-for-the-remittance-basis-charge
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Press-releases/Pages/80-percent-ceo-expect-increase-hiring.aspx
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