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Leading tax experts gave us their views on the Autumn 2017 Budget. (Free access.)

We asked leading tax practitioners for their views on the Autumn 2017 Budget. An overview of their comments is
set out below; click on a name to read the comment in full.

For the main measures of interest to businesses, see Legal update, Autumn 2017 Budget: key business tax
announcements.

For coverage of the implications of the Autumn 2017 Budget for a range of practice areas and sectors, see Practical
Law, Autumn 2017 Budget.

Setting the scene
Despite an almost effervescent political delivery by "Spreadsheet Phil" (complete with comedic props from his co-star
diva, Mrs May), the Autumn 2017 Budget was, barring one or two eye-raising exceptions, not edge of the seat viewing.
Simon Skinner, Travers Smith LLP "was left with an impression of lots of words but not that much substance".
Geraint Jones, Berg Kaprow Lewis LLP described it as "a rather timid affair"

As ever, context is all. This was a minority government on the eve of the biggest destabilising global political event
in recent history. And an opposition party biting at its heels with unanticipated vigour.

Further, despite Fiscal Phil's audition for the lead role in a comedy caper, the figures belong in a disaster movie.
There is surely only so much film star glamour to be mustered whilst uttering the words "[a]nd regrettably our
productivity performance continues to disappoint".

"We choose the future", said the Chancellor. Crikey. We know that Brexit alone will cost £3 billion over the next two
years (plus, plus, plus). The past and the present must be worse than we had feared.

Dastardly offshore villains
This Budget was therefore primarily concerned to reduce, as far as possible, the number of voters offended. And
non-UK residents don't vote. Furthermore, given their vilification in the press, UK voters do not like them much.
With the tiniest scintilla of cynicism, this was pragmatic politics. "Plenty of politicking", said Alex Barnes, Memery
Crystal LLP.

Whilst non-UK residents may not vote, they do invest, or at least they have done in the past. John Barnett, Burges
Salmon LLP made the following important point:
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"We often hear that tax is the price we all pay to live in a democratic society. This is certainly
true for those who have a vote. But for those who don’t have a vote (e.g. companies, foreigners),
the payment of tax is far more of a “contractual” matter. In return for the investments which
non-voters make, governments implicitly promise stability and that – when it comes to longer-
term investments in the UK – any changes should be prospective and not retroactive. The
constant tinkering in the taxation of non-residents over the last few years does not really fulfil the
government’s side of this contract."

The government was therefore paralysed by a combination of the political imperative to retain votes and the irritating
necessity of balancing the books. As Michael Lane, Slaughter & May LLP put it: "This Budget has something of a
scrabbling down the back of the sofa for loose change feel to it".

The mystery of Brexit
Yet the question of the fiscal implications of Brexit remained largely unaddressed by the Chancellor in his speech; the
documentation added little more. Caspar Fox, Reed Smith LLP commented that "[r]eading the tax announcements,
you could be forgiven for forgetting that Brexit is looming large over the business community". Similarly, Simon
Yates, Travers Smith LLP referred to "Spreadsheet Phil's almost heroic failure to mention the likely impact of Brexit
on the country's finances". Less an elephant in the room, more the cast of Jurassic Park.

Non-residents tax on property: show me the money!
There was considerable focus by practitioners on the proposals to bring within the scope of UK tax gains realised by
non-residents on the disposal of all UK real property.

In fact, the proposals were not surprising. James Smith, Baker & McKenzie LLP commented that "Given the changes
made over the past few years to level the playing field in respect of the taxation of UK property as between UK
residents and non-UK residents .. [it] was not wholly unexpected".

Nonetheless, the likely effects of the changes were generally thought to be considerable and adverse. Elizabeth
Bradley, Berwin Leighton Paisner LLP thought the industry would be "reeling" and Charlotte Sallabank, Jones Day
predicted a "big shake up in the UK real estate market" and "much industry concern". Nick Cronkshaw, Simmons
& Simmons LLP noted that the announcement was "contrary to the Government's previously stated intentions in
relation to the taxation of capital gains from UK commercial property held by non-UK resident corporates".

The timing of the announcement was also seen as surprising by many, including Chris Sanger, Ernst & Young LLP
"particularly at the time when the UK wants to attract international investment". Similarly, Russell Gardner, Ernst
& Young LLP anticipated "a chill through the investor community". Andrew Prowse, Fieldfisher LLP pointed out
that "[m]uch of our skyline is owned by, and was built with money from, foreign investors and only time will tell
whether the new regime … will reduce investment in UK real estate". Paul Concannon, Addleshaw Goddard LLP
was similarly measured, stating:

"The initial reaction from interested parties has not been very favourable, but it remains to be seen
whether this actually has any effect on UK inwards investment by capital-rich overseas buyers.
For many, it may be the case that the prospect of paying tax on profits does not seem particularly
outrageous as long as there is no double taxation."
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Eloise Walker, Pinsent Masons LLP was less circumspect, describing the measure as "a sure-fire way to kill
investment from offshore".

Given the instability, commentators felt that the scope and terms of the consultation would be crucial. Sandy Bhogal,
Mayer Brown International LLP warned that "HMRC would be wise to consult appropriately, even though many of
the key policy decisions have clearly already been made". Kevin Hindley, Alvarez & Marsal Taxand UK LLP thought
it was "unusual that the Chancellor did not choose to consult prior to creating such a shockwave".

Brenda Coleman, Ropes & Gray LLP hoped that "the consultation process will take account of the need to
attract foreign investment into this sector and the UK’s participation exemption will provide some protection for
institutional investors". Alan Rafferty, Freshfields Bruckhaus Deringer LLP also noted that targeted exemptions
for institutional investors had been mentioned. However "[t]hese are not expressly referred to in the consultation
document, which only mentions the [substantial shareholding exemption] … and other existing exemptions, so the
potential significance of these is a little unclear".

It will certainly be interesting to see what longer-term effect the development may have on investor behaviour.
Jonathan Legg, Mischon de Reya LLP thought that the development might "drive more investors onshore, in
search of tax efficient vehicles … Real Estate Investment Trusts and PAIFs will be extremely attractive vehicles,
assuming that the Government does not seek to tinker with the tax benefits associated with their ring-fenced property
investment businesses".

Possible future sequel, with horror features in 4D
A more troubling thought is that the nightmare may not yet be over. William Watson, Slaughter & May LLP warned
that " once the principle of taxing indirect disposals of commercial property is established, the real fear would be an
extension of SDLT to cover the acquisition of shares in “property rich” companies". Now that would be a plot twist.

Other property measures (more world cinema and a coming of age
romp)
The Budget announcements also included the confirmation that, from 6 April 2020, non-UK resident companies
in receipt of income from UK property will be subject to corporation tax on that income (rather than income tax,
as is currently the case). Tracey Wright, Osborne Clarke LLP suggested that whilst this was "good news in terms
of the rate of tax applicable and potentially the wider use of group related reliefs, the change will result in the
corporate interest restrictions applying to such companies which may result in the overall effective tax rate on income
increasing".

Further, Cathryn Vanderspar, Eversheds Sutherland LLP noted that the "impact for [non-resident corporate
landlords] on the taxation of their rental income is likely to be much more radical than for existing corporation tax
payers, given the large quantities of related party debt that are common".

Perhaps unusually for a Conservative government Budget, a number of measures have sought to benefit the young.
Political divisions have increasingly focused along generational lines, and the Conservative party is desperate to
win (back?) young voters, effectively mobilised by Jeremy Corbyn and therefore increasingly dangerous. Cue the
miraculous appearance of SDLT relief for first time buyers and other youth-friendly measures. Nathan Williams,
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TLT Solicitors LLP summed it up as: "Oh to be a twentysomething rail commuter about to buy his first property in
the South East, I'd be quids in: a new discount rail card and no SDLT".

Position paper on digital tax: experimental action thriller blockbuster
The government's position paper "Corporate tax and the digital economy", which sets out proposals for the UK
taxation of non-UK tech industries, took much of the limelight.

George Bull, RSM UK Group LLP agreed that this was an area that "undoubtedly requires overhaul" and Erika Jupe,
Osborne Clarke LLP thought that "[c]onsumer sales look set to become the new battleground for multi-nationals".
Philip Baker QC, Field Court Tax Chambers noted that there was "a recognition that the BEPS project has failed to
resolve the problem of the digital economy and that new solutions are needed".

In terms of philosophy, the position is not dissimilar to the taxation of the offshore ownership of UK property. As
expressed by Wendy Nicholls, Grant Thornton UK LLP, "the UK has to tread a fine line between being seen to be
tough on multinationals and showing it is open for business, particularly as we prepare for a post-Brexit economy".

The more difficult question is how this can, or indeed should, be achieved.

Murray Clayson, Freshfields Bruckhaus Deringer LLP was concerned by a possible shift away from "traditional UK
resistance to formulary apportionment, and attachment to the [arm's length principle]" towards a more formulaic
approach. He also noted "an irony here in the leak yesterday (presumably not intentionally coordinated with the UK
Budget) of the latest draft EU paper on taxing the digital economy. This seems to indicate something of a compromise
step back from earlier strident announcements, with some deference to the arm's length principle".

Jonathan Hornby, Alvarez & Marsal Taxand UK LLP regarded as "noteworthy" the government's announcement
that it is prepared to take unilateral action, and referred to the diverted profits tax, noting that " the government is
no doubt emboldened by the £1.35 billion of DPT forecast to be collected by 2019".

Withholding tax on royalties: lesser budget feature for immediate
release
The announcement of a further expansion of the withholding obligation in relation to royalties took commentators by
surprise. Heather Gething, Herbert Smith Freehills LLP described it as " unexpected given the scope of the diverted
profits tax and the controlled foreign companies legislation". Similarly, Alex Jupp, Skadden, Arps, Slate, Meagher
& Flom LLP wondered whether "this new and rather blunt tool [was] a(nother) sign that the diverted profits tax is
poorly targeted?". Patrick O'Gara, Baker & McKenzie LLP noted that the provisions were only recently amended
(in 2016). He concluded that "[h]aving no doubt observed the behavioural impact of the 2016 changes, the Treasury
appears to consider that further action is required which needs to be much broader-reaching and radical in its scope
and effect".

Dominic Robertson, Slaughter & May LLP was concerned that it was "difficult to reconcile the new tax with the
Government’s statement, in its thoughtful position paper on taxing the digital economy, that it does not believe
countries should have a general right to tax profits merely because end-user sales take place there. Isn’t that exactly
what the royalty withholding tax is doing?".
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Backroom technical issues a.k.a. how will it actually work?
Although these may be addressed by the consultation document which is expected on 1 December 2017, the proposals
raise a number of practical difficulties. In particular, Richard Sultman, Cleary Gottlieb Stein & Hamilton LLP noted
that "[w]ithholding is going to be imposed when the royalty payer has no UK taxable presence – how then will the
tax be collected and enforced?". James Hill, Mayer Brown International LLP thought that "it will be interesting to
see how the planned extension to UK withholding tax to “UK connected” royalties will work. A further extension to
the deemed UK source rules, for example?".

James Ross, McDermott, Will & Emery UK LLP thought that using concepts of “user-generated value” might "lead
the Government into dangerous territory". Ben Jones, Eversheds Sutherland LLP considered that "the key issue
going forward, and one of the stumbling blocks for the OECD in its BEPS work on the digital economy to date, is
how to operate a customer/user nexus tax system in practice".

Hatice Ismail, Simmons & Simmons LLP was concerned about "how the measure will interact with double tax
treaties". Jonathan Schwarz, Temple Tax Chambers noted the "stated intention is that the measure will be
consistent with UK treaties" and also remarked that this was " an improvement on other unilateral responses to
digital economy payments such as the Indian Equalisation Levy which operates outside treaties".

David Harkness, Clifford Chance LLP warned that it "seems likely to be a significant potential cost for non-UK
groups selling over the internet to UK customers and may put them at a disadvantage to UK sellers since the proposal
seems to be a tax on gross sales not net profits".

SDRT: no change but an award winner nonetheless
One of the few clear wins for business was the confirmation that HMRC will continue to not charge 1.5% stamp
duty and SDRT on issues of shares to overseas clearance services and depositary receipt issuers following Brexit. It
was described as a "quiet" announcement by Martin Walker, Deloitte LLP, who also wondered whether "it could
perhaps foreshadow a glimpse of the future trend with respect to the UK's approach to the impact of EU law on
UK taxes post-Brexit". Vimal Tilakapala, Allen & Overy LLP declared himself "heartened by the sensible approach"
taken by HMRC.

David Wilson, Davis Polk & Wardwell London LLP noted "a rare and welcome glimpse of post-Brexit certainty…
although, to quibble, the Budget announcement refers back to HMRC guidance based on the HSBC cases, even
though this now looks out of date following the recent Air Berlin decision".

By contrast, the absence of any announcement on the future scope of stamp duty was lamented by a number of critics.

EIS and VCT releases well received
A number of practitioners gave favourable reviews to the increased flexibility proposed by the government for
knowledge-intensive companies receiving investment under the EIS and VCT schemes. David Kilshaw, Ernst &
Young LLP gave the following rave review:
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"EIS will celebrate its 21st birthday in April 2018 by doubling the level of investment that
individuals can make into knowledge intensive companies from £1m to £2m … Entrepreneurs will
now love this tax break even more.”

However, there were concerns about the new "risk-to-capital" condition, a principles-based test to determine if, at
the time of the investment, a company is a genuinely entrepreneurial company. Tom Wilde, Shoosmiths LLP was
concerned that "the risk with all such conditions is if they are interpreted far more widely than intended and catch
genuine high-risk businesses". Ed Denny, Orrick, Herrington & Sutcliffe LLP agreed that taxpayers would need to
be "wary".

No red carpet for removal of indexation allowance
Given the nation's straitened coffers, the removal of the indexation allowance for corporate gains was an easy win.
Jeremy Webster, Pinsent Masons LLP said that the announcement was "being sold as a measure "removing the
anomaly" of indexation being available for corporates but not individuals, however it is an obvious revenue raiser
and nothing more".

Pete Miller, The Miller Partnership thought it was "interesting that in removing the indexation allowance from
companies, they will still be able to claim the accumulated indexation up to 31 December 2017, but no further
indexation will be given from 1 January 2018. This is in marked contrast to the treatment of individuals in 2008,
where the immediate abolition of the relief effectively doubled or trebled the latent gains in certain cases!".

A feel-good story for oil and gas
For the oil and gas industry, the introduction of a "transferable tax history" was a welcome development. Joshua
Critchlow, Freshfields Bruckhaus Deringer LLP commented that this would "help get assets in the right hands to
maximise economic recovery". Jenny Doak, Vinson & Elkins LLP agreed it was "big news", but cautioned that "a
huge collaboration effort will be required by the Government and industry to iron out all the details to make it work".

Employment, incentives, stagehands and gaffers
In the context of employment and incentives, the verdict was very much "wait and see". Sarah Cardew, Irwin
Mitchell LLP noted that "of interest in particular for our businesses, is the consultation on employment status in the
new year". This consultation, which is intended to make employment tests clearer, will plainly be very significant.
However, it is not expected until 2018.

In relation to share plans, the Budget was described as "fairly uneventful" (Michael Carter, Osborne Clarke LLP and
"relatively unexciting" (Nicholas Stretch, CMS Cameron McKenna Nabarro Olswang LLP).

However, one measure with immediate effect was the announcement of further amendments to the disguised
remuneration rules (including a new draft clause on redirected earnings). Adam Craggs, Reynolds Porter
Chamberlain LLP expressed his concern over "the prospect that the changes will be retrospective and lead to an
increased tax liability for a large number of taxpayers who carried out certain tax planning arrangements many years
ago".
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Depreciatory transactions: "You're only supposed to blow the [b*****]
doors off"
A number of commentators were irritated by the announcement that, with effect from Budget day, the value of
depreciatory transactions undertaken at any time must be brought into account on the disposal of shares in a
subsidiary company.

In particular, Jonathan Cooklin, Davis Polk & Wardwell London LLP wondered whether it was " really necessary
to increase the compliance burden on companies by lifting the six year block on depreciatory transactions".

Adam Blakemore, Cadwalader, Wickersham & Taft LLP: described the announcement as coming "out of the blue",
noting the resulting due diligence requirements and concluding that "[g]iven the relatively low revenue to be raised
by this measure … it is hard to see this change as anything other than a sledgehammer being used to crack a nut".

The cast of extras
A number of other measures were mentioned by practitioners.

Barbara Allen, Stephenson Harwood LLP noted the announced consultation on preserving entrepreneurs' relief for
shareholders whose holding is reduced below the normal 5% qualifying levels as a result of the issue of new shares,
hoping for "practical solutions for the many entrepreneurs that have fallen foul of this trap inadvertently". Colin
Kendon, Bird & Bird LLP also referred to the announcement, stating that "[t]he key message is the Government are
thinking of expanding ER …If ER is here to stay perhaps HMRC could now stop requiring standard ER planning
arrangements to be reported under DOTAS".

On pensions, Lesley Harrold, Norton Rose Fulbright LLP welcomed the lack of significant changes, and advised
that "pension savers should make the most of this reprieve".

In relation to R&D, David Ward, Johnston Carmichael LLP described the government announcement that the rate
of the main R&D expenditure tax credit would increase from 11% to 12% with effect from 1 January 2018 as "good
news for large companies and for SMEs in receipt of subsidies or claiming relief for contract R&D", although he
would have preferred additional clarity on the scope of the proposed advanced clearance service.

On partnerships, Martin Shah, Simmons & Simmons LLP thought that "many taxpayers can breathe a sigh of relief"
that the proposals intended to simplify the partnership regime did not do more damage.

Darren Oswick, Simmons & Simmons LLP referred to the announcement (entirely expected) that the government
will consult on extending the off-payroll working rules to the private sector. He anticipated that the introduction of
these rules mean that "private sector taxpayers engaging large numbers of contractors are likely to take a cautious
approach to such engagements and may choose to operate PAYE by default rather than wrangling with questions of
employment status and bearing the associated financial risk".

Andrew Goodman, Osborne Clarke LLP flagged the 2018 consultation on making the taxation of trusts "simpler,
fairer, and more transparent". He observed that "[t]his will seem strange to anybody who has attempted to read the
draft trust provisions published in September and due to form part of the 2018 Finance Bill. Whether they are fair
is anybody's guess but they are anything but simple and transparent."
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A box office success?
In the context of a "stormy backdrop of government instability and Brexit uncertainty" (Karl Mah, Latham &
Watkins LLP), the reviews of the Budget have not been too bad. Given the raw material available to him, the critics
have generally agreed that Fiscal Phil did a good job, certainly in terms of his delivery. However, whether this will
be enough to secure him or his government a re-run remains to be seen. This will in large part depend on the degree
of fiscal pain inflicted or contemplated by the forthcoming consultation documents and draft legislation.

That level of pain will depend primarily on the viewpoint of the sufferer. An entirely UK domestic corporate might be
perfectly at peace, currently, with the Autumn 2017 Budget. However, as Simon Letherman, Shearman & Sterling
(London) LLP observed, "Philip Hammond's comedy scriptwriters helped take the heat off him yesterday, but the
Budget was no joke for digital multinationals". Further, as pointed out by Matthew Hodkin, Norton Rose Fulbright
LLP, that same domestic UK corporate taxpayer "may not feel so relieved in five years' time if inflation soars,
imposing tax where there is no real economic gain". Daniel Lewin, MJ Hudson concluded that "[o]verall there is,
therefore, a level of uncertainty as to the full impact of the Budget".

However, in the event that the Chancellor fails to maintain his seat in the next general election, he might consider
pursuing an alternative career in the film industry or other dramatic arts.

Comments in full

Barbara Allen, Stephenson Harwood LLP
Predictably, the Budget was light on share plan and employee incentives related proposals. However, employment
status is still on the radar - are we on the verge of more radical income tax and National Insurance Contributions
changes to recognise evolving working practices? The Government announced it will publish a discussion paper in
response to the Taylor Review to explore long-term reform to the employment status test, no doubt in response to
the Uber and Deliveroo cases, amongst others. It will also, once again, consider reform to the operation of IR35,
this time in the private sector. Having retracted his reforms to NICs for the self-employed in the Spring Budget, the
Chancellor clearly has that group still within his sights. So it seems only a matter of time before the self-employed
and contractors are brought into the employment taxes net.

A product of the Government's recognition of the shift in working practices is the extension of the six month holiday
window for SAYE contributions to 12 months to allow employees on maternity and parental leave to pause savings
without their SAYE options lapsing.

On a different note, the Government intends to consult on preserving entrepreneurs' relief for shareholders whose
holding dips below 5% as a result of issues of new shares in connection with external fundraising. Let's hope any
consultation delivers practical solutions for the many entrepreneurs that have fallen foul of this trap inadvertently.

Philip Baker QC, Field Court Tax Chambers
The UK has a history of taking a public position to influence the direction of OECD work. The OECD has promised
proposals on the digital economy by April 2018; the UK is trying to influence the direction of that work. The UK
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proposes a long-term solution, hopefully developed through the OECD, and interim measures which the UK will, if
necessary, adopt unilaterally. There is a recognition that the BEPS project has failed to resolve the problem of the
digital economy and that new solutions are needed.

The UK's position is that the digital economy differs from the traditional economy because it creates value by
developing relationships with users. Solutions can, therefore, apply only to the digital economy. Long-term, this
would allow the state where users are situated to tax the profit from the user base "based on a metric that
approximates the value that the user base generates e.g. monthly active users" (para. 4.3). This would not require
a PE in the host state – the UK appears to be rejecting a deemed PE solution. Where the user base is in several
countries, the profit might be divided between states based on a metric, e.g. monthly active users (para. 4.6). That
looks like formulary apportionment.

An interim solution is required, however, because of public disquiet over the non-taxation of the digital economy.
This would involve taxing the companies directly on their profits, and not by a withholding tax, at a rate "sufficient
to raise material revenue" (para 4.10). Measures might be needed to avoid double taxation.

Interestingly for a UK Government paper, it recognises that the current US tax reform may resolve some issues, but
these proposals will continue regardless of any US reform. This is a clear challenge to US-based companies operating
in the digital economy.

Alex Barnes, Memery Crystal LLP
An unspectacular budget from a tax perspective but plenty of politicking. The SDLT changes were relatively
predictable albeit the changes to the taxing of non-UK residents owning UK property was more of a surprise. The
increased incentives to the growing technology sector and R&D will hopefully continue to entice new companies to
Britain whilst the uncertainty over Brexit looms for many other industries. The changes to Entrepreneurs' Relief and
the Substantial Shareholdings Exemption will at last tackle some of the discrepancies in these reliefs which have
been a barrier to investment or triggered unintended tax charges. The introduction of further tax anti-avoidance
legislation and the changes to the withholding tax regime on royalties will hopefully help the Chancellor to go some
way to balancing the books and no doubt appeal to the public.

John Barnett, Burges Salmon LLP
The most unexpected news in the Budget was the imposition of CGT on all UK real-estate for non-residents. Both
commercial real-estate and enveloped real-estate (where the shares in the company are sold) will be caught.

When the Government introduced non-resident CGT for residential property in 2015, one could see a certain logic
in this as the housing market was arguably over-heating. It is more difficult to see that the same logic applies to
commercial real-estate. At a time when the country needs a lot of infrastructure investment, one queries whether it
is the right time to deter foreign investors in this way.

The 12 year enquiry window for any tax return which includes offshore matters – even where the taxpayer has just
made a mistake - is also worrying. Clearly it may take longer for HMRC to review international matters, but equally
taxpayers need certainty that after a suitable period, things are closed. Tripling the existing 4 years doesn't – to my
mind – strike that balance.
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We often hear that tax is the price we all pay to live in a democratic society. This is certainly true for those who have a
vote. But for those who don't have a vote (e.g. companies, foreigners), the payment of tax is far more of a "contractual"
matter. In return for the investments which non-voters make, Governments implicitly promise stability and that –
when it comes to longer-term investments in the UK – any changes should be prospective and not retroactive. The
constant tinkering in the taxation of non-residents over the last few years does not really fulfil the Government's
side of this contract.

Other than that, lots of consultations – probably for fear of doing anything precipitate!

Sandy Bhogal, Mayer Brown International LLP
It seems that the UK has got a taste for being the first to move on BEPS matters. The position paper on the digital
economy is helpful in taking the debate forward but I would be curious to know how the OECD feel about it given
that the UK is contemplating an interim turnover tax. Especially as the OECD Digital Task force is some months
away from its own interim report. It reminds me of when the UK introduced the DPT before the OECD had the
chance to conclude its work on PEs, tax treaties and transfer pricing. And given that the upcoming Finance Bill will
contain a number of necessary changes to clarify the hybrid rules and corporate interest restrictions, that should
remind HMRC of the dangers in rushing the implementation of complicated legislation. But it is positive to see the
UK Government consulting on this issue and acknowledging that the solution needs to be internationally consistent.

The other big announcement was the changes to how offshore owners will be taxed on UK property gains where
they are not trading. Whilst the UK could argue that it has been out step with many other countries (including the
USA) in not taxing offshore property gains more generally, the proposal will cause some significant dislocation in
the property sector given the huge reliance on overseas capital. So HMRC would be wise to consult appropriately,
even though many of the key policy decisions have clearly already been made.

Adam Blakemore, Cadwalader, Wickersham & Taft LLP
For a Budget which the media has already hallmarked as being "middle of the road" and "steadying the ship", there
were still a considerable number of surprises in the Chancellor's Speech and the Budget documents.

Some of those surprises were accompanied by the distant rumble of the "Panama Papers" (and other tax
"loopholes" recently discovered by the media). These included the eye-catching announcement that, from April 2019,
withholding tax obligations will be extended to royalty and certain other rights payments made to some low or no tax
jurisdictions in connection with sales to UK customers, regardless of where the payer is located. The Government's
position paper on "Corporate tax and the digital economy" will repay careful study, and offers an insight into new
battle lines being drawn in the arena of digitally achieved tax base erosion.

Some surprises came out of the blue, such as the proposed changes to the depreciatory transactions legislation,
which will now require groups to due diligence the background to certain share disposals back to March 1982. Given
the relatively low revenue to be raised by this measure (only £55 million in the period 2017 to 2023), it is hard to
see this change as anything other than a sledgehammer being used to crack a nut.

And some of the Government's changes were more predictable, such as the announcement by the Government of
legislation to remove certain transitional provisions in the carried interest legislation in response to arguments that
disposals of partnership assets should be viewed as taking place prior the transition date of 8 July 2015 by reference
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to (among other identifying factors) economic and mechanical adjustments to the carry. Alongside such anti-
avoidance measures were a raft of changes to the regimes for hybrid instruments and corporate interest restrictions.
Practitioners can take little comfort in having warned HMRC that significant post-enactment amendments were
almost inevitable given the rapid passage of these regimes onto the statute books.

One is, however, left with the suspicion that even greater surprises are likely to be in store from "Spreadsheet" Phil
as the progress of the Brexit negotiations reaches its critical stage in 2018. One year from now, any of the surprises
conjured from the mountain of documents produced for this Budget are likely to look very bland indeed.

Elizabeth Bradley, Berwin Leighton Paisner LLP
The property industry is likely to be reeling from the sudden announcement to tax the gains of foreign investors in
UK commercial real estate, which is a U-turn from previous policy. However, it won't be a complete shock as foreign
investors are already taxed on their gains on direct sales of UK residential property. Also, in Autumn Statement 2016
the Government continued its focus on foreign investors by announcing the consultation to bring them within the
charge to corporation tax on their rental income, with all the good and bad that the measure brings – a lower tax
rate on rental income (19% reducing to 17% in April 2020 rather than 20%), but the foreign investors will become
subject to the corporate interest restriction and the restriction on carried forward losses. One piece of good news for
foreign investors was that they will not be subject to corporation tax until April 2020.

The step to tax commercial gains is a further levelling of the playing field between foreign investors and UK investors
in UK real estate. The consultation document shows that the Government is looking to level it fairly conclusively as
regards gains – indirect as well as direct sales will be caught; also foreign investors investing through UK funds and
foreign funds. Foreign investors resident in a jurisdiction where the treaty protects them will have a safe harbour.
But there will be anti-forestalling measures to stop treaty shopping and the rush to redomicile.

George Bull, RSM UK Group LLP
Budget giveaways and a missed opportunity

For a Chancellor under so much pressure, the 22nd November Budget statement was astonishingly generous.
Tax and spending give-aways raised concerns that stealth taxes might be hidden somewhere in the Treasury Red
Book. But there were none. Apart from headline tax increases, for example freezing the corporate indexation
allowance from 1 January 2018 and preparations for a new withholding tax on royalties paid to companies in low-
tax jurisdictions, there are plans to raise an additional £4.8 billion over the next five years through the continued
drive against tax evasion and avoidance. For this purpose, HMRC will receive an extra £300 million to make existing
measures stick.

The headline-grabbing proposal was the introduction of a new £300,000 SDLT threshold for first-time buyers. This
is one of a series of measures intended to solve the housing crisis. Those who had feared that the housing initiative
would include the reintroduction of development land tax will be breathing more easily: it did not feature in the
Chancellor’s proposals.

From a tax perspective, the main feature of the Budget proposals is a review of the way in which the tax system
addresses the digital economy. This undoubtedly requires overhaul as the existing tax rules don’t reflect the way
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digital businesses currently generate revenues across multiple jurisdictions, often without significant physical
presence.

Regrettably the Chancellor completely missed the opportunity to address the problem of the UK’s shrinking tax base.
With fewer people paying income tax, with fuel duties under threat from electric vehicles, with alcohol taxes also
likely to decline as drinking habits change, the Treasury urgently needs to be consulting on joined-up plans for what
the 21st-century tax regime will look like. At its simplest, who will pay how much tax on what? Mr Hammond has
left that to his successor.

Sarah Cardew, Irwin Mitchell LLP
The Chancellor proclaimed that this was a Budget in a time of change. That being said, there were not many
immediate changes announced apart from the one big announcement, the SDLT relief for first time buyers of
property worth up to £500,000. However, there were quite a few consultations. Of interest in particular for our
businesses, is the consultation on employment status in the new year. This is to make the status test for employment
tax and rights clearer. There was also a focus on house builders and encouraging the building of more homes.
However, the Government are to review the land banking activities of property and construction companies in order
to compel them to build on that land. It will be interesting to see how the Government proposes tacking this issue
in the new year.

Michael Carter, Osborne Clarke LLP
As expected, it was a fairly uneventful Autumn Budget for share plan practitioners. The announcement that
employees on maternity or parental leave will be able to take a 12 month break from saving into their SAYE Plan
(extended from the current maximum of 6 months) will be welcomed. Note that the change will take effect from 6
April 2018 and is to be set out in HMRC guidance - a useful reminder of the need for practitioners to keep up-to-
date with and follow guidance published in HMRC Manuals in the drafting and operation of tax-advantaged plans.

On wider employee tax issues, there was much speculation in the run up to the Autumn Budget about whether the
off-payroll working rules introduced last year (for engagements in the public sector) would be extended to the private
sector. It therefore came as no surprise that a consultation on how to tackle non-compliance in the private sector
has been announced. The discussion paper to be published in response to Matthew Taylor's review of employment
practices in the modern economy will also be awaited with interest by tax and employment lawyers alike.

Murray Clayson, Freshfields Bruckhaus Deringer LLP
"Stressed by digitalisation", and a new metric system.

Apart from the international tax framework, a broad range of multinationals are likely to be feeling a bit stressed by
the Government's "position paper" on "Corporate (NB not "corporation") tax and the digital economy" (see para 2.9
for the stress). The UK has been keeping a fairly low profile in relation to the EU's musings on tax and digitalisation.
One might have hoped that we would have been aligning somewhat with friends in Ireland, Luxembourg and others
in stout defence of the arm's length principle. The position paper is quite surprising, and as well as being somewhat
troubling, therefore. It manifests an alarming flirtation with turnover taxation: of the options under consideration
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"the most attractive is a tax on revenues that businesses generate from the provision of digital services to the UK
market" (para 4.10). Such a tax must be "non-distortive"; but at the same time it will be necessary to consider how
possible distortions "could be minimised". Hmm. The central concern is about "user participation" e.g. users of a
social media platform or users of an on-line marketplace. Apparently users "create material value for a business
through their sustained engagement and active participation" (para 3.16), and "user participation provides a valuable
and integral function" (para 5.6). This "contributes to the creation of the brand" (3.20), and the "user generated value
is not captured under the existing international tax law framework" (3.21). While multilateral reform, presumably
or ideally led by OECD, is desirable, "interim action" must at least be "considered" (but then the Government "will
take more immediate action" (1.6) – and the turnover tax is thought most promising to address "growing public
dissatisfaction" (4.10).

This is all laid out in the same place as repeated adherence to the proposition that a multinational "should be taxed
in the countries in which it generates value" [NB "it", not its customers, or "users"]. And "countries should have the
right to tax business profits [NB not turnover] derived from productive activities, enterprise and human innovation
in their jurisdiction, irrespective of where shareholders and customers are located" (2.7). Many of us can go along
with all that. And isn't that what the implementation of BEPS Actions 8-10 is all about? Nonetheless, the Government
"will introduce legislation seeking to tax profits that multinational groups make from selling products and services
to UK customers, where those profits have been transferred to an entity in a low-tax country which has been awarded
ownership of the group's intangible assets" (4.17). This is the new royalty withholding tax announced yesterday.

Despite traditional UK resistance to formulary apportionment, and attachment to the ALP, the Government appears
to view with equanimity long term reform embracing the "allocation" of profit to user locations "based on a metric
that approximates value that the user base generates", or "splitting a proportion of taxable income … between
jurisdictions in accordance with some user or market based metric as a proxy for value created" (4.3-6). "Metrics"
and "proxies" sound a bit formulaic, I would think.

There is an irony here in the leak yesterday (presumably not intentionally coordinated with the UK Budget) of the
latest draft EU paper on taxing the digital economy. This seems to indicate something of a compromise step back
from earlier strident announcements, with some deference to the arm's length principle. Then again, it remains the
case that an equalisation levy "should be assessed by the Commission".

Brenda Coleman, Ropes & Gray LLP
The timing of this fundamental change in the taxation of UK commercial property is surprising given the fragility
of the commercial property market as the UK leaves the EU and the increased tax burden on this sector as a result
of restrictions on the deductibility of interest. It is hoped that the consultation process will take account of the need
to attract foreign investment into this sector and the UK's participation exemption will provide some protection for
institutional investors.

Paul Concannon, Addleshaw Goddard LLP
The Budget speech was long on rhetoric (and attempted humour) but rather short on large immediate tax changes –
which was a relief. The biggest proposals are taxation of all capital gains derived from UK property by non-residents,
and the outline of where the Government wants to get to in reforming the international tax system to deal with
multinationals and particularly online businesses operating cross-border.
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The former proposal very much fits with the trend over recent years of extracting more revenue from the real estate
sector and closing perceived loopholes, and with the specific existing proposal to bring non-resident corporate
landlords within the scope of corporation tax in relation to rental profits. The initial reaction from interested parties
has not been very favourable, but it remains to be seen whether this actually has any effect on UK inwards investment
by capital-rich overseas buyers. For many, it may be the case that the prospect of paying tax on profits does not
seem particularly outrageous as long as there is no double taxation. The bigger point in the longer term may be the
introduction of the concept of a property-rich entity. A future Government may find it easy to use that to introduce
SDLT on what are effectively indirect real estate transactions – which might significantly reduce the attractiveness
of that type of transaction.

The consultation paper on the digital economy looks like an ambitious first step in reform of global tax norms that
have seemed increasingly dated in recent years. The points made about user-derived value are interesting (and may
hint at some type of formulary apportionment), but are perhaps easier to describe in general terms than they are
actually to implement in practice.

Jonathan Cooklin, Davis Polk & Wardwell London LLP
A fluent and adult performance from Philip Hammond hid a plethora of important changes to the corporate tax
system. Some of the technical changes announced are of immediate practical importance. Bringing licences of
new IP within a deemed market value rule (which currently only applies to "transfers" of new IP) is a measure
that has wider import beyond bringing symmetry to tax motivated transactions. The removal of the anomaly in
s.140 TCGA, whereby tax neutral intra-group transactions could trigger postponed gains, will likely facilitate pre-
BREXIT restructurings in some sectors. And for those who regularly advise UK headed groups on listing in the
US, confirmation of HMRC's current practice of not levying the 1.5% stamp tax charge will be especially welcome.
Continued tinkering to very recent additions to the tax code, such as the corporate interest restriction and anti-hybrid
regimes, is an unfortunate but necessary feature given the horrendous complexity of those regimes. One gripe: was
it really necessary to increase the compliance burden on companies by lifting the six year block on depreciatory
transactions? Finally, yet again, inflation proves a faithful friend for a Chancellor as indexation allowance for
companies bites the dust.

Adam Craggs, Reynolds Porter Chamberlain LLP
In relation to the extension of online marketplaces' liability for VAT fraud, the Government continues to clampdown
on underpayment of tax by online traders which it estimates costs the UK taxpayer £1.2billion annually. The changes
represent the continued efforts by the Government to create a level playing field for UK businesses given some
overseas businesses have been undercutting UK retailers by not paying the correct amount of VAT and duty to
HMRC. The measure will, however, impose an additional compliance burden for online marketplaces, such as eBay
and Amazon, to adopt appropriate systems to ensure that sellers using their sites are registered and are accounting
for VAT to HMRC.

In relation to disguised remuneration, the Government continues to focus on disguised remuneration tax avoidance
schemes and this is the latest measure in a raft of legislative changes in this area in recent years. Although the draft
legislation is awaited, what is of concern is the prospect that the changes will be retrospective and lead to an increased
tax liability for a large number of taxpayers who carried out certain tax planning arrangements many years ago. It
would appear that the Government wishes to ensure that all beneficiaries of loans from Employee Benefit Trusts fall
within the new disguised remuneration loan charge".
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Joshua Critchlow, Freshfields Bruckhaus Deringer LLP
There were three announcements in the autumn budget for the UK oil & gas sector. All of the measures are broadly
positive for the industry and are not intended as measures to raise tax, but rather are intended to facilitate late life
disposals of North Sea licence interests and provide clarity.

• Transferable tax history (TTH)– Following this year's initial consultation, it is a welcome announcement
that the Government will legislate for making ring-fence tax histories transferable effective from 1 November
2018. This will help close the "value gap" that can obstruct UKCS asset sales where, due to a lack of tax history,
a purchaser can find themselves with less tax relief for decommissioning costs than the seller. This will help
get assets into the right hands to maximise economic recovery. An outline of the proposed TTH rules has been
published today, and draft legislation is due in spring 2018.

• PRT relief for retention of decommissioning costs – The Government will consult on giving more
flexible PRT decommissioning relief, to assist sales of PRT assets where it is desired for the seller to retain the
decommissioning liability. Last year, HMRC issued a policy statement clarifying that decommissioning relief
for ring-fence corporation tax and supplementary charge is available where companies retain decommissioning
liabilities for sold assets. However, this structure does not work very well for PRT assets. Unlike corporation
tax, PRT tax history is already effectively transferred to the purchaser, with the consequence that it is
unavailable for sellers who retain decommissioning liabilities. However, the prospect of transferable tax
histories for corporation tax and supplementary charge may mean there is one less reason for sellers to retain
decommissioning liabilities anyway.

• Clarification that tariff income is within ring-fence – There has historically been some doubt over
whether third party tariff income in respect of non-PRT assets is within ring-fence taxation. It has been
announced that this point will be clarified so that all tariff income paid to licence holders will be within the
ring-fence. This will help progress the previously announced extension of cluster area allowances to allow
activation by tariff income. A policy paper has been published and a further technical note is to be published
on 1 December 2017.

Nick Cronkshaw, Simmons & Simmons LLP
The surprise announcement of the Budget was the decision to extend UK tax to gains made by non-resident investors
on UK commercial property. This is indeed contrary to the Government's previously stated intentions in relation to
the taxation of capital gains from UK commercial property held by non-UK resident corporates. When taken together
with the measures to bring non-resident companies within the charge to UK corporation tax on UK income and
gains from April 2020, this constitutes a major shake-up of the taxation of non-residents investing in UK property
and will likely lead to a significant erosion of post-UK tax returns for many non-UK residents from UK property
from April 2019 onward. In addition, the rules will be extended to catch indirect disposals where the entity disposed
of is "property rich". Whilst such a move may be justified by principle, it will do nothing to simplify the legislative
provisions necessary to provide for such a complex change.

Ed Denny, Orrick, Herrington & Sutcliffe LLP
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The Government has sent a message that they want to tackle the challenging issue of how to tax the digital economy.
The position paper recognises the need for international cooperation on this issue, but the proposed extension of UK
withholding tax for royalties paid by multinationals (details awaited) shows a clear willingness to act. Otherwise it
was good to see support for innovation with the increase in R&D tax relief and increase in EIS relief for investments
in "knowledge-intensive" companies (people will need to be wary of the new "risk to capital" condition though).

Jenny Doak, Vinson & Elkins LLP
Given the Government's stated desire for stability and fewer changes, the Budget included a surprising number of
significant changes for businesses hidden in the underlying papers, with the stand out announcement being bringing
non-residents investing in commercial property within the scope of UK tax.

The big news for the oil and gas industry made it into the Chancellor's speech. This is the introduction of a
"transferable tax history" mechanism for oil and gas producers, which has been the subject of significant consultation
with industry. It is described by the Government as a "world first". It will apparently be made available for deals on
or after 1 November 2018. The oil and gas industry will be pleased that the Government has made such an effort
on this, against the backdrop of the wider political picture. As this concept is unprecedented in UK corporation
tax, and given sensitivities on it being used for tax avoidance, the mechanism will inevitably be complicated. The
Budget does set out a number of key design principles by reference to which the measure will be legislated, but a
huge collaboration effort will be required by the Government and industry to iron out all the details to make it work.

Caspar Fox, Reed Smith LLP
Reading the tax announcements, you could be forgiven for forgetting that Brexit is looming large over the business
community. The message from the Chancellor was "business as usual", with little sign of the tax Budgit (Brexit
Budget) that many had hoped for.

The Chancellor has targeted certain sectors considered not to be paying their fair share of tax: digital businesses,
overseas investors in UK real estate, online marketplaces, the construction industry, and the list goes on.

The withholding tax measure on royalties feels like part of a considered and appropriate response to start tackling
the conundrum of how to tax the digital economy. I am not in favour of unilateral action where a multilateral solution
is clearly required, but at least by making it a customer-based tax this does not undermine the UK's attempts to
attract businesses to locate and invest here.

The most unadvisable measure was the seismic change of the tax treatment of overseas investors in UK real estate.
This seems ill thought out, and it goes against the Government's published aim to provide a stable environment for
investment in the UK. UK real estate will become a less attractive investment as a result, and I would expect several
investors to seek to sell their investments in that sector before April 2019. This measure may also result in more
UK REITs being set up.

Russell Gardner, Ernst & Young LLP
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A fundamental change to the taxation of UK property owned by non-residents was wholly absent from the
Chancellor's speech, but is to be consulted on with a clear intent to be introduced in April 2019. This is a seismic
change to the UK property landscape despite the modest expectations of additional revenue set out in the Red Book.

At a moment in time where the UK wants to attract more international capital for real estate and infrastructure
investment this will send a chill through the investor community.

Heather Gething, Herbert Smith Freehills LLP
Most interesting of the proposals are those affecting international taxation. The measures essential protect or extend
the UK tax base. Raising revenues from foreign companies enabled the Chancellor to deliver a feel-good budget for
voters, leaving more cash in the after tax pay-packet and yet deliver targeted tax reliefs to stimulate the economy.
The protective measures include the introduction of the Multilateral Instrument to give effect to the treaty changes
following the OECD BEPs project, the prohibition of a foreign PE to surrender prior year losses to a foreign affiliate
and then the UK head office seek to obtain credit for the foreign tax on the PE's current year profits, upgrading the
targeted anti avoidance measure for double taxation relief to bring into the frame connected parties who benefit from
the increased relief, and the proposal to make on-line sales platforms jointly liable for VAT in connection with on-line
sales of goods physically situate in the UK at the time of sale. The extension of the tax base to gains arising directly
and indirectly from UK situate real estate to non-UK resident companies after 22 November 2017 was inevitable,
following the imposition of capital gains tax on individuals owning UK residential real estate but the consultation to
be published on 1 December on the imposition of income tax on recipients of royalties paid by a UK company was
unexpected given the scope of the diverted profits tax and the controlled foreign companies legislation.

Andrew Goodman, Osborne Clarke LLP
The Budget contained very little of interest relating to private clients, although there was some good news for
entrepreneurs. They will benefit from extensions to entrepreneurs relief designed to protect those whose interests
are watered down below 5% by later investors. Those in knowledge intensive industries may also be helped by a
doubling of limits for EIS and VCT investments.

International clients with an interest in property are likely to suffer from the proposal to extend NRCGT beyond
residential property – a step that could have been predicted with the initial introduction of NRCGT. It might
be interesting to go back and look at the justification for the original limitation to residential property but the
explanation given yesterday for abolishing the distinction, that it aligns the UK with most other countries, was as
true back then as it is today.

Finally, the Budget document announced a new 2018 consultation on making the taxation of trusts "simpler, fairer,
and more transparent". This will seem strange to anybody who has attempted to read the draft trust provisions
published in September and due to form part of the 2018 Finance Bill. Whether they are fair is anybody's guess but
they are anything but simple and transparent. Any simplification is to be welcomed.

David Harkness, Clifford Chance LLP
There are two significant announcements in the budget today.
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The first relates to capital gains tax. The Chancellor announced the removal of capital gains indexation allowance
for companies (a tax on inflation!) but, more importantly, from April 2019 he intends to tax gains made by non-
residents on UK immovable property. This will make the UK a less attractive destination for foreign investors (in
particular investors investing in large commercial properties). The scope of this measure is not yet clear but it seems
likely to apply to direct disposals of property as well as disposals of interests that derive their value from property
such as JPUTs. At least there is an exception for certain institutions such as overseas pension funds.

The second big change is in relation to royalty withholding; from April 2019, withholding tax obligations will be
extended to royalty payments made to low or no tax jurisdictions in connection with sales to UK customers. The
rules will apply regardless of where the payer is located. This seems likely to be a significant potential cost for non-
UK groups selling over the internet to UK customers and may put them at a disadvantage to UK sellers since the
proposal seems to be a tax on gross sales not net profits. There may be enforcement issues with both these proposals
since some non-residents may be reluctant to pay the taxes.

Lesley Harrold, Norton Rose Fulbright LLP
Commentators who had concerns that the Autumn Budget 2017 would include yet further reductions to the tax-free
pension savings allowances will be relieved that the Chancellor chose not to change the annual allowance, which
stays at £40,000. There were also rumours that the higher rates of tax relief for pension contributions could be
withdrawn, and that a single, flat rate of tax relief would be introduced. This change also failed to materialise, as did
any remodelling of the current salary sacrifice system, so it was a quiet Budget for pensions.

As previously announced:

• the Basic State Pension will increase by the triple lock, meaning the increase will be 3% to reflect the increase
in the Consumer Prices Index (CPI), to £125.95 per week. The new full State Pension will rise by the same
percentage to £164.35;

• the lifetime allowance will increase in line with the CPI to £1,030,000; and

• the income tax personal allowance will be increased from £11,500 to £11,850 and the higher rate threshold
from £45,000 to £46,350.

These changes will all apply from 6 April 2018.

Also, as previously announced, legislation will be introduced to allow HMRC to register and de-register master trust
pension schemes and schemes for dormant companies

From April 2019, tax exemptions for employer premiums paid into life assurance and overseas pension schemes
will be widened. Tax relief will be "modernised" to cover policies when an employee nominates an individual or a
registered charity to be their beneficiary.

The lack of significant changes in this Budget has been welcomed by those who were hoping for a term of stability in
pensions law, and pension savers should make the most of this reprieve. The UK's finances are still under pressure
and the Government is committed to paying down the budget deficit. There are no guarantees that pension tax relief
will not be a target again in future, and scheme members, particularly those in the higher tax bands, should consider
increasing their contributions to make the most of their current tax free allowances.
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James Hill, Mayer Brown International LLP
Tax-wise, there is far more to the budget than the Chancellor's budget speech let on. As regards the consultation on
tax and the digital economy, it will be interesting to see how the planned extension to UK withholding tax to "UK
connected" royalties will work. A further extension to the deemed UK source rules, for example? The consultation
on taxing gains made by non-residents from UK (commercial) property is a fundamental shift in the UK tax system.
Its also somewhat disappointing given the approach taken in recent years (in relation to DPT and the transactions
in land rules) that pure investment in UK commercial property by non-UK residents was not in the Government's
sights. That has clearly changed.

Kevin Hindley, Alvarez & Marsal Taxand UK LLP
The announcement to tax non-residents on disposals of commercial property was a big surprise that will have a
fundamental impact on the real estate sector. Whilst to a certain extent this will only serve to put the UK on a similar
footing to other developed jurisdictions, the ability to exit investments tax free has long been a sacrosanct feature of
the UK environment. It is possible that this will have a detrimental effect on the overseas capital available to finance
the office buildings and shopping centres of the future. The timing seems odd given the uncertainty that Brexit has
created around inbound investment and it is even more unusual that the Chancellor did not choose to consult prior
to creating such a shockwave.

Other Budget measures were aimed at increasing housing supply including the announcement that first time buyers
will be able to claim an exemption from stamp duty land tax on their house purchases up to £300,000 (or for the first
£300,000 on purchases up to £500,000). This will be very welcome from those trying to achieve their first step on
the property ladder. However, over the last few years UK residential real estate has become a highly complicated asset
class and the system as a whole is in need of fundamental overhaul. In addition, fiscal and house building measures
alone are unlikely to fully address the shortage of housing stock in urban areas and more creative proposals, such
as micro-living units, should be given due consideration.

Matthew Hodkin, Norton Rose Fulbright LLP
Leaving aside the proposed changes to real estate taxation, this was very much an old school budget in that the
main value changes to the tax system were implemented by the freeze to alcohol and fuel duty and the abolition of
indexation relief for chargeable gains. This will come as a relief to corporate tax practitioners still trying to get to
grips with the corporate interest restriction, hybrid and loss relief rules. However, corporate taxpayers may not feel
so relieved in five years' time if inflation soars, imposing tax where there is no real economic gain.

Jonathan Hornby, Alvarez & Marsal Taxand UK LLP
On the Position Paper published on Corporate Tax and the digital economy:

The position paper broadly sets out the Government's intentions which are as follows:
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• to push for reforms to the international tax rules to ensure that value created by the participation of users in
certain digital businesses is recognised in determining where those businesses' profits are subject to tax;

• to explore interim options to raise revenue from digital businesses that generate value from U.K. users; and,

• to take unilateral action against those businesses (mainly targeting multinational enterprises) who achieve
low tax outcomes by holding their valuable intangible property in low tax countries where they have limited
economic substance.

The paper essentially represents HM Treasury’s UK specific position following feedback received on the recent
OECD consultation on the same topic. It is noteworthy that they have indicated that they would be prepared to take
unilateral action in tackling the tax challenges posed by the digital economy. There is of course a precedent for this
with the controversial Diverted Profits Tax ("DPT") and the Government is no doubt emboldened by the £1.35 billion
of DPT forecast to be collected by 2019.

On the decision to introduce a withholding tax on royalties paid to low taxed jurisdictions in respect
of sales to UK customers:

This measure is yet another attack on the structures employed by intellectual property rich businesses with
significant sales in the UK but limited taxable profits - in particular those operating online. As well as structures
already under attack from a Diverted Profits Tax ("DPT") perspective, I anticipate that this measure could raise
revenues from structures that have escaped DPT. The proposals raise the prospect of the UK seeking to tax payments
made between non-UK resident companies and other third country jurisdictions with which the UK does not have
a tax treaty. This raises some difficult questions around the collection and enforcement of the tax.

Hatice Ismail, Simmons & Simmons LLP
An unexpected measure included in the Budget was the announcement that royalties paid in connection with sales
to UK customers to a no/low tax jurisdiction will be brought within the scope of UK withholding tax, irrespective of
whether the company paying the royalties has a presence in the UK. The measure, intended to level the playing field
for "digital and bricks and mortar" businesses and raise £800 million by March 2023, will be introduced with effect
from April 2019. These proposals raise some obvious questions which are still to be answered, such as how the UK
will seek to enforce this withholding tax where neither the payer nor the recipient of the royalties has a presence in
the UK. The Government is equally coy about how the measure will interact with double tax treaties, merely stating
that "it will respect the international obligations in the UK's tax treaties in the application of the measure". There will
at least be a period of consultation on the detail which will provide an opportunity to examine these difficult issues.

Ben Jones, Eversheds Sutherland LLP
The stand out announcement for me was the proposed extension of royalty withholding tax to royalties paid to a low
tax jurisdictions, regardless of whether the payer has any presence in the UK. This could be a game-changer for the
digital economy and the start of a fundamental shift in traditional taxation models – away from physical presence
toward customer/user value generation. Although the proposed extension appears narrowly targeted at specific, but
not uncommon, structuring, this proposal reflects the general direction of thought on the taxation of new business
models in the digital age and, as is clear from the Government's position paper also released on Budget day, is only a
first step on the road to updating both the UK and international tax system. The key issue going forward, and one of
the stumbling blocks for the OECD in its BEPS work on the digital economy to date, is how to operate a customer/
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user nexus tax system in practice. The consultation process for this new proposed withholding tax should be very
interesting, giving an insight into the Government's views on how this type of tax can be calculated and, perhaps
most importantly, how the tax can be collected and enforced on a cross-border basis.

Geraint Jones, Berg Kaprow Lewis LLP
After all the pre publicity the 2017 Autumn Budget turned into a rather timid affair. There was no cut in the VAT
threshold or a reductions in the tax breaks surrounding pensions or any increase in income tax or NIC. In fact there
was very little to upset anyone. So much for the rumours circulating on Fleet Street!

Indeed if you are a first time buyer of a residential property worth less than £500,000 then a rather attractive stamp
duty land tax break has been introduced which coupled with significant infrastructure spending promises might
mean that you will look back on the Budget quite fondly.

Most of our clients would have heaved a sigh of relief that they were not the subject of any punitive tax charges.
However don't hold your breath. A raft of consultations across a wide range of subjects have been announced so
there are undoubtedly more taxes increases coming in the future.

However for the time being the Chancellor appears to have delivered a largely uncontroversial speech, which whilst
not making him many friends probably has not made him many enemies either.

Erika Jupe, Osborne Clarke LLP
The Chancellor's Budget sends out some mixed messages to overseas companies who want to do business in the UK.
The Digital Economy Position Paper makes it clear that, whilst the UK will remain a "low tax economy", overseas
companies will be expected to pay tax "commensurate with the value they receive from the UK". Proposals to
introduce unilateral measures – such as WHT on royalties and joint and several liability for unpaid VAT for on-line
sales platforms – outside of the BEPS process means that such charges could be implemented swiftly. Consumer
sales look set to become the new tax battleground for multi-nationals.

Alex Jupp, Skadden, Arps, Slate, Meagher & Flom LLP
Taxation of the digital economy has been a popular recent conundrum in the international tax space and it is,
as anticipated, a focus of the Budget. HM Treasury's position paper recognises that these complex issues require
multilateral discussion while threatening further unilateral action absent sufficient progress. In the meantime, we
will have a new withholding obligation imposed on payments of royalties to low-tax jurisdictions in connection with
sales to UK customers. Is this new and rather blunt tool a(nother) sign that the diverted profits tax is poorly targeted?

The UK tax net will also be widening from 2019 for non-resident investors in all forms of UK real estate: the result of
this radical, if not entirely unexpected, policy change will see gains arising to non-resident investors from disposals
of UK real estate or from interests in vehicles rich in UK real estate being subjected to tax in the UK.

Finally, in a Budget of somewhat depressing numbers, just under 50% of the £4.8 billion forecast to be raised by
tax measures by 2022-23 derives from an additional £155 million investment in resources and new technology for
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HMRC. That is certainly an ambitious return on investment and one that heralds a continued increase in enquiries
and disputes over the coming years for all taxpayers.

Colin Kendon, Bird & Bird LLP
The good news is the Government will consult in the spring of 2018 on extending entrepreneurs' relief where holdings
drop below the 5% due to raising new money through share issues. The key message is the Government are thinking
of expanding ER. The change in HMRC practice in October 2016 to require standard ER structuring to be reported
under DOTAS was supposedly to allow HMRC to gather "reliable" information as to how ER is used in practice with a
view to assessing whether it is worth the £4 billion or so annual cost. One can only assume they are now satisfied ER
represents good value for money after all - otherwise why would the Government now want to expand it? If ER is here
to stay perhaps HMRC could now stop requiring standard ER planning arrangements to be reported under DOTAS.

David Kilshaw, Ernst & Young LLP
Tax breaks for those "in the know"

Since its introduction in 1993, companies have raised over £16.2b under the Enterprise Investment Scheme ("EIS")
and the Chancellor's changes today help refresh this relief for the future. Born in 1993, EIS will celebrate its 21st
birthday in April 2018 by doubling the level of investment that individuals can make into knowledge intensive
companies from £1m to £2m. Such companies can now raise up to £10m.

EIS will continue to provide a powerful tax break for tech companies. Entrepreneurs will now love this tax break
even more.

Michael Lane, Slaughter & May LLP
This Budget has something of a scrabbling down the back of the sofa for loose change feel to it, particularly
with regards to freezing indexation for corporation taxpayers with effect from January, 2018. When Alistair
Darling announced the abolishment of taper relief for individulals in 2007, it was under the banner "Fairness and
opportunity for all" and the removal was part of a simplification measure that cost the Exchequer overall. Yes, you
might pay tax on an inflationary gain, but you would do so at a lower rate. Now "fairness" means that if individuals
are taxed on inflationary gains, so should be companies, even if the corporation tax rate on income and gains is the
same. Whilst removing the 6 year limit from the depreciatory transactions rules has a bit more logic to it, it has been
around for ever and many groups will find they have insufficient records to be able to identify historic depreciatory
transactions on longheld shareholdings. One (small) saving grace is that those of us worrying that the 1.5% SDRT
charge on issuing shares into clearance and depositary receipt systems would spring back into life on Brexit given
that it is still on the statute book and only held in abeyance by the EU Capital Duties Directive have been told we
can sleep easy, it won't be rising phoenix like from the Brexit ashes.

Jonathan Legg, Mischon de Reya LLP
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The current CGT exemption for non-UK resident investors in UK commercial property has long since been under
siege, given the annual raft of changes to the UK tax code governing UK residential real estate. The Government
has now decided to kick the front door in from April 2019: non-resident investors in UK commercial property will
have to factor in UK tax on capital gains arising on disposals (including share disposals) from April 2019 – and
this is a big change. The proposals are still being consulted on, but the Government has made it clear that the core
aspects of these changes are going to come into force, so it is only really consulting on the detail. It is not only non-
UK resident investors in commercial property who will be hit. For example, the current CGT regime for residential
property provides an exemption for "widely held" non-resident companies – this carve out will be removed as owners
of residential property in those circumstances will simply be subject to the same rules as those owning commercial
property. Will the changes make the UK less attractive? The answer is clearly yes from a tax point of view, but the
impact on behaviour will remain to be seen. Will it drive more investors onshore, in search of tax efficient vehicles?
For example, Real Estate Investment Trusts and PAIFs will be extremely attractive vehicles, assuming that the
Government does not seek to tinker with the tax benefits associated with their ring-fenced property investment
businesses.

Simon Letherman, Shearman & Sterling (London) LLP
Philip Hammond's comedy scriptwriters helped take the heat off him yesterday, but the Budget was no joke for
digital multinationals. The proposed extra-territorial royalty withholding means they will have to look hard at their
structures over the next 18 months, even those with sufficient substance to fall outside the diverted profits tax. And
all the more so if other countries follow suit. Prompting restructures is perhaps the point: it is striking that this WHT
is projected to raise far less revenue than simply beginning to tax the slice of corporate gains attributable to inflation.

The position paper on the future international tax framework for the digital economy makes some quite thoughtful
points. Reading between the lines, one can see why the Treasury likes the idea that it should be able to tax value
created for foreign digital platforms in passing by their UK platform users – we have quite a lot of those. While at the
same time stoutly maintaining that the current system, in allocating primary taxing rights to the UK when products
generated here are sold to customers abroad, has got it completely spot on (which, of course, it has).

Daniel Lewin, MJ Hudson
A fair number of yesterday's Budget measures were simply announcements of intended changes or consultations, or
confirmations of changes that had previously been announced. We also need to see the Finance Bill when it comes out
in early December to assess the impact of some of the new measures. Overall there is, therefore, a level of uncertainty
as to the full impact of the Budget. However, with some exceptions (most notably, the attack on offshore property
investment structures) it does not appear to be a particularly aggressive Budget, and - with the same exceptions - the
message is more one of maintaining the overall status quo rather than causing upheaval at a time when the economy
is facing fundamental challenges elsewhere, primarily from Brexit. Which seems the right course of action, apart
from those exceptions.

Karl Mah, Latham & Watkins LLP
Against a stormy backdrop of Government instability and Brexit uncertainty, the 2017 Budget was always unlikely
to rock the boat. The Chancellor chose not to launch a sweeping attack on "tax avoiders" in light of the public outrage
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over the Paradise Papers, with the announcements in this area instead being targeted at specific perceived abuses.
It was positive to see some thinking being done around the key areas of real estate taxation and the digital economy,
though there is clearly still a long way to go before tax policy in these areas is adequate to address the challenges
ahead. It was also positive to see confirmation that HMRC will not seek to reintroduce the 1.5% stamp tax charges,
given the uncertainty this has caused on recent deals and the post-Brexit imperative for the UK to appear "open
for business". On the other side of the coin, tax practitioners will have mixed feelings around the raft of technical
changes that were announced with respect to recent new legislation: great that HMRC is willing to address drafting
defects and unintended consequences, but the need to do so is surely an indictment of HMRC rushing the legislation
through without proper time to get it right from the outset.

Pete Miller, The Miller Partnership
There doesn't seem to have been much action on the corporate tax side in this Budget, which given the massive
changes over the last few years is something of a relief. If anything, the picture from a corporate perspective is of
tinkering around the edges and fixing things, rather than making any major changes. For example, the complicated
regime for hybrids brought in by Finance Act 2016 and the even more complex regime for restricting the interest
deductions for companies, which only gained Royal Assent a week ago, are both being technically amended in order
to make sure that they work properly. This is not a suggestion of incompetence on the part of the original drafters,
but rather a reflection of the complexity both of the U.K.'s tax code and of the commercial world in which it operates,
in that however hard all the stakeholders work, the fact is that complicated regimes like this will impact commercial
transactions in a way that was not intended in some cases. It is, therefore, only common sense that those bits of the
regimes that don't work should be fixed as soon as possible.

Probably the most noticeable amendment was the removal of indexation allowance from companies. Indexation
allowance was originally introduced at a time of relatively high inflation, to allow you to index link the price of assets
between the date of purchase and the date of sale, so that capital gains tax or corporation tax on chargeable gains
would, in effect, only tax the genuine increase in value of an asset, not simply the inflationary increase. The indexation
allowance for individuals and others who do not pay corporation tax was repealed in 2008, from 31st March that year,
so that, for all future gains, no indexation allowance could be given. It is interesting that in removing the indexation
allowance from companies, they will still be able to claim the accumulated indexation up to 31 December 2017, but
no further indexation will be given from 1 January 2018. This is in marked contrast to the treatment of individuals
in 2008, where the immediate abolition of the relief effectively doubled or trebled the latent gains in certain cases!

The other point of particular interest is that, hidden away in the Red Book is a promise to consult on the regime
for intangible fixed assets. The regime for companies owning intangible assets is that, in many cases, the cost of an
asset can be amortised or impaired for tax purposes. There are also a series of reliefs and exemptions from taxation
which largely mirror the rules applicable to tangible assets within the capital gains regime for companies. One of
the areas that has been a problem for some years, however, is that some of the new reliefs from corporation tax on
gains, such as the amended degrouping charge and the substantial shareholding exemption, are not mirrored in the
intangible assets regime. This means that the reliefs, which were intended to apply across the board, only apply to
companies with older trades, and not with new trading companies with substantial goodwill. We have made many
representations to HMRC on this point, and we can only hope that the proposed consultation will address some of
these concerns, albeit many years later than we would have hoped.

Wendy Nicholls, Grant Thornton UK LLP
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Philip Hammond's announcement on the extension of withholding tax to royalties paid on sales to UK based
customers (even where the payer is non-UK) is a move to modernise the tax system to cope with digitalised
businesses that don't have a full physical presence here.

The measure is due to be implemented in April 2019 and is forecast to raise only £800m over four years. Although
small in economic terms, it may be seen as enough to "nudge" some multinationals towards changes.

There is also a consultation on wider taxation of the digital economy, with an implication that the UK may act alone
if the international community moves too slowly. This is concerning, as it diverges from an international consensus
approach.

There are also echoes here of the UK's own infamous Diverted Profits Tax (DPT), which imposes a higher rate
of corporation tax on profits diverted out of the UK. The budget papers defend DPT; however, it has raised little
revenue, and HMRC statistics on this area are inflated by including savings from changed behaviour and because it
is a "pay now, argue later" tax. Even so, 60 inspectors have been hired/redeployed to tackle potential DPT cases.

The UK has to tread a fine line between being seen to be tough on multinationals and showing it is open for business,
particularly as we prepare for a post-Brexit economy. Innovative businesses are attracted here due to the even-
handed approach of our tax regime. The UK prides itself on being at the forefront of international efforts to tackle
Base Erosion and Profit Shifting. Currently, the OECD is also looking at taxation of the digital economy and the UK
is an active participant there. We believe now is the time for the UK to be working alongside other countries in a
concerted way, rather than going it alone.

Patrick O'Gara, Baker & McKenzie LLP
The Chancellor of the Exchequer gave significant prominence in his speech to the announcement that the UK's
royalty withholding tax rules will be extended, yet again, to target situations where royalties are paid to a low-tax
foreign IP company by a foreign principal company in connection with its sales of goods or services to UK customers,
where that foreign principal has no taxable presence in the UK - effective from April 2019. The proposal is not
confined to businesses in the digital economy, but has been positioned as the first of a broader range of more radical
measures that will target that sector in particular.

This announcement comes little more than a year after the last major overhaul and extension of the UK's royalty
withholding tax and DPT rules in the Finance Act 2016, which gave those rules real bite. Despite their breadth,
the 2016 changes had no discernible impact on supply chain arrangements involving a base-eroding royalty where
a foreign principal was selling goods or services to UK customers directly, with no UK-based support, or where a
foreign principal was selling goods or services to a related distributor in the UK. The Treasury highlights the first
of these examples as a target of the legislation, but there is no immediately obvious basis on which to differentiate
the latter from a policy perspective. The 2016 reforms prompted many groups to consider moving from relying on
UK sales support and marketing operations or commissionaires to a buy/sell distribution model, whilst maintaining
their IP structure. Having no doubt observed the behavioural impact of the 2016 changes, the Treasury appears to
consider that further action is required which needs to be much broader-reaching and radical in its scope and effect.

Whereas the 2016 changes were focused exclusively on royalties paid in connection with activity in the UK which
contributed to the generation of sales of goods or services to customers, those customers could be based in the UK or
overseas. Yesterday's changes are targeted exclusively at royalties attributable to sales to UK customers, irrespective
of whether the activity contributing to the generation of those sales is actually taking place. So, if nothing else, the
measure will go a little way towards neutralising the negative impact that last year's changes had on the UK's position
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as a competitive place to do business, given the enhanced risk and potential cost that locating functions in the UK
could bring.

Darren Oswick, Simmons & Simmons LLP
In April 2017, the IR35 rules for engagements in the public sector were reformed to require the public sector end
client (rather than the individual's personal service company) to determine whether or not the individual would
be an employee absent the personal service company, and if they would, the public sector end client must account
for income tax and National Insurance contributions by way of deduction from payments it makes to the personal
service company. The Government is clearly pleased that public sector compliance with the intermediaries rules
is improving as a result of this change and has, therefore, decided to undertake a consultation on tackling non-
compliance in the private sector, including, almost inevitably, making equivalent reforms to the IR35 rules applicable
to private sector arrangements. Assuming this change is ultimately made, private sector taxpayers engaging large
numbers of contractors are likely to take a cautious approach to such engagements and may choose to operate PAYE
by default rather than wrangling with questions of employment status and bearing the associated financial risk.

Andrew Prowse, Fieldfisher LLP
"A future that will be full of change; full of new challenges and above all full of new opportunities", so said the
Chancellor (perhaps reflectively).

Well, foreign investors in UK property will agree with the first two of those, and may see the opportunities arise
from investing elsewhere, owing to the consultation to tax their direct and indirect gains from UK property from
April 2019. This will likely be a big tax raiser over time, although the 2019 rebasing may soften the blow for existing
investments. Much of our skyline is owned by, and was built with money from, foreign investors and only time will
tell whether the new regime, coupled with the headwinds the UK is already facing, will reduce investment in UK
real estate.

The allied proposal to tax UK property income received by offshore companies under the corporation tax regime
rather than to income tax, so that a reduced tax rate applies but so do rules like the corporate interest restriction,
will no doubt help some and hinder others.

UK investors were not immune, and arguably the bigger story is the freezing of indexation allowance for disposals
from 2018, raising very significant extra tax on the treasury projections.

Bricks and mortar investors have been a frequent target in recent budgets. The new tech order was not spared though,
with a new withholding tax proposed on royalties paid to low tax jurisdictions relating to UK sales in 2019. We await
the consultation to find out exactly how that will operate.

Alan Rafferty, Freshfields Bruckhaus Deringer LLP
Framed as a consultation, but with the scope, commencement date and key features said to be already "fixed", the
move to tax non-UK residents of all kinds on gains accruing after April 2019, whether realised directly or indirectly,
from all UK land has already been called deeply concerning by the BPF. When combined with the shift to taxing
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UK rental income arising to corporate non-UK resident investors to corporation, rather than income, tax (bringing
rules including the interest barrier and carried-forward loss restrictions into play, the latter particularly relevant to
developer investors), it forms a major change to the taxation of overseas investment in UK real estate – especially
commercial real estate.

The Red Book mentions targeted exemptions for institutional investors. These are not expressly referred to in
the consultation document, which only mentions the SSE (noting the Finance (No. 2) Act change for institutional
investors here) and other existing exemptions, so the potential significance of these is a little unclear.

There will be points around computation of gains on an indirect disposal, including computation of base cost for
these purposes, and how losses may be used. Those may influence structuring of developments of UK property by
overseas investors. The Government is plainly alive to the treaty overlay, with an anti-forestalling ruling applying
from Budget Day and a new TAAR, both focussed on treaty shopping until treaties (such as the one with Luxembourg)
can be changed.

The seemingly quite low estimated yield from the change is presumably largely down to the rebasing, but it would
be interesting to know what assumptions have been made as to the impact of the change, and possibly Brexit, on
transactions.

Now that this change has been announced, the lack of an SDLT charge on indirect disposals of UK land may begin
to seem more anomalous.

Dominic Robertson, Slaughter & May LLP
Royalty withholding tax

The royalty withholding tax changes announced by the Chancellor mark a third major UK tax change in the last
three years for technology companies, which seem to have overtaken banks as the preferred source of vote-winning,
revenue-raising measures for the Government.

In one sense, the royalty withholding tax changes are merely an extension of the withholding tax rules enacted in
2016, though you might not have inferred this from the prominence given to the new rules in the Chancellor's speech.
The 2016 rules imposed withholding tax on royalties paid to low-tax jurisdictions where products were sold into the
UK through commissionaire or sales support structures, but not where the group has a UK distributor which buys
and sells products on its own account. The new rules, which will apply from April 2019, will remove this distinction,
so that sales in the UK will be subject to royalty withholding tax regardless of the group's internal route to market.

Given that "double Irish" IP structures will need to be closed down in 2020, however, the revenue-raising impact of
these measures may be short-lived. And it is difficult to reconcile the new tax with the Government's statement, in
its thoughtful position paper on taxing the digital economy, that it does not believe countries should have a general
right to tax profits merely because end-user sales take place there. Isn't that exactly what the royalty withholding
tax is doing?

James Ross, McDermott, Will & Emery UK LLP
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A reasonably quiet budget for corporates unless they are digital marketplaces or similar businesses, who face joint
and several VAT liability for sales over their platforms in the short term and potentially a whole new corporate tax
system down the track. The idea of trying to tax "user-generated value" is inventive and reasonably tightly-defined,
but could lead the Government into dangerous territory. If it takes the view that value derives from having access to
a particular national market and can be taxed accordingly in the absence of a traditional permanent establishment,
other countries may feel at liberty to argue the same: and may not feel constrained to apply this principle only to
digital platforms. In the long run, this could result in more creditable foreign tax on the foreign sales of UK-based
multinationals, and cost the UK as much tax as it raises. In the interim, we will see a withholding tax on non-UK
source royalties attributable to UK sales: it will be interesting to see how HMRC proposes to enforce a withholding
charge on companies with, potentially, no UK nexus at all. All in all, a reminder that the remaking of the international
tax system started by the BEPS project is far from finished.

Charlotte Sallabank, Jones Day
The Chancellor's speech gave very little indication of the large number of significant tax changes proposed – some
positive, others not. There are a lot of big issues in this budget for business.

The confirmation that the 1.5% stamp duty and SDRT charge on issue of shares into clearance services or to
depository receipt issuers will not be charged post Brexit is welcome news, and for small businesses so is the decision
not to reduce the VAT registration threshold. The tidying up of some drafting defects in the anti-hybrid legislation
is also welcome news. The freezing of indexation relief at 31 December 2017 will have an impact in the future for
business.

The widening of withholding tax on royalty payments will have wide reaching implications and is one to watch. The
proposal to tax all gains made by non-residents on disposals of UK real estate is a very significant change and will
affect a large number of businesses. This, coupled with the introduction of corporation tax on property income and
gains of non UK resident companies, is likely to bring about a big shake up in the UK real estate market and is likely
to provoke much industry concern.

Chris Sanger, Ernst & Young LLP
Autumn Budget 2017: More tax measures than you can shake a stick at

As the first Budget post-election, Chancellors past would have taken the opportunity to make the fundamental
changes to the tax system that they longed for. But this year is different, both with the harsh memories of last Budget's
National Insurance Contributions reversal, and with a minority Government. This led to Hammond focusing on
many small measures rather than any big announcement. No fundamental changes here.

With tax making up more than half of the measures announced, the total tax reduction was just over £7bn for the
six year period, compared to £18bn splashed out on spending give-aways. But with the 60% of the "tax cut" being
the freezing, yet again, of fuel duty, something that will be invisible to many, the rest of the changes were small in
magnitude.

Included in the remaining £3bn were 12 anti-avoidance measures which funded the other give-aways, particularly
those on Business Rates, and Stamp Duty Land Tax for first time buyers of properties under £500,000. On the tax
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raising side, the abolition of indexation from January 2018 and the move to tax non-residents on disposals of all UK
real estate came as a surprise, particularly at the time when the UK wants to attract international investment.

Overall, this was a Budget full on measures, but also full of consultations: today saw the announcement of
consultations on PAYE, trust and extending off-payroll working to the private sector. This will now set the Christmas
reading list for many as we await further publications from the Treasury.

Off-payroll workers: Public companies no longer more moral than the private sector?

The Chancellor will consult on extending the off-payroll workers rules to the private sector, risking disruption in
the contracting market. The rules, which currently only applies to public sector companies, apparently on the basis
that the public sector has to operate to a higher moral standard, would now apply across the board. Under these
rules, which have been problematic in operation, the burden falls on the end user, rather than the contractor. With
18 months before the new rules apply, this is going to raise many questions about how the contractor market will
operate in the future. The measure may not be intended to go beyond disguised employment, but the challenge will
be to deliver a regime that doesn’t undermine the UK's digital future by deterring contractors and others who will
play an important role in our new economy.

Jonathan Schwarz, Temple Tax Chambers
Digital economy payments

The proposal to extend UK withholding tax to royalties paid by a non-UK resident company to another non-resident
company in a no or low-tax jurisdiction if the royalty is "in connection with" sales of products and services to UK
customers is advanced as a short term response to multinational groups selling to UK customers, where the group’s
intangible assets are in such a jurisdiction. In the longer term, international consensus though the OECD BEPS
project is seen as the solution. This signals UK concurrence with the move to a more territorial basis of corporate
taxation. The exact nature of the factors that connect the royalty with the UK territory are as yet unknown. While
the consultation document states that the mere consumption of goods or services in a country should not, itself,
give that state taxing rights, the thrust of the proposal makes such consumption a core connecting factor. The target
appears to be groups selling acquired goods online, selling digital content, software or services.

The stated intention is that the measure will be consistent with UK treaties. That is an improvement on other
unilateral responses to digital economy payments such as the Indian Equalisation Levy which operates outside
treaties. It has long been UK tax treaty policy to seek to eliminate withholding taxes on royalties and around a third
of UK treaties have a zero rate on such payments.

Martin Shah, Simmons & Simmons LLP
Following adverse feedback to its original consultation, the Government removed or modified a number of the
more egregious proposals to "simplify" the partnership tax regime. However, the Government continued to propose
changes to the basis upon which profits were allocated for tax purposes, broadly to bring these into line with
the allocation of accounting profits. This again drew adverse comment, given the range of commercial situations
that could be affected by the proposed change. It seems from the Autumn Budget 2017 documentation that the
Government does not now intend to make this change. Instead, the Budget pack refers to four measures, dealing with
nominee and bare trustee partners, chains of partnerships (looking up and down) and simplifying tax compliance
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for investment partnerships. As regards profit allocations, the suggestion is that the partnership tax return should
be determinative, subject to the new dispute resolution mechanism where a partner wishes to challenge the basis of
allocation of profits or losses. Assuming that is all that is now proposed, for which we will have to await publication
of the draft legislation on 1 December, many taxpayers can breathe a sigh of relief…

Simon Skinner, Travers Smith LLP
Another year, another loss in the Travers' Budget speech sweepstake, although why I am surprised at how long a
silence a politician can fill, I don't know. I was left with an impression of lots of words but not that much substance.
Not that that is necessarily a bad thing given the amount of change in recent years.

Two more interesting announcements:

• Extending tax on non-residents holding UK real property to include commercial property. It seems a surprise
the Phil did not mention this in his speech, with political capital available for a measure extending the tax
base "offshore", and the connection to certain offshore arrangements highlighted through the Panama and
Paradise papers. It will be important for the indirect disposals of property rich companies to be manageable
in practice, but this is hardly a new issue (internationally speaking) and other jurisdictions have found more
or less workable solutions.

• The UK continues to grapple with the issue of how to tax the digital economy. While there is a clear political
imperative to rebalance taxing rights as against digital multinationals, the position paper acknowledges that
real progress will be terrifically difficult without international consensus, and that is unlikely to arise before
the OECD's Taskforce on the Digital Economy reports next year, if even then.

James Smith, Baker & McKenzie LLP
Given the changes made over the past few years to level the playing field in respect of the taxation of UK property
as between UK residents and non-UK residents, the Government's announcement that it plans to fundamentally
change the taxation of gains arising to non-UK residents from the disposal of UK property (both residential and
commercial) from April 2019 was not wholly unexpected.

The Government's plan is that gains arising to non-UK residents on the disposal of UK property will be subject to tax
in respect of gains that have accrued after April 2019 (i.e base costs will be revalued to market value as at April 2019).
This will also apply to disposals of shares in land-rich companies and anti-forestalling measures will be introduced
with effect from today to prevent restructuring pre-April 2019 to make use of Treaties that would prevent the UK
imposing the tax. The Government has also confirmed plans to bring non-resident companies within the scope of
corporation tax in respect of rental income from April 2020.

These changes will greatly reduce the attractiveness of using offshore companies to hold UK real estate and it would
not be surprising to see the Government look to extend SDLT to the transfers of shares in land-rich companies in
the future to remove any benefit in holding a UK property through an offshore company.

Nicholas Stretch, CMS Cameron McKenna Nabarro Olswang LLP
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Share plans have now become a relatively unexciting area of the Budget after a few good years (though even then
many changes in the busy years had previously been flagged). This year’s only change is to allow people on statutory
parental leave to pause their SAYE savings for up to 12 months (as opposed to 6 months at the moment). This is
good for employees, although I am not sure all companies will welcome the extra administration that will come with
this, pushing option exercise dates out by up to a year. The announcement is still quite broad brush and so there
are still a few things to sort out on this, including trying to push the proposal so that those with existing contracts
can benefit not just those who start contracts after 5 April next year (and what about those who take maternity leave
twice in the 3 or 5 year period?). It also does raise other issues that persist with SAYE. These include what if interest
returns as there is still not a Sharia compliant contract available. Employees in SAYE plans are also still massively
disadvantaged compared with employees in SIPs as they cannot vary their contributions nor can they simply use
what they have saved if they stop saving for more than 6 months. While welcoming (and banking) what has been
achieved for those taking parental leave, it would be good if those changes could also be considered in due course.

Richard Sultman, Cleary Gottlieb Stein & Hamilton LLP
The introduction, from April 2019, of a new withholding tax on royalty payments and payments for "certain other
rights" (likely to be a reference to other kinds of payments for intellectual property) is a potentially significant
extension of withholding taxes for businesses operating in the digital economy. The UK had already expanded on the
traditional concept of "source" to found its right to tax income from intellectual property by deeming the existence
of a UK source for payments made by non-residents in connection with a trade carried on through a PE in the UK –
but the new rule will go even further and will impose withholding when payments relate to sales to UK customers.
As explained in the Treasury’s position paper, this follows the principle, in the context of digital businesses, that
taxing rights should be awarded to the country of "user-generated value".

One unanswered practical question which may be discussed further when the consultation is published on 1
December is how the tax will be administered. Withholding is going to be imposed when the royalty payer has no
UK taxable presence – how then will the tax be collected and enforced?

A very different but nonetheless topical point of interest relates to the confirmation of the continued disapplication,
following Brexit, of the 1.5% SDRT charges on the issue of shares (and on transfers of shares integral to capital
raising) to a clearance service or depositary receipt issuer. The announcement comes shortly after a decision of the
ECJ (in the Air Berlin case) which indicates that the 1.5% charges imposed on transfers that are not integral to the
issuing of capital may also be incompatible with EU law. Hopefully HMRC will take the opportunity to state their
position on the Air Berlin case in conjunction with formalising the Budget announcement.

Vimal Tilakapala, Allen & Overy LLP
The move to a single autumn tax event and the trailing of several pieces of legislation in September was greeted
very positively by clients and practitioners. It was therefore a real shame to see so many surprise new tax changes
being announced.

The need for revisions in this Bill to fix issues in the hybrids and corporate interest restriction rules are a clear
reminder of the dangers of rushing through lengthy and very complex legislation without allowing time for proper
review and consideration.

Let us hope that the Finance Bill released next Friday is more eco-friendly than the two bills released earlier this year.
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While we were disappointed by the lack of announcement of a future consultation on the scope of stamp duty after
the Chancellor's positive statements in response to the recent OTS report, I was heartened by the sensible approach
HMRC will take to the 1.5% clearing and depositary charges post Brexit and its direction on bank resolutions
(particularly in light of the issues which may arise as a result of the Bank of England's proposed approach to internal
MREL).

Cathryn Vanderspar, Eversheds Sutherland LLP
Dramatic changes to the taxation of non-resident investors in UK real estate

In a dramatic change to the historic status quo for offshore investors investing into UK real estate, the Budget has
announced:

• the extension of UK taxation of capital gains to all types of UK real estate from April 2019, including
commercial property, subject to very targeted exemptions for certain tax exempt investors; and

• a new CGT/corporation tax charge for indirect disposals of interests in "property rich" vehicles,
including funds, where 75% or more the gross value of the assets is in UK real estate and the interest held
(together with connected person) has been 25% or more in the last 5 years – including periods prior to April
2019.

At the same time, it was confirmed that corporation tax would be extended to non-resident corporate
landlords (NRCLs) in April 2020. The impact for NRCLs on the taxation of their rental income is likely to be
much more radical than for existing corporation tax payers, given, the large quantities of related party debt that are
common. The changes are in particular likely include:

• restriction of the tax deduction for interest costs if in excess of £2m per group;

• potentially (and in priority to the corporate interest restriction) full restriction of interest and other deductions
in related party and structured arrangements under the hybrid mismatch rules;

• restriction on the use of brought forward losses in excess of £5m per group;

• …but on the positive side, the reduction of the UK tax rate for NRCLs on rental to 17% in 2020.

This will have a major impact on anticipated returns and funding for many business models and will prompt a review
of structures.

Eloise Walker, Pinsent Masons LLP
For an Autumn Budget that many were expecting to be bland as toast, 2017's has turned out to be filled with sour jam
for big businesses. I counted only two pluses of general application worthy of note – the extension of entrepreneurs
relief, and confirmation that providing electricity for employees' electric cars is not a benefit in kind (although I
expect that to change in a few years' time). A few useful points were confirmed – the 1.5% SDRT charge will remain
inapplicable post-Brexit, for example. But the minuses racked up in comparison – the corporate interest restriction
(only just made law) is to be amended, which harks back to the yearly changes made to the worldwide debt cap;
indexation allowance is frozen; royalty withholding tax is to be widened; and then there’s my two favourites – first,
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and winning the prize for "nice money spinner but worst Budget idea ever when Brexit is causing chaos" is proposing
non-UK residents pay CGT on gains from commercial real estate (a sure-fire way to kill investment from offshore).
Second, making online marketplace providers liable alongside vendors for VAT. This last one is quite clever, but
won't endear HMRC to certain US corporations who shall remain nameless.

Martin Walker, Deloitte LLP
Over to the side of the more eye-catching measures was the quiet announcement that the Government will not
take the opportunity to re- introduce post-Brexit the 1.5% stamp duty or stamp duty reserve tax charge on the
issue of shares by UK companies into non-UK clearance services or depositary systems. That charge has been held
incompatible with EU law, specifically the Capital Duty Directive, by the Court of Justice of the European Union
(CJEU). There had been a real prospect that the charge would be re-introduced given that HMRC see it as protecting
the Exchequer from lost SDRT revenue on share trading outside the UK – and the charge to tax has in fact stubbornly
remained on the statute book despite the CJEU rulings.

Why is this interesting? First, and importantly, it dispels business uncertainty with respect to one small aspect of
Brexit. But potentially of greater relevance, and I willingly acknowledge gazing intently into the tea leaves here, is
that it could perhaps foreshadow a glimpse of the future trend with respect to the UK's approach to the impact of
EU law on UK taxes post-Brexit. There are a number of measures in the UK tax code which are framed by reference
to EU law or regulatory features or otherwise influenced by CJEU case law, could these be treated in a similar way
by the Government?

While it would be premature to arrive at any overall conclusions at this stage, there does seem to be a suggestion
from this of a business-friendly mindset and an eye to UK tax provisions being kept broadly on a level with EU laws.
Alongside these tentative conclusions it is worth noting that there is nothing to prevent any future Government
reintroducing the charge of course – that's parliamentary sovereignty for you.

David Ward, Johnston Carmichael LLP
Thankfully the Chancellor hasn’t been swayed by the Institute for Public Policy Research’s call to end "deadweight"
research and development tax breaks. Instead, in a Budget with a strong focus on investment in innovation, it was
announced that the rate of the Research and Development Expenditure Credit (RDEC) will be increased from 11%
to 12%. Good news for large companies and for SMEs in receipt of subsidies or claiming relief for contract R&D.

Whilst this rate increase may be getting the headlines, I have been looking for more details around the Advanced
Clearance Service that will be introduced for companies claiming under the RDEC regime. No further details were
published with the Budget documents, other than that the objective is to provide companies with "the confidence to
make R&D investment decisions". That suggests companies may be able to clear proposed R&D projects with HMRC
before committing funds to them. This could go some way to addressing the IPPR's criticism that the existing regime
is not driving innovation spend. But it’s not immediately clear why this clearance service should be limited to the
RDEC regime. There is an existing "advance assurance" process, but this is only available to the smallest companies
and only to first time claimants. It may be that with HMRC’s limited resources, the decision has been taken to focus
those resources on the larger projects with more significant spend at stake, the majority of which would be in the
RDEC regime. But that would be unfortunate for SMEs, who have less access to HMRC in general and arguably more
need of this type of service. Just limiting the service to RDEC claims could also have some odd results. For example,
could it mean that an SME would be able to use the Advanced Clearance Service for a grant funded project which
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would be claimed under the RDEC regime, but that it could not do so if it intended to use its own resources to fund
that project and claim a higher amount of relief on the same expenditure under the SME regime?

William Watson, Slaughter & May LLP
It was a game of two halves for me.

The Government is continuing to make a real effort to support activity in the North Sea, which has been particularly
hard hit by the lower oil price. “Transferable tax history” is a great idea and should bring in new operators: they will
be able to access the tax capacity of those they replace and so should get full relief for eventual decommissioning
costs.

It was a different story for another part of the UK asset base, with the proposal that from April 2019 non-residents will
be within the charge to CGT (corporate or individual) when they make a direct or indirect disposal of any UK land.
Some may say this is of a piece with the Keep Out sign that the UK intends to erect at the end of March 2019, though
it could have been worse: once the principle of taxing indirect disposals of commercial property is established, the
real fear would be an extension of SDLT to cover the acquisition of shares in “property rich” companies.

On other fronts, two notable bits of cynicism on the part of the Executive caught my eye: indexation is to be
eliminated just when inflation is starting up again (another blow, incidentally, for the commercial property sector);
and there will be yet more changes to the corporate interest restriction that are to apply from 1 April 2017. It is a
constitutional outrage that the effective date of this legislation was more than six months earlier than its enactment,
especially at a time when the nation is being put through the wringer in the name of Parliamentary sovereignty.

Jeremy Webster, Pinsent Masons LLP
The extension of withholding tax on royalty payments gave Philip Hammond a suitable opportunity to show that the
Government is clamping down on tax avoidance by multinationals. This will hit tech sector multinationals such as
Apple, whose shift of various parts of its business to Jersey was made public in the Paradise Papers leak.

Although tackling avoidance by multinationals is clearly a crowd pleaser, UK companies did not escape unscathed.
In the same breath as announcing that the phased reduction of corporation tax has somehow raised £20 billion,
the Chancellor announced that he is freezing indexation allowance for capital gains. This is being sold as a measure
"removing the anomaly" of indexation being available for corporates but not individuals, however it is an obvious
revenue raiser and nothing more.

Tom Wilde, Shoosmiths LLP
As widely anticipated, a number of changes have been made to the tax-advantaged venture capital regimes in today's
Budget. This includes a new "risk to capital condition" which is a new principles based test with the aim of ensuring
that the schemes can no longer be used for investments that are low risk or have capital preservation at their core.
Whilst we support such a test, the risk with all such conditions is if they are interpreted far more widely than intended
and catch genuine high-risk businesses. There is also a tightening up of a number of the internal conditions which
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VCTs have to meet which could present challenges for some VCTs, and a new rule which will prevent VCTs investing
in secured loans.

However, there are some changes which are undoubtedly positive. These include increasing the amount an individual
can invest under EIS each year; increasing the amount a "knowledge-intensive company" can receive per year; and
giving greater flexibility for "knowledge-intensive" companies over how the maximum age limit (commonly known
as the 10 year rule) is applied.

All in all, whilst this will present further challenges for some investors in the tax-advantaged venture capital space, it
is certainly not the doom and gloom that some were predicting a few months ago, which is testament to the excellent
work that has been done by professional bodies and others in putting forward the case for such investment to the
Government.

Nathan Williams, TLT Solicitors LLP
Oh to be a twentysomething rail commuter about to buy his first property in the South East, I'd be quids in: a new
discount rail card and no SDLT.

The abolition of SDLT for most first time buyers went further than the anticipated SDLT 'holiday' and is clearly
aimed at boosting the housing market and helping the younger generation on to the property ladder. Also welcome
would have been be some form of relief for 'last time buyers' wishing to downsize so as to increase liquidity towards
the other end of the residential property market.

The Government may have also missed a trick in trying to further boost the housing market by failing to remove or
relieve the burdensome higher rates for acquisitions of additional residential properties, which has had a depressive
effect on the buy-to-let market (along with the other tax changes affecting residential landlords) and has added
unwanted complexity to the SDLT regime. However, given that the additional tax has raised around £1.7billion in a
year, there is little wonder as to why it has not been removed, although the announced tweaks to the legislation are
welcome. The bad news for conveyancers is that we will have a 14 day SDLT filing period from 1 March 2019.

As for commercial property, it was only a matter of time before the CGT charge on residential property held off-
shore was extended to UK commercial property. The proposal to extend the tax charge to 'indirect disposals' ie the
sale of property rich interests (shares, partnership interests etc) is most unwelcome and on a quick review of the
Consultation document, it seems that any forthcoming legislation will add additional layers of complexity to the
tax code. We also have corporation tax applying to UK rents received offshore, with the result that those offshore
landlords potentially benefitting from a 17% CT charge in due course but also falling within the corporate interest
restriction rules.

It is a bit of a relief (pun intended) that we still have VCT/EIS/SEIS as there had been rumours of their abolition or
the reliefs being severely restricted. The increase in the thresholds for investment in 'knowledge intensive' companies
is to be welcomed (as is the increase in R&D tax relief). The consultation response to the Financing Growth in
Innovative Firms has resulted in a new 'risk to capital' condition which will involve taking a 'reasonable' view as to
whether an investment has been structured to provide a low risk return for investors. It will be interesting to see
the legislation in this area when published as it is hoped that we do not end up with ever more complex VCT/EIS
rules which might create more uncertainty for investors. The aspiration of HMRC to reduce the time in obtaining
an advance assurance to within 15 working days is to be applauded – perhaps this is where some of the £155m
'investment' in HMRC is headed or is it just a case of HMRC having less advance assurances to review because of
the new condition?
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Other noteworthy announcements are the freezing of indexation allowance for corporates and, somewhat
surprisingly, income tax (presumably, withholding at source) on royalty payments. Things to keep an eye on will be
the consultations on the taxation of trusts, the extension of ER to diluted shareholdings, a new knowledge-intensive
EIS approved fund structure and the extension of the IR35 'reforms' to the private sector.

David Wilson, Davis Polk & Wardwell London LLP
The Government's position paper on the taxation of the digital economy will be a focus of attention over coming
months. This sets out a long-term aspiration of an international tax system which allocates taxing rights over digital
businesses on the basis of "user participation" (even in the absence of any local permanent establishment) – with
an interim, unilateral solution of a withholding tax on royalties (and, it seems, certain other amounts) paid to low-
tax jurisdictions, where these payments are derived from sales to UK customers, irrespective of whether the payer
is in the UK. This is an area where the UK’s approach looks set to diverge from that of the EU – which appears to
be pinning hopes on the CCCTB as a long-term solution, with a number of member states promoting an interim fix
of an "equalisation tax" on turnover. Eyes will turn next to the OECD, which is due to publish an interim report in
mid-2018, and which will face a real challenge in navigating a safe passage through this minefield of double taxation.

A rare and welcome glimpse of post-Brexit certainty is found in the Government’s announcement that, after we
leave the EU, it will continue not to apply the 1.5% stamp charge on issues (and certain transfers) of shares into
depositary receipts and clearance systems (although, to quibble, the Budget announcement refers back to HMRC
guidance based on the HSBC cases, even though this now looks out of date following the recent Air Berlin decision).
Less satisfactory on the stamp duty front is the absence of any indication of how the Government intends to proceed
following the OTS report on the reform of stamp duty on paper documents.

Tracey Wright, Osborne Clarke LLP
Whilst the property tax headlines are all about the increase of the nil rate band for SDLT for first time buyers, the
key proposal of note for most advisers in the real estate sector will be the proposal to tax to UK tax gains arising
on disposals of commercial property by non-UK resident investors. This is intended to level the playing field and
reduce offshore structures. Whilst you might be sitting pretty if you are a pension fund investor who should fall
outside of the rules, all other institutional investors and funds will need to take note as the rules may impact at fund
or investor level. The proposal that advisers acting on the transaction will need to report transactions to HMRC
will be of particular concern, especially where no tax advice is being provided by such adviser. Responses to the
consultation will be important here.

HMRC also appears to be pressing on with its plan to bring non-UK resident companies holding UK property into
the UK corporation tax regime with the Budget announcement meaning that from April 2020 non-UK resident
companies holding any UK property will be fully within the UK corporation tax regime. Whilst good news in terms
of the rate of tax applicable and potentially the wider use of group related reliefs, the change will result in the
corporate interest restrictions applying to such companies which may result in the overall effective tax rate on income
increasing.

On other matters, HMRC hasn’t forgotten about its proposal to shorten the filing date for SDLT land transactions
returns with the implementation date set at 1 March 2019 which gives HMRC time to get its house in order to improve
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the SDLT return with the aim of making compliance easier. The ability to amend returns on-line would be most
welcome here.

Simon Yates, Travers Smith LLP
After the recent lengthy period of legislative incontinence it was something of a relief to have a Budget that was very
thin on technical measures. One could relax and enjoy Spreadsheet Phil's almost heroic failure to mention the likely
impact of Brexit on the country's finances, whilst reflecting on contradictions such as an expression of concern that
people were drinking too much coupled with a boast that alcohol duties had gone up much less than Labour had
planned. Bus decorators might delight in the projected extra £1bn a year for the NHS after we leave the EU – that's
nearly a whole 6% of what we were promised there would be – but they might also reflect on the £1.5bn to be spent
that year meeting the direct costs of Brexit. Good to see the magic money tree still in flower, anyhow.

Within the tax measures, the UK is to carry on trying to stay at the head of the world's BEPS implementers and
will start a consultation on the taxation of the digital economy. As a down payment on this there is to be a new
withholding tax on royalties relating to profits on UK sales – the detail of this will be interesting, but since it is only
slated to raise £200m per annum it's unlikely to be that significant in the scheme of things.

Quite remarkable amounts of money are expected to be raised by increasing HMRC's compliance resources,
especially in relation to the failure to prevent and enablers provisions. In straitened times it's long been the case that
Chancellors will make the Budget balance by including a largely made up number to be raised by a crackdown on
avoidance, so it's good to see some traditions being honoured.

Finally, I gather that there was some kind of reform of real property taxation that Phil entirely omitted to mention in
his speech. If it was important, I'm sure plenty of others will have mentioned it before you've read down to the Ys…
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