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Dear Mr Ellis,

Draft Finance Bill 2014: Employee share schemes: Office of Tax Simplification recommendations

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 Share Schemes Expert Group has examined your proposals and advised on
this response. A list of members of the Expert Group is at Appendix A.

Response
We welcome the opportunity to comment on the legislation.

Our members are small and mid-size quoted companies with limited company secretarial and other
internal functions which can deal with employee share schemes. Accordingly, proposals which streamline
the tax-advantaged schemes and remove the cost and time delay of approval and having to agree each
scheme with a particular inspector are all welcome. However, there are a few points of concern with the
new proposals:

e We are concerned at the fact that share schemes which were previously approved will not be
grandfathered under the new regime and so companies will have to revisit their schemes again and
see if they comply. This is unnecessary — any scheme which is currently approved should
automatically be in the new system.

e We are concerned at the size of potential penalties, which could be payable for breaches, and the
fact that the legislation does not distinguish between serious default and other breaches, which
leaves the consequences of failing to operate what remain highly technical arrangements highly
susceptible to HMRC discretion. As many of our members operate share schemes without full-time
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share scheme managers, we are concerned that these members may be penalised for inadvertent,
but ultimately minor mistakes.

e New rules are being introduced on company discretion on the operation of CSOPs. These seem overly
technical and should be reduced. We see no good reason why companies should not be able to
exercise their discretion in a way that most benefits the business, for example in relation to early
leavers, company events and judgements about performance conditions.

o We do not find the new “purpose tests” any more helpful than the ones which they replaced. It will
still be difficult for companies to judge whether or not all scheme features are otherwise than in
accordance with the relevant schedule.

e The rules are being introduced from 6 April 2014 — less than 2 months from now. It is disappointing
that the legislation for this change was not released sooner, and it should be made very clear to
companies what changes they need to make to comply with the new arrangements (which should be
minimally disruptive). Companies should also be given a reasonable time to do so.

e We hope proper guidance is made available on all aspects of these new changes.
If you would like to discuss our response in more detail, we would be happy to attend a meeting.

Yours sincerely,

T

Tim Ward
Chief Executive
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