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SMEs:	increased	corporation	tax	costs	likely	from		
Budget	2016;	investors	get	capital	gains	tax	boost	

	

Date:	March	17,	2016	

For	immediate	release	

Summarised	 below	 are	 the	 major	 changes	 relevant	 to	 technology	 and	 biotechnology	 companies	
announced	 in	the	March	2016	Budget.	Following	 is	an	opinion	piece	from	Colin	Hailey,	Confluence	
Tax	founder	and	chair	of	the	Finance	and	Tax	Committee	of	the	BioIndustry	Association,	the	leading	
UK	trade	body	for	biotech	companies.	

Corporation	Tax	

The	UK	Corporation	Tax	rate	is	to	be	reduced	further	and	will	decline	as	follows	

1	April	2015	 1	April	2017	 1	April	2020	
20%	 19%	 17%	

	
In	 addition,	 the	 old	 system	 of	 ring	 fencing	 brought-forward	 losses	 within	 companies	 and	 only	
allowing	group	companies	 to	share	current	year	 losses	 is	 to	be	replaced.	A	new	system	from	April	
2017	will	apply:	

i. Brought-forward	 losses	 in	one	 company	 can	be	offset	 against	profits	 in	another	group	
company.		There	will	also	be	relaxations	over	the	profits	that	carried	forward	losses	can	
offset.		

ii. Loss	 offset	 will	 be	 restricted	 so	 that	 for	 taxable	 profits	 over	 £5m,	 only	 50%	 of	 those	
profits	can	be	reduced	by	losses	carried	forward.	
	

This	 loss	 restriction	 could	 result	 in	 tax	 being	 suffered	 on	 an	 upfront	 receipt	 with	 unused	 losses	
carrying	forward.	

BEPS	

BEPS	 (or	 Base	 Erosion	 Profit	 Shifting)	 is	 an	OECD	 international	 project	 to	 tackle	 tax	 avoidance	 by	
multinationals.	Impacts	of	the	BEPS	project	are	now	feeding	into	UK	tax	law;	changes	to	the	patent	
box	and	the	tax	deductibility	of	interest	expense	being	the	key	outcomes	relevant	to	this	sector.		

The	existing	patent	box	 regime,	providing	 for	a	10%	rate	of	corporation	 tax	on	patent	box	profits,	
will	be	amended	as	planned,	taking	effect	by	June	2016.		We	will	continue	our	engagement	with	HM	
Treasury	and	will	review	the	draft	legislation	in	detail	when	it	is	released.	In	essence	the	new	regime	
adds	complexity	and	cost,	so	election	into	the	old	regime	for	the	next	five	years	is	likely	to	be	best.	
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Changes	 to	 the	 UK	 rules	 on	 interest	 deductibility,	 restricting	 such	 deductions	 to	 30%	 of	 earnings	
(EBITDA),	are	expected	by	April	2017.		Group	UK	net	interest	expense	will	need	to	be	£2m	before	the	
rules	apply.	

Other	measures,	 such	 as	 country-by-country	 reporting,	 changes	 to	 the	 transfer	 pricing	 guidelines,	
measures	to	prevent	tax-treaty	abuse	and	anti-hybrid	measures,	should	hopefully	have	little	impact	
on	SMEs.			

Capital	Gains	Tax	

i. Main	rate		

The	main	rate	of	capital	gains	tax	will	fall	from	6	April	2016:	

	 Current	 From	6	April	2016	
Basic	rate	taxpayer	 18%	 10%	
Higher	rate	taxpayer	 	 28%	 	 20%	

	
Carried	interest,	for	example,	in	fund	arrangements	and	residential	property	sales,	will	remain	taxed	
at	the	current	rates.	Therefore,	hurdle	share	or	growth	share	arrangements	will	be	boosted	by	this	
change.	

ii. Entrepreneurs’	Relief		

This	relief	already	applies	to	employees	with	EMI	share	option	gains	and	employees	with	holdings	of	
more	than	5%	in	a	company.	It	 is	to	be	extended	to	shares	in	an	unlisted	trading	company	held	by	
“external	investors”.	The	definition	of	external	investor	is	unknown	at	present.	

This	will	mean	 the	 first	 £10m	 of	 gain	will	 only	 be	 subject	 to	 a	 10%	 rate	 of	 capital	 gains	 tax.	 The	
measures	will	apply	to	gains	on	shares	acquired	after	17	March	2016	and	the	shares	will	need	to	be	
held	for	three	years.	

iii. Employee	Shareholder	Status	

This	measure	already	provides	a	0%	capital	gains	tax	rate	on	shares	acquired	in	exchange	for	giving	
up	 certain	 employment	 rights.	 For	 shares	 acquired	 after	 16	 March	 2016,	 the	 0%	 rate	 will	 be	
restricted	and	will	only	apply	to	£100,000	of	gains	in	an	individual’s	lifetime.	

	

Opinion	piece	–	Colin	Hailey,	Confluence	Tax	founder	and	Chair	of	the	Finance	and	Tax	Committee	
of	the	BioIndustry	Association,	the	leading	UK	trade	body	for	biotech	companies:	

The	 lack	of	anti-avoidance	measures	 in	 the	Employee	Shareholder	 rules	 is	 finally	being	addressed,	
with	share	gains	becoming	subject	to	a	 lifetime	limit	of	£100k.	This	was	always	a	poorly	conceived	
measure	with	no	anti-avoidance	provisions	and	we	understood	from	HMRC	that	it	was	chiefly	used	
by	 company	 directors,	 not	 as	 a	wider	 staff	 incentive.	 Hopefully,	 any	 future	 changes	 to	 EMI	 share	
option	schemes	and	venture	capital	schemes,	such	as	EIS,	will	be	made	after	consultation	to	ensure	
that	business	needs	and	anomalies	are	addressed.		
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The	objective	of	 BEPS,	 to	 reduce	 tax	 avoidance	by	multinationals,	 is	 going	 to	have	 an	unintended	
impact	 on	 small	 and	 complex	 technology	 and	 biotechnology	 companies.	 At	 best,	 while	 the	 tax	
liabilities	will	be	unchanged,	the	compliance	costs	will	increase.	At	worst,	normal	non-tax	motivated	
behaviour,	funding	routes	and	company	structures,	will	be	affected.	

Given	 that	most	 biotech	 and	 technology	 SMEs	 are	 equity	 rather	 than	 debt	 funded,	 the	 impact	 of	
restrictions	 on	 tax	 deductions	 for	 interest	 should	 not	 be	widespread.	 However,	we	 are	 seeing	 an	
increasing	number	of	venture	debt	and	cross-over	funding	rounds.			

We	 will	 need	 to	 wait	 for	 the	 consultation	 and	 detail	 to	 determine	 the	 full	 impact	 of	 the	 UK’s	
response	to	BEPs	on	the	wider	funding	landscape	for	UK	biotech	SMEs	-	if	tax	deductions	are	denied	
while	 a	 company	has	 no	 earnings	 then	 this	 could	 reduce	 tax	 losses	 and	 increase	 the	 cost	 of	 debt	
finance.	We	already	know	that,	where	companies	have	patent-related	income,	the	change	from	old	
to	new	(harder)	patent	box	rules	make	the	law	harder	to	decipher.	

	

Colin	Hailey	

	
Telephone	07855	502917	
Email	colin@confluencetax.com		
	
	

– Ends			–	
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RED	HORSE	Associates	
Telephone	07730	278499	
Email	emma_dahm@hotmail.com	
	
Notes	to	editors	
	
About	Confluence	Tax	LLP	
	
We	 are	 the	 only	 UK	 tax	 advisory	 firm	 providing	 specialist	 tax	 advice	 solely	 to	 technology	 and	
biotechnology	 businesses.	 We	 develop,	 understand	 and	 use	 the	 latest	 tax	 thinking	 and	 draw	 on	
many	years	of	experience	working	with	the	UK	tax	authorities	to	achieve	great	results.	
	
About	Colin	Hailey	
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Colin	is	the	founder	of	Confluence	Tax	LLP,	which	he	set	up	in	2010.	He	is	a	regular	speaker	on	tax	
issues	 affecting	 the	 knowledge	 economy.	 Colin	 is	 chair	 of	 the	 Finance	 and	 Tax	 Committee	 of	 the	
BioIndustry	Association,	the	leading	UK	trade	body	for	biotech	companies.		
	
	


