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2015 has seen a wide range of developments in U.K. tax,
reflecting the continuing public concern in the U.K. regarding
corporate tax affairs, as well as the desire of the newly elected
government to show that it is taking these concerns seriously.

I. Introduction1

The May elections in which the current govern-
ment came to power meant that, in addition to
the usual March budget, there was an extra

‘‘summer’’ budget this year. These two budgets to-
gether with November’s Spending Review and
Autumn Statement have resulted in three major
batches of U.K. tax legislation over the course of 2015
(one of which, Finance Bill 2016, will reach its final
form in 2016).

II. Corporate Tax

A few measures which are not specifically interna-
tional in scope should be mentioned first, as they are
likely to have an impact on many businesses which
have a U.K. presence:
s corporation tax is to be reduced from its current

rate of 20% to 19% from April 2017, and to 18%
from April 2020; and2

s there have been a number of amendments to the
corporate debt and derivatives code, with the gen-
eral aim of more closely aligning tax and account-
ing treatment.

Significant developments have also occurred in the
taxation of two specific industries, banking and the oil
and gas sector:
s banks operating in the U.K. are currently liable to

pay the ‘‘bank levy’’, a tax based on banks’ world-
wide balance sheet assets. The bank levy was raised
from a maximum rate of 0.156% to 0.21% in April
2015, and is now set to fall incrementally, with a
maximum rate of 0.1% from January 2021,3 and to
only apply to U.K. balance sheets of U.K. headquar-
tered banks from then on.4 Reductions in the bank
levy will be counterbalanced by a new 8% surcharge
on profits made by banks (with the first 25 million
pounds of profits exempt),5 and by denying tax
relief for compensation payments paid by banks to
their customers; and6

s the top rates applicable to companies operating in
the oil and gas sector have reduced from 60% or

80% to 50% or 67.5%, and a number of changes
have been made to incentivise further development
of fields.7

In terms of international corporate tax, one of the
more significant developments of 2015 was the enact-
ment of a legislative framework to exempt interest in
relation to private placements from withholding in re-
spect of U.K. income tax. The precise scope of this ex-
emption is currently being developed, and although
the government has stated that it expects the relevant
detailed legislation to become law during the course
of 2015, that legislation has not yet been published at
the time of writing.8

There have also been two changes announced that
may affect international groups in particular. Firstly,
the U.K.’s controlled foreign company (‘‘CFC’’) regime
has until now allowed U.K. losses to be set off against
profits of a CFC which were apportioned to, and there-
fore taxable for, a U.K. company under the regime.
The government has now enacted legislation with-
drawing this relief with effect from July 8, 2015, with
time-apportionment where companies’ accounting
periods straddle this date.9 Secondly, it has so far been
necessary for groups of companies which hold more
than 5%, but less than 75%, of U.K. companies with
which they wish to claim or surrender losses to hold
their shareholding through a U.K. or EEA-resident
‘‘link company’’. With retroactive effect for accounting
periods beginning on and after December 10, 2014,
this residence requirement has been removed.10

III. Residential Property

Residential property held by companies has been sub-
ject to an ‘‘Annual Tax on Enveloped Dwellings’’
(‘‘ATED’’) since April 2013,11 and companies disposing
of properties on which ATED has been chargeable
have also been liable to ATED-related capital gains tax
(‘‘CGT’’) at 28%. The threshold for ATED to apply was
reduced with effect from April 2015, from a market
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value of 2 million to 1 million pounds, and a further
reduction to 500,000 pounds is set to take effect from
April 2016.12

In addition to ATED-related CGT, the government
introduced a new form of CGT which applies from
April 6, 2015 to non-residents disposing of U.K. resi-
dential property (‘‘NRCGT’’).13 Some key differences
from ATED-related CGT are that:
s there is no minimum value above which NRCGT

applies;
s NRCGT applies to individuals as well as companies;

and
s NRCGT is chargeable at a variety of rates, which

may be below the 28% chargeable under ATED-
related CGT.

ATED-related CGT takes precedence over NRCGT.
The government has recently published further
amends to counter inadvertent consequences which
arose from the drafting of the NRCGT rules. The rules
will come into force in 2016, with retrospective
effect.14

IV. Tax Treaties, International Tax Cases, and
Devolution

The U.K. signed new tax treaties in 2015 with Alge-
ria,15 Bulgaria,16 Croatia,17 Kosovo,18 Senegal,19 and
Sweden.20 and agreed minor amendments to the
Jersey21 and Guernsey22 treaties. It has also recently
announced plans to begin negotiations on double
taxation agreements with Nepal, Romania, Trinidad
and Tobago, and Uzbekistan, and to work on agree-
ments and protocols with a range of other countries.23

In a significant case, the U.K. Supreme Court cast
some doubt on the long-standing practice of HM Rev-
enue & Customs (‘‘HMRC’’), the U.K. tax authority, of
treating U.S. LLCs as fiscally opaque (Anson v Com-
missioners for Her Majesty’s Revenue and Customs
[2015] UKSC 44). HMRC have subsequently released
guidance stating that, in most cases, they expect such
entities to continue to be treated as opaque, but the
treatment is no longer as clear as it was.

There were also further developments in tax devolu-
tion, notably the replacement of stamp duty land tax
(property transfer tax) in Scotland by a separate land
and buildings transaction tax from April 1, 2015, over-
seen by a newly-created tax authority.24 In a similar
vein, the devolved Welsh administration has launched
a consultation on a Welsh land transaction tax which
it plans will come into effect from April 2018,25 and is
also currently enacting legislation for the creation of a
Welsh revenue authority to oversee the collection of
devolved taxes in Wales.26 In addition, legislation was
enacted which creates a mechanism for Northern Ire-
land to set a separate rate of corporation tax; under a
recent agreement, the Northern Ireland administra-
tion has decided that the rate will fall to 12.5% from
April 2018, matching the trading income rate cur-
rently in force in the Republic of Ireland.27 Some leg-
islation has been enacted with effect from April
2016,28 and other legislation is currently underway,29

to give Scotland wider powers to set income tax rates,
following on from the Scottish referendum in 2014;
legislation is also in progress which will simplify the
process for Wales to introduce its own rates of income
tax.30

V. BEPS

Although the (near) final reports of the OECD’s BEPS
project were only issued in the last quarter of 2015,
the project has already resulted in the following U.K.
measures:

s country-by-country tax reporting will be required
for accounting periods commencing on or after
January 1, 2016, implementing Action 13 (‘‘Guid-
ance on Transfer Pricing Documentation and
Country-by-Country Reporting’’). The final format
for reporting that will be required was under con-
sultation until November 16, 2015, and has not yet
been released;31

s a consultation was published in October regarding
modifications to the U.K.’s patent box regime in re-
sponse to Action 5 (‘‘Countering Harmful Tax Prac-
tices More Effectively, Taking into Account
Transparency and Substance’’), and in particular,
more closely linking the benefits of the relief to re-
search and development expenditure on the intel-
lectual property in question.32 Draft legislation
aimed at achieving this objective was published as
part of Finance Bill 2016;33

s the government issued a consultation in October on
what amendments might be made to U.K. legisla-
tion in light of Action 4 (‘‘Limiting Base Erosion In-
volving Interest Deductions and Other Financial
Payments’’).34 The proposals notably include limit-
ing interest deductions to a fixed ratio percentage of
EBITDA, with a suggested range of 10% to 30%,
which would mark a radical departure from the cur-
rent U.K. approach to interest deductibility; and

s following a December 2014 consultation, the gov-
ernment has published draft legislation to be effec-
tive from January 1 2017, which is designed to
implement the agreed OECD rules for addressing
hybrid mismatch arrangements proposed as part of
the response to Action 2 (‘‘Neutralising the Effects of
Hybrid Mismatch Arrangements’’).35 This legislation
was published as part of Finance Bill 2016, and will
replace existing anti-arbitrage rules contained in
the U.K. tax code.

VI. Individuals

Individuals who are U.K.-resident for tax purposes
may have a non-U.K. ‘‘domicile’’—a complex concept
which could broadly be described as an intention to
live in (or often, to return to) a country other than the
U.K. for the long term. Such individuals are not sub-
ject to U.K. inheritance tax on their worldwide assets,
and are only taxed on their non-U.K. income and
gains to the extent that they are remitted to the U.K..
Although a charge—increased in 2015—can apply to
access this basis of tax on income and gains, this can
be a very advantageous status for taxpayers, and it has
attracted sustained attention and some criticism in
the U.K. media. The government has been in consul-
tation on measures which would mean that individu-
als will be deemed to be U.K. domiciled once they
have been U.K. resident for more than 15 of the last 20
tax years, and which would also automatically deem
individuals who are born in the U.K. to have U.K. do-
micile when U.K. resident.36
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In other international developments, the govern-
ment has published draft legislation to make technical
changes to employee share schemes, including to the
treatment of internationally mobile employees.37

From a domestic perspective, the method and rate
at which dividends received by U.K.-resident individu-
als will be taxed will change from April 2016. This will
result in an increase in the effective rates for dividend
income from 0%, 25% or 30.56% to 7.5%, 32.5% or
38.1% (with a 5,000 pound allowance).38 These
changes will follow a recently issued consultation in
relation to taxation of company distributions gener-
ally, and it is possible that further changes to dividend
taxation will be made in due course.39

There have also been significant developments re-
lating to personal taxes paid by fund managers and
similar professionals. In particular, the government
enacted measures aimed at ensuring that ‘‘disguised
fees’’ paid to investment managers are taxed as
income,40 as well as rules targeted at perceived tax
avoidance/underpayment of tax by those working for
investment funds, by denying base cost shift for re-
cipients of carried interest.41 As part of Finance Bill
2016, there is now also draft legislation which will
limit the circumstances in which performance-linked
returns from fund management may be treated as
capital in nature by individual managers (and thereby
benefit from the lower tax rates applicable to capital
gains as opposed to income).42

VII. Diverted Profits Tax, Anti-avoidance,
Compliance

2015 saw the enactment and coming into effect of the
‘‘diverted profits tax’’ (‘‘DPT’’), announced in 2014.43

DPT is generally charged at a rate of 25% and applies
to arrangements in the U.K. which are perceived to
either ‘‘avoid’’ creating a U.K. permanent establish-
ment or to ‘‘lack economic substance’’. Although the
measure was ostensibly aimed at large multinational
groups selling products and services in the U.K. to
consumers, the legislative provisions are drafted in a
complex manner, and the precise scope and applica-
tion of the tax remain unclear. Since taxpayers are re-
quired to notify chargeability to HMRC, who will then
set the level of DPT payable, it may be some time
before the impact of the legislation is clear.

In further international developments, the govern-
ment has published draft legislation that it intends to
enact in 2016, which will introduce new civil penal-
ties44 and a strict liability criminal offence for failing
to declare offshore income and gains,45 along with
civil penalties for those who enable offshore eva-
sion.46 Draft legislation has also been published to in-
troduce a new criminal offence for companies which
fail to prevent criminal facilitation by their agents of
tax evasion.47

The government has also consulted on and is in the
process of introducing a number of more general
measures designed to improve compliance and reduce
avoidance. These include a ‘‘special measures’’ regime
for large companies that persistently engage in ag-
gressive tax planning,48 additional measures for large
companies to engage with HMRC and publish their
strategies in relation to U.K. tax,49 and a specific pen-
alty (at 60% of the tax due) for arrangements to which

the relatively recently-introduced general anti-abuse
rule applies.50 These measures will sit alongside new
powers granted to HMRC in 2015 to recover tax debts
directly from recalcitrant taxpayers’ bank accounts.51

VIII. Indirect Tax

The ECJ case of Skandia America Corp. (USA), filial
Sverige (C-7/13) dealt with whether or not supplies
made between a non-EU company and its EU branch
were subject to VAT, or could—as had previously been
the case in the U.K.—be essentially ignored for VAT
purposes. HMRC have now announced that the U.K.
approach will in future depend on the treatment ap-
plied by the EU jurisdiction in which a branch is lo-
cated, and have published lists setting out the
approach to be taken for different member states.52

A number of cases are before the U.K. courts which
relate to claims for VAT overpaid in contravention of
EU law, and the U.K. Court of Appeal recently held
that interest on overpaid VAT should be paid by
HMRC at a compound, not simple, rate in order to
constitute proper restitution for the taxpayer in ques-
tion.53 In a surprising last-minute move likely to gen-
erate further litigation, the government amended
2015’s second Finance Act shortly before enactment,
introducing measures which tax interest awarded in
this way at a punitive rate of 45%.54
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