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TAX POLICY 

Draft Finance Bill 2016 clauses 

Has the Chancellor been a good Father Christmas this year? 

 

As an advance Christmas present for tax advisors and their clients, the Government published on 9 December 

2015 draft clauses for its forthcoming Finance Bill 2016 for consultation.  There are no unexpected measures 

covered by the draft clauses, which include details on the significant changes to the taxation of savings, the new 

£5,000 dividend allowance, a new tax exemption for trivial benefits in kind, large companies tax compliance, and 

the Patent Box regime.  

 

We are, though, still awaiting draft legislation on certain key measures, such as the draft clauses for the new 

Apprenticeship Levy, the reform of the tax treatment of non-doms in relation to income tax, capital gains tax and 

offshore trusts, and the new rules relating to the additional 3% stamp duty land tax for persons buying ‘additional 

residential properties’ announced in the Autumn Statement. So in summary, no unexpected presents this year, but 

a few to be delivered after Christmas.  As usual their impact will depend on close investigation of the detail. 

 

For more information on the clauses in the draft Finance Bill, please read our detailed commentary on our Tax 

Policy Cycle page. We’ve also included articles on some of the additional information released at the same time as 

the draft Finance Bill clauses in this edition of Weekly Tax Matters, which you can read below.  

 

   

 

Alison Hobbs 
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CORPORATE TAX 

New EU rules on automatic exchange of information on tax rulings 

A new framework for the mandatory exchange of information on tax rulings to come into force 

on 1 January 2017 has been approved by ECOFIN. 

 

In March 2015, the European Commission (EC) announced a major legislative initiative regarding the automatic 

exchange of cross border tax rulings (including advanced pricing agreements (APAs)) as part of a package of 

measures to fight tax avoidance and evasion and tackle harmful tax competition between EU Member States. A 

new framework was then proposed providing for the mandatory exchange of information on tax rulings issued by a 

Member State to other States to enable them to ascertain their position and protect their own tax base and deal 

with aggressive tax planning. Certain amendments have been made to the original EC proposal and the new rules 

were formally approved by the Council of the EU (ECOFIN) on 8 December 2015. More details on the amended 

directive can be found here. 

 

A number of other issues around corporate taxation were also discussed at this ECOFIN meeting. This included 

the status of the proposals for (1) a Directive on a Financial Transaction Tax (FTT) and (2) a Directive on a Common 

Consolidated Corporate Tax Base (CCCTB) taking into account the Commission’s work on a potential anti-BEPS 

Directive. Agreements with Liechtenstein, San Marino (approved for signing), and Switzerland on the automatic 

exchange of financial account information were also formally adopted. A Euro Tax Flash from KPMG's EU Tax 

Centre provides further information. 

 

 

Loan relationships and derivative contracts – regulations laid before 

Parliament 

The regulations amend existing regulations on loan relationships and derivative contracts. 

 

Four sets of regulations have been laid before Parliament amending existing regulations on the taxation of loan 

relationships and derivative contracts. The changes apply to accounting periods beginning on or after 1 January 

2016.  

 

The Loan Relationships and Derivative Contracts (Change of Accounting Practice) (Amendment No. 2) Regulations 

2015 (SI 2015/1962) 

Amendments are being made to regulations applying when there are changes to the carrying value of loans from 

one period to the next. 

 

The Loan Relationships and Derivative Contracts (Disregard and Bringing into Account of Profits and Losses) 

(Amendment) Regulations 2015 (SI 2015/1961) 

Amendments are being made to the Disregard regulations. 

 

The Exchange Gains and Losses (Bringing into Account Gains or Losses) (Amendment) Regulations 2015 (SI 

2015/1960) 

Amendments are being made to regulations applying when exchange differences on loans and derivatives which 

hedge foreign exchange risk from an investment in a foreign enterprise have been disregarded.   

 

The Loan Relationships and Derivative Contracts (Exchange Gains and Losses using Fair Value Accounting) 

(Amendment) Regulations 2015 (SI 2015/1963) 
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https://home.kpmg.com/content/dam/kpmg/pdf/2015/12/memorandum-automatic-exchange-of-tax-rulings.pdf
https://home.kpmg.com/xx/en/home/insights/2015/12/etf-266-ecofin-meeting-on-corporate-tax.html
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Amendments are being made to regulations which set out how to calculate exchange gains and losses from loan 

relationships and derivative contracts where the assets and liabilities are accounted for using fair value accounting.   

 

For further details on the amendments made by the regulations, please click here.  

 

 

Orchestra Tax Relief 

The draft Finance Bill clauses included the generous new tax relief for Orchestras, Bands, 

Ensembles and Groups. 

 

As the Government continues to expand its reliefs within the Creative Sectors, it is now orchestras and bands who 

can benefit from a tax deduction or tax credit on their eligible expenditure.  The relief will be available to both 

companies and charities on eligible expenditure from 1 April 2016. Draft legislation was published on 9 December 

2016 for inclusion in Finance Bill 2016 and the key features are: 

 the relief is worth up to 20 pence per £ for qualifying expenditure; 

 it is available to orchestras/bands with more than 12 performers for most performances.  These 

performers should be playing musical instruments of which none (or a minority) are electronically or 

directly amplified. This is designed to exclude most rock/pop concerts; 

 it is available to orchestras where playing live, to paying members of the general public (or for educational 

purposes) must be one of the main objects of each performance; 

 there is no distinction between orchestras that tour, and those that do not; and 

 there is no distinction or restrictions on the genre of music performed, assuming that the other criteria are 

met.  

 

 

Charities: Gift Aid  

A call for evidence on the small donations scheme and draft legislation giving HMRC new 

powers to impose penalties have been published. 

 

HMRC have brought forward the start of their promised review of the Gift Aid Small Donations Scheme and have 

launched a call for evidence. The aim of this call for evidence is to seek information and evidence-based views 

about how the Government can ensure that the Gift Aid Small Donations Scheme meets the intended policy 

objectives of encouraging charitable giving, whilst reducing the administrative burden for charities, and ensuring 

fairness for charities structured in different ways. The closing date for comments is 2 March 2016. 

 

Also, the draft clauses for Finance Bill 2016 published on 9 December include legislation that will apply to charities 

and intermediaries that collect charitable donations. Draft clause 76 amends primary legislation introduced in 

Finance Act 2015 to give HMRC the powers to impose penalties if intermediaries fail to comply with requirements 

set out in regulations. Its aim is to encourage intermediaries to operate in a correct and robust manner. If the 

intermediaries are fully compliant with the requirements then the donors and the charities are protected from 

being liable to pay the shortfall. An appointed day order will be completed to commence the primary legislation 
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when regulations have been finalised. These regulations will be discussed in a technical consultation early next 

year and will be laid later in 2016. 
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FINANCIAL SERVICES 

Insurers’ Equalisation Reserves 

Statutory instruments affecting the taxation of general insurers and Lloyd’s members have been 

published. 

 

General insurers and Lloyd’s members are allowed tax deductions for the specific reserves they hold to meet 

future claims. For regulatory purposes additional ‘equalisation reserves’ may be held in relation to certain classes 

of business likely to experience low probability but high cost claims. Such reserves are also specifically tax 

deductible whether included in financial statements (UK GAAP) or not (IFRS).   

Legislation abolishing this relief and unwinding the equalisation reserve that exists by bringing it into tax equally 

over a period of six years (although companies can irrevocably elect to bring all later amounts into one earlier year) 

has previously been enacted effective from a date to be specified. That date is now given by The Finance Act 

2012, Sections 26 and 30 (Abolition of Relief for Equalisation Reserves) (Specified Day) Order 2015 as being 

accounting periods beginning on/after 1 January 2016.  

The position for Lloyd’s members is complicated by possible changes in participation and the declaration basis of 

taxation that applies, so separate transitional rules apply to ensure that the unwinding corresponds to that 

applicable to general insurers.  These transitional rules are included in The Lloyd’s Underwriters (Transitional 

Equalisation Reserves) (Tax) Regulations 2015.  The amount to unwind (the ‘transitional equalisation reserve’) 

comprises all relevant deductions given less all relevant receipts taxed, for all accounting periods ending on/after 

31 December 2008 but ending before 1 January 2016. 

 

 

Consultation on re-scoping the Bank Levy 

HMRC is consulting on the territorial scope of the Bank Levy and possible responses to new 

regulatory rules for high quality liquid assets. 

The Summer Budget announced that the territorial scope of the Bank Levy would be restricted to UK operations 

from 1 January 2021.  This represented a significant change from the current approach, which broadly requires 

banking groups to pay the Levy in relation to any entities which sit under the UK as well as UK operations.  The 

Government is now consulting on the detailed implementation of the changes, with a view to legislating in Finance 

Bill 2017. 

 

Although popularly perceived as a move to placate the large UK headquartered banking groups particularly 

penalised by the existing rules, the consultation sets out the Government’s position that the changes instead 

result from an evolving regulatory environment which has reduced the UK’s exposure from failures in the non-UK 

subsidiaries of UK banking groups.  The Government does not believe there has been a similar reduction in the risk 

attributable to overseas branches of UK banks, and so it is currently proposed that, unlike overseas subsidiaries, 

these should remain within the scope of the Levy. 

 

On a similar basis it is proposed that the Levy should apply to those liabilities of UK companies which fund 

overseas subsidiaries, possibly subject to a targeted exclusion for forms of loss-absorbing capital not significantly 

increasing UK risk.  In particular, the consultation proposes an amendment to exclude from the Levy Tier 1 capital 

funding equivalent investments in subsidiaries. 
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http://www.legislation.gov.uk/uksi/2015/1983/contents/made
http://www.legislation.gov.uk/uksi/2015/1983/contents/made
https://www.gov.uk/government/consultations/re-scoping-of-the-bank-levy
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The opportunity is also being taken to consult on possible changes to the relief given for high quality liquid assets.  

This relief currently refers to regulatory definitions which have now been superseded.  The Government is broadly 

seeking to preserve the scope and cost of the existing relief and is therefore consulting on the best way to achieve 

this within the new regulatory regime.  Any changes should be implemented by secondary legislation in 2016. 
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INDIRECT TAX 

Adecco UK Ltd - First-tier Tribunal decision 

The FTT finds against the taxpayer in this case concerning the VAT treatment of temporary staff. 

 

Adecco contended that ‘non-employed’ temporary workers supplied their services directly to the end customer 

and Adecco simply introduced them to the end customer. The wages of the workers, which Adecco paid, formed 

part of the charge by Adecco to the end customer, but was not part of its taxable supply. In Adecco’s view VAT 

was only due on the amount Adecco retained, as the ongoing consideration for its introductory services.   

  

HMRC argued that Adecco made a supply of the workers to the end customer and so VAT was due on the full 

amount paid by the customer to Adecco, including the wages.  

  

The reason for HMRC’s win here seems to be based on the fact that there is no contract between the temporary 

worker and the end client and so no legal liability for the end customer to pay the temporary worker. There is a 

contract between Adecco and the end customer and between the temporary worker and Adecco. The end 

customer was liable to pay Adecco the full fee (commission and wages) and Adecco was liable to pay the 

temporary worker the wages. Taxing Adecco’s full supply therefore taxed the supply to the end consumer of the 

temporary worker’s services.  

  

Based on the position that the person who is liable to pay receives the supply the First-tier Tribunal (FTT) 

concluded that the temporary workers supplied Adecco and Adecco onward supplied the customer. That was the 

route of the legal and payment obligations.  

  

This analysis was based on Redrow although the Supreme Court decision in LMUK says that sometimes economic 

reality trumps the default ‘follow the liability to pay’ rule. The FTT concluded that the VAT supply should follow the 

contracts unless economic reality is inconsistent with the contracts. Economic reality will be inconsistent with the 

contracts where final consumption takes place without there being a contract or some other legal relationship that 

supplies the thing to be consumed, to the end customer. This was not the case here so the judge decided that the 

supply route should follow the legal liability and contract route. To access the decision click here. 

 

 

Associated Newspapers Ltd - Upper Tribunal decision 

The UT has released its decision in this case concerning the VAT treatment of vouchers under a 

promotion scheme, finding for the taxpayer in part. 

 

The Upper Tribunal (UT) has released its decision in this case that concerns the VAT treatment of vouchers under a 

promotion scheme, where customers, after buying a certain number of papers or collecting a certain amount of 

points, are contractually entitled to receive a voucher. The taxpayer purchases the vouchers either direct from the 

retailer or from an intermediary.  

  

On the output tax issue, the UT found for the taxpayer and has concluded that there is no deemed supply when 

Associated Newspapers Ltd (ANL) gives vouchers away to customers that have collected reward points by buying 

its newspapers. This is because ANL was using the services for the purpose of its business when it gave them 

away as the aim was to increase sales of newspapers. 
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In respect of the input tax issue, The UT decided that any VAT incurred on the purchase of vouchers was 

deductible as an overhead as the purchase of the vouchers was a promotional/marketing cost incurred to increase 

sales of newspapers. It was not a direct cost of the outside the scope activity of giving the vouchers away. 

However, the UT upheld HMRC’s appeal on one point, finding that ANL did not incur any VAT when it bought the 

vouchers from the retailers, and so could not claim any VAT on such purchases. To access the decision click here.  

 

 

Brockenhurst College - Court of Appeal Judgment 

The Court of Appeal has agreed on a reference to the CJEU in this case on the definition of goods 

and services closely related to education.  

 

This case concerns the definition of goods and services closely related to education and therefore exempt under 

Article 132(1)(i) of the VAT Directive. The supplies in question are: 

 

Catering services – these are made in a college run restaurant with the functions of the restaurant undertaken by 

catering and hospitality students under the supervision of tutors. The meals are provided to the public at around 80 

percent of cost.  

 

Entertainment services – these involve the performance of concerts and plays within the performing arts courses. 

The audience are family and friends or from a list held by the college but are paying members of the public, not 

students. 

 

Both the First-tier Tribunal and Upper Tribunal had agreed with the taxpayer that these supplies should be exempt 

as supplies closely related to education as even though the public paid to eat the meals and attend the events, this 

was part of the College’s activity of educating the students.  

 

However, noting the potentially wide impact of the case, the judges agreed that in the absence of any direct 

authority a reference to the Court of Justice of the European Union (CJEU) was appropriate. To access the 

Judgment click here.  
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EMPLOYMENT TAX 

Business expenses exemption – standard meal allowances 

Following consultation earlier in the year, the final regulations setting out the standard 

allowances for the purposes of the new exemption have been published. 

 

The new business expenses exemption takes effect from 6 April 2016. These latest regulations define a standard 

meal allowance for the purpose of the exemption, and are unchanged from the version published for consultation 

earlier in the year.   

 

The regulations set out the following standard allowances (all of which must relate to ‘qualifying travel’ – ie travel 

that itself qualifies as a tax-deductible expense): 

 

“One meal allowance per day paid in respect of one instance of qualifying travel, the amount 

of which does not exceed— 

(a) £5 where the duration of the qualifying travel in that day is 5 hours or more; 

(b) £10 where the duration of the qualifying travel in that day is 10 hours or more; or 

(c) £25 where the duration of the qualifying travel in that day is 15 hours or more and is 

ongoing at 8pm.” 

 

An additional allowance of £10 can be paid where a meal allowance is paid under (a) or (b) and the qualifying travel 

is ongoing at 8pm. 

 

Employers who are considering using these standard meal allowances, or bespoke scale rates, from next April 

may also wish to keep an eye out for the accompanying HMRC guidance.  We are expecting to see this guidance 

published in the Employment Income Manual soon, and we will be interested to see what further detail it provides 

on the expense checking requirements for employers when paying such allowances. 

 

It is also worth remembering that the rules around what constitutes ‘qualifying travel’ are under consideration as 

part of the ongoing review of travel and subsistence.  As part of the same review, the Government has also 

indicated that it is considering removing tax relief for associated ‘day subsistence’ costs.  The potential abolition of 

tax relief for this type of expenditure in future may go some way to explaining why the amounts in these new 

regulations remain broadly unchanged from those introduced as far back as 2009.   

 

 

Revised advisory fuel rates for company car drivers from 1 December 2015 

HMRC have recently announced the advisory fuel rates that will apply to all journeys on or after 

1 December 2015 until further notice. 

 

There has been a 1p per mile decrease to the previous advisory fuel rates for petrol cars with an engine size over 

1400cc, and for LPG cars with an engine size of over 2000cc.  The rates for diesel cars remain unchanged. 

 

The new rates effective from 1 December 2015 are set out below:  
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Employers may use either the previous or new current rates for one month from the date of the change.  For full 

details on the new rates, please click here. 

 

As you may be aware, should an employer consider that the advisory rates are inadequate, it may be able to agree 

different rates with HMRC where it is able to prove a more appropriate amount based on the employees' actual 

expenditure. 

 

For completeness, there are no reportable changes to the rates in place for own car drivers (including those who 

receive a cash allowance). This remains 45p per mile for the first 10,000 miles and 25p per mile thereafter. 

 

If you would like to discuss these changes further, please do get in touch with your usual KPMG contact or 

email employersclub@kpmg.co.uk. 

 

 

 

Engine size Petrol  LPG 

1400cc or less 11p  7p 

1401 to 2000cc 13p  9p 

Over 2000cc 20p  13p 

Engine size Diesel 

1600cc or less 9p 

1601 to 2000cc 11p 

Over 2000cc 13p 

Mike Lavan 
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PERSONAL TAX 

Scottish rate of income tax 

HMRC have started to write to individuals and employers in advance of the Scottish Budget on 

16 December. 

 

From 6 April 2016 the income of ‘Scottish taxpayers’ (other than interest and dividend income) will be subject to 

tax at the Scottish basic, Scottish higher, and Scottish additional rates. 

 

The Scottish rates will be calculated by deducting 10 percentage points from each of the corresponding UK main 

rates and then adding the single Scottish Rate of Income Tax (SRIT) set by the Scottish Parliament. 

 

The first SRIT is expected to be announced at the Scottish Budget on 16 December.  In advance of this, HMRC 

has started writing to individuals it expects to be ‘Scottish taxpayers’ in 2016/17 in order to confirm their position.  

HMRC has also started sending briefings on the SRIT to employers.   

 

Responsibility for assessing ‘Scottish taxpayer’ status and informing HMRC rests with the individual taxpayer.  

HMRC guidance is available to assist individuals to assess their personal positions. 

 

Individuals who receive a letter from HMRC but do not consider themselves likely to be ‘Scottish taxpayers’, and 

individuals who do not receive such a letter but consider that they will be ‘Scottish taxpayers’, should advise 

HMRC accordingly.   

 

KPMG’s briefing for employers is available here.  

 

 

Innovative Finance ISAs – Peer to Peer (P2P) ISA extension 

HMRC publish details of Innovative Finance ISA, which from 6 April 2016 will permit interest and 

gains received by investors from P2P loans to qualify for tax advantages.  

 

There are currently two types of ISA - a Cash ISA or a Stocks and Shares ISA, limiting investment to only cash or 

qualifying stocks and shares.  From 6 April 2016, the Government will introduce a new ISA category – the 

Innovative Finance ISA, details of which have been included in a draft Statutory Instrument. This ISA category will 

be available to qualifying investors (typically UK resident individuals) aged 18 or over, with all interest and gains 

arising from P2P loans held within the Innovative Finance ISA benefiting from the ISA tax advantages.   

 

Peer to peer lending platforms will be permitted to provide the Innovative Finance ISA to investors provided they 

hold the required regulatory permissions from the FCA.  Such P2P platforms will need to consider the increased 

compliance and reporting requirement associated with providing ISAs. 

 

The total subscriptions  paid into all of the ISA accounts held by an investor (which is a maximum of one cash ISA, 

one stocks and shares ISA and one Innovative Finance ISA) must not exceed the overall ISA subscription limit for 

the year.   
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The creation of an Innovative Finance ISA is a positive move for both investors and those seeking to raise funding 

via peer to peer lending structures and is likely to increase the attractiveness of such investments.  
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INTERNATIONAL STORIES 

International round up 

This week: Canadian individual tax rate changes planned; new deadlines for corporate 

information filings in Brazil; Australian tax legislation update; Vietnam corporate income tax 

guidance; EC open investigations into Luxembourg tax rulings; Swedish tax changes 

incorporating EU Parent/Subsidiary Directive anti-avoidance provisions; Belgian guidance on 

VAT treatment of mixed use business assets; update on Dutch tax legislation for 2016; Austrian 

GAAP changes; the latest edition of German Tax Monthly; and FATCA update. 

 

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. The complete collection of 

TaxNewsFlash can be found here. 

 

Americas  

Canada – The new Government have set out their plans for individual taxpayers, including a reduction in the 

federal tax rate for ‘middle class’ taxpayers and an increase in the tax rate for those earning over CND$200,000. 

 

Brazil – The tax authorities have announced new deadlines for certain information filings by corporate 

taxpayers for 2015. 

Asia Pacific 

 

Australia – A number of legislative actions have been concluded by Parliament, including measures on 

multinational anti-avoidance, country by country reporting, public disclosure, and transparency.  

 

Vietnam – Guidance has been issued on corporate income tax incentives and investment projects.  

 

Europe 

 

EU - the European Commission has announced it is opening in-depth investigations into certain tax rulings 

granted by Luxembourg. 

 

Sweden – Recent changes to the tax law have been made to incorporate anti-avoidance provisions from the 

EU Parent/Subsidiary Directive. 

 

Belgium – Guidance has been issued on the VAT treatment of mixed use business assets.  

 

Netherlands – KPMG in the Netherlands have provided an update on the status of tax legislation for 2016.  

 

Austria - Changes to Austrian GAAP, effective 31 December 2015, require all businesses to recognise unrealised 

capital gains for all types of fixed and current assets. 

 

Germany – KPMG in Germany has published the latest edition of German Tax Monthly, covering various recent 

tax developments. 

 

FATCA update 

 

The US tax authorities have announced updates to the FAQs on their FATCA webpage. In addition, the Cayman 

Islands tax authorities have issued guidance relating to the common reporting standard —scheduled for 

implementation beginning 1 January 2016 

 

https://home.kpmg.com/xx/en/home/insights/2015/03/taxnewsflash-global.html
https://home.kpmg.com/xx/en/home/insights/2015/12/tnf-canada-new-government-tax-agenda-for-individual-taxpayers.html
https://home.kpmg.com/xx/en/home/insights/2015/12/tnf-canada-new-government-tax-agenda-for-individual-taxpayers.html
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OTHER NEWS IN BRIEF 

A round up of other news this week 

This week: Regulations on direct recovery of debts published; new chair of the OTS announced; 

November’s BRC-KPMG Retail Sales Monitor; KPMG’s Fiduciary Management Market Survey 

2015; and upcoming changes to Weekly Tax Matters. 

 

Final regulations to allow HMRC to secure payment of tax and tax credit debts directly from debtors’ bank and 

building society accounts have been published. Draft regulations setting out the parameters in which banks and 

building societies may opt to pass on an administrative charge to debtors for processing a Direct Recovery of Debt 

‘hold’ notice have also been published by HMRC. 

 

The Government has announced the appointment of Angela Knight CBE as the new Chair of the Office of Tax 

Simplification. 

 

November’s retail sales were slow and distorted by Black Friday, according to the British Retail Consortium (BRC) 

and KPMG in the UK Retail Sales Monitor. 

 

KPMG in the UK’s Fiduciary Management Market Survey 2015 provides an annual snapshot of the Fiduciary 

Management (FM) market, based on the responses received from 13 of the more established fiduciary managers 

operating in the UK market. 

 

And finally… Weekly Tax Matters is changing. Over the next few weeks you’ll see some changes to the way our 

Tax insight is presented. These changes will improve the way that you can view our content and allow you to go 

straight to the articles most relevant to you.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.legislation.gov.uk/uksi/2015/1986/contents/made
https://www.gov.uk/government/publications/draft-legislation-the-enforcement-by-deduction-from-accounts-imposition-of-charges-by-deposit-takers-regulations-2016
https://www.gov.uk/government/news/new-chair-of-office-of-tax-simplification-announced
https://home.kpmg.com/uk/en/home/media/press-releases/2015/12/november-slow-and-distorted-by-black-friday.html
https://home.kpmg.com/uk/en/home/insights/2015/12/fiduciary-management-market-survey-2015.html
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