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Dear Mr Whiting,

Office of Tax Simplification - Competitiveness review: initial thoughts and call for evidence

Introduction

We are the Quoted Companies Alliance, the independent membership organisation that champions the
interests of small to mid-size quoted companies. Their individual market capitalisations tend to be below
£500m.

The Quoted Companies Alliance is a founder member of Europeanlssuers, which represents over 9,000
qguoted companies in fourteen European countries.

The Quoted Companies Alliance Tax and Share Schemes Expert Groups have examined your proposals and
advised on this response. A list of members of the Expert Groups is at Appendix A.

Response

We welcome the opportunity to respond to this call for evidence. We support the initiative by the
Government and the Office of Tax Simplification to review and improve the UK’s tax administration for
businesses, namely with the latest project on a ‘Review of the competitiveness of the UK tax
administration’. While we consider that the UK tax system has developed considerably over the past few
years in terms of simplification of procedures, we believe that a few changes would further reduce
complexity and allow small and mid-size quoted companies to grow.

For that purpose, we have highlighted a few points below — identified by our members — which we believe
merit consideration:

- The effect of the UK’s anti-avoidance tax legislation on companies’ growth should be
considered. Tax guidance should be kept up-to-date on how HMRC is applying the legislation.

- Worldwide Debt Cap and Transfer Pricing are two areas which represent a disproportionate
burden on mid-size companies and can be harmful for the UK’s competitiveness.

- Regarding the Worldwide Debt Cap, we suggest that the exclusion of debtor balances of less
than £3m is eliminated, so that, effectively, the gateway test is on a total UK net debt basis. If
necessary, this exclusion could be restricted to groups that meet certain size criteria. We also
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believe that groups below a certain size threshold should be allowed to calculate net debt on
the basis of UK consolidated group accounting figures. Finally, we suggest making the gateway
test optional, which would permit groups, if they so wish, to go straight to the detailed
calculations.

Regarding Transfer Pricing, we suggest confirming that medium-sized groups are not required
to compile contemporaneous evidence to support pricing policies, unless they wish to. We also
believe that it should be confirmed that HMRC will not seek to discount the value of evidence
compiled at a later date following the commencement of HMRC enquiries.

Certainty is the key factor for business: it would be helpful if HMRC could give pre-transaction
rulings in particular areas, even if companies had to pay for them.

We suggest the removal of the arbitrary 5% threshold for CGT Entrepreneurs’ Relief in respect
of shares held by employees/officers. The 5% shareholding requirement in Entrepreneurs’
Relief is a brake on growth for companies and contributes to the imbalance of the tax
treatment of debt vs equity, especially when compared to other European regimes.

Finally, we believe that payments to non-executive directors (NEDs) is another key issue that
should be considered. HMRC has been taking an aggressive approach to requiring NEDs to be
paid via a company’s PAYE rather than through a personal service company. This could result in
NEDs increasing their fees, as well as a potential lack of independence.

If you would like to discuss any of our responses in more detail, we would be happy to attend a meeting.

Yours sincerely,

T«

Tim Ward

Chief Executive
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