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Agenda

1. Interest deductibility for foreign banks operating through
UK branch structures - is it time to revisit your CATA

calculation?

2. Research & Development tax regime challenges -
challenges and opportunities

3. An update on operational tax developments

Q GrantThornton
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Is it time to revisit your CATA
calculation?



Separate enterprise principle

Profits to be attributed are those that the PE would make if it were:

* a separate entity in the UK,
* engaged in the same or similar activities,
* under the same or similar conditions, and

* dealing wholly independently of the non-resident company.
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Separate enterprise principle

In arriving at those profits, certain assumptions are required to be made:

* ltis put beyond doubt that the PE is to be dealt with on the basis that
it has the same credit rating as the company as a whole

* The PE has the equity and loan capital that it would have if it were @
separate entity carrying out those activities, under those conditions

Q GrantThornton
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HMRC explanation of the requirement for a
CATA

Where, however, the UK PE’s business is not supported, or is inadequately
supported, by capital, the purpose of the legislation is to make an
adjustment to the UK tax computation to align the taxable profits more
closely with those which would be achieved by similar banking activities
carried out by a UK bank in the same or similar circumstances.

To avoid confusion, this tax adjustment is referred to as the capital
attribution tax adjustment.

Q GrantThornton
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The five steps

Step 1

Determine the assets attributable to the PE
Step 2

Risk weight those assets

Step 3

Determine the equity capital that the PE would require if it were a distinct and

separate enterprise engaged in the same or similar activities under the same or
similar conditions
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The five steps

Step 4

Determine the loan capital that such an enterprise would have had if it had the
equity capital determined under step 3 [INTM267770]

Step 5

Determine the capital attribution tax adjustment to be made, based on the
difference between the PE’s actual funding costs on the combined amount
representing the equity and loan capital determined under steps 3 and 4 and
the notional funding costs (which will include a rate of nil in respect of the
equity capital) to be taken into account
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Alternatives to the five steps

* Use of comparables

« Use of calculations based on funding of the company (e.g. apply the
capital ratios of the bank to the PE]
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Research & Development tax regime
challenges - challenges and
opportunities



Changes effective from 1 April 2023

Headline rate
changes

The gross RDEC rate will be
increasing while the R&D tax
relief rates for SMEs will be
decreasing.

Extension to
qualifying
expenditure

Data licence and cloud
computing services costs will
become eligible cost categories
with pure mathematics to be

considered as a field of science.
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Restriction to
overseas activities

Expenditure on payments to
subcontractors, externally
provided workers and
contributions to independent
research will need to be UK
expenditure or qualifying
overseas expenditure.

Administrative
changes

To minimise fraudulent claims,
there will be a number of
administrative changes
introduced e.g., pre-notification
of claims, along with the
requirement to provide
additional claim information
through a prescribed form.
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Headline rate changes

For expenditure incurred on or after 1 April 2023:

RDEC: shils

The gross RDEC rate will increase from 13% The R&D tax relief (additional deduction) for
to 20%. SMEs will decrease from 130% to 86%.

The SME payable credit rate which can be
claimed for surrenderable losses will be
decreased from 14.5% to 10% for most

This is based on the corporation tax main companies, however “RED intensive” SMEs can
rate of 25% being applicable to the claim a credit of 14.5%.

claimant company from 1 April 2023.

This will increase the net tax benefit for
RDEC claimants to 15% from 10.53%.

This will reduce the maximum payable credit
for loss-making SMEs from 33.35% to 18.6% or
27% for “RED intensive” SMEs.

Q GrantThornton
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Extension to qualifying expenditure

For acc

v

ounting periods starting on or after 1 April 2023:

Some exclusions will apply to prevent RED relief being claimed on recoupable costs, for
example:

- if a business has a contractual right to sell data onwards and the initial inputs can still be
identified.

- if the business has a contractual right to publish, share or otherwise communicate data
with a third party, unless the communications are reasonably necessary for, or incidental

Data and cloud computing to, the relevant R&D.
costs

- qualifying indirect activities in relation to data licence and cloud computing services
costs will be ineligible.

The DSIT guidelines were previously unclear whether activities relating to pure
mathematics met the definition of RED for tax purposes. The guidelines will
now be updated to make it clear that pure mathematics does constitute a field
of science.
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Restriction to overseas activities

For accounting periods starting on or after 1 April 2024, expenditure on payments to subcontractors, EPWs and
contributions to independent research will need to be UK expenditure or qualifying overseas expenditure (QOA). Prior to
the 2023 Spring statement, the relevant date had been 1 April 2023.

QOA is qualifying expenditure on R&D Examples of this may include:

undertaken outside of the UK. G .
0 eographical reasons such as deep ocean

Conditions for QOA to apply: research or the study of active volcanoes.

Conditions necessary for the R&D are not * legal and regulatory exemptions e.g. if clinical
present in the UK. trials are not available in UK.

Conditions are present in the location *  The existence of laboratory facilities overseas
where the RED is undertaken. which do not exist in the UK, where it would not be
reasonable for the claimant to build such a
facility in the UK.

It would be ‘wholly unreasonable’ to
replicate the conditions in the UK.

¢ Conditions relating to cost or the availability of
workers are specifically excluded.
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Additional Information Form

All R&D claims submitted on or after 1 August 2023, including amended tax returns, will
require an Additional Information Form to be submitted to be valid.

The final form is not yet available however examples of additional information that will need to be provided are expected to
include:

* How costs are split between qualifying categories

* Amount of the above that is Qualifying Indirect Activities (QlAs]
* Amount of expenditure incurred on each project

* Technical details for up to ten projects

* Details of any agent who has advised the company on its R&D claim
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Pre-Notification of claims

¢ A Claim Notification form will need to be submitted for first time claimants or R&D claimants who have not made an
RED claim/claim notification in the previous three years for an RED claim to be valid.

The earliest date that a Claim Notification form can be submitted is the first day of the accounting period to which the
claim relates and the latest date is 6 months after the accounting period to which the claim relates.

* If an R&D claim is submitted before the 6 month Claim Notification deadline, the company will not have to submit a Claim
Notification form.

19 © 2023 Grant Thornton UK LLP. Q GrantThornton



Potential upcoming changes in 2024

SME RDEC Single scheme

On 13 January 2023, the Government launched a consultation to simplify the UK’s RED tax regime, drive innovation and
grow the economy. The consultation closed on 13 March 2023 and effectively sets out proposals on how the two R&D
schemes currently in place could be replaced by one single RDEC-style scheme for accounting periods starting on or
after 1 April 2024. No final decision has been taken on whether a new single regime will be introduced but the Government
maintains the option of introducing a new single regime from 1 April 2024.

O GrantThornton
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Planning ahead

* Review your data and identify costs that will be eligible or potentially excluded. HMRC expect
to see qualifying costs split by project

» Overseas RED workers - Although effective from 1 April 2024, start to model the changes now
to better predict future cashflow impact

*  What sort of documentation is kept on file to substantiate the claims. The AIF now requires
companies to write up to 10 project narratives per claimant entity

* Have you considered moving to real-time reporting and does
your current data capture process enable you to achieve this?
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An update on operational tax
developments



Agenda

Proposed changes to the German withholding tax reclaim
procedure

2 EU FASTER proposal and its impact

3 New QI Agreement

4 Information Reporting - change of pace?

Q GrantThornton
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German WHT Tax reclaims - New electronic reclaims (1/2)

New Electronic Reclaims (as of 1 January 2023) - Key Facts !

Web-based online form |

Available within the Elster BOP (Federal Tax Office) and Elster (Local tax offices] online portal

Registration requirements, i.e., (i] pre-registration with Federal Tax Office and (i) registration with Elster
BOP

Also for filings of reclaims under PoA by e.g., foreign banks, German banks, German tax advisors etc.

|

L L)

New reclaim form

+Completely manually process (no upload function for calimants information or dividend information (Cons)
+If filed by representative (e.g. foreign bank] under PoA - no signing by claimant or co-signing possible (Cons)
+Increased liabillity risks for foreign banks filing as representative under PoA? - Possible mitigation measures? (

)

+Attachments (e.g., CoR, German tax voucher) can be uploaded, originals only requested upon occasion (Pro)
«Text box for additional disclosures, large number of attachments possible (e.g. for additional disclosures) (Pro)

Each reclaim is attributed a filing number/report, which services as confirmation of receipt and permits to locate
the reclaim within the Federal Tax Offcie (Pro)

+Process not suitable for large volume of reclaims (Cons - but process automatization seems feasible)
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German WHT Tax reclaims - New electronic reclaims (2 /2)

N\

Information has become available in English language on the website of the Federal Tax Office

(including registration checklist, leaflet, etc.)

Link to the website:

* https://online.portal.bzst.de/auth/realms/BOP-neu/protocol/openid-
connect/auth?response_type=code&scope=openid&client_id=post&state=vOIYOXmq82vOJFLRfM]LFE
PgzOA&Gredirect_uri=https%3A%2F %2Fonline.portal.bzst.de%2Foauth2%2Fcallback&nonce=SChGxyV

2DiSTm1iO414sZ4U2jpt00M _eSalxLJONEtA

Since April 2023 the new electronic reclaim form has also become available in English language

/

° GrantThornton
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New rules on the withholding tax procedures in the EU
Press release 19" June 2023

— Key actions proposed on 19t June 2023 (starting 1 January 2027):

— Common EU digital tax residence certificate

+ will make withholding tax relief procedures faster and more efficient. For example, investors with a diversified portfolio in the EU will need
only one digital tax residence certificate to reclaim several refunds during the same calendar year. The digital tax residence certificate
should be issued within one working day after the submission of a request. At present, most Member States still rely on paper-based
procedures.

mamemy [ Wo fast-track procedures complementing the existing standard refund procedure:

+a “relief at source” procedure and a “quick refund” system, which will make the relief process faster and more harmonised across the EU.
Member States will be able to choose which one to use - including a combination of both.
+Under the “relief at source” procedure, the tax rate applied at the time of payment of dividends or interest is directly based on the
applicable rules of the double taxation treaty provisions.
+Under the “quick refund” procedure, the initial payment is made taking into account the withholding tox rate of the Member State where
the dividends or interest is paid, but the refund for any overpaid taxes is granted within 50 days from the date of payment.

memmmm Standardised reporting obligation

+ Certified financial intermediaries will have to report the payment of dividends or interest to the relevant tax administration so that the
latter can trace the transaction.

*In particular, large EU financial intermediaries will be required to join a national register of certified financial intermediaries.
* This register will also be open to non-EU and smaller EU financial intermediaries on a voluntary basis.

* Taxpayers investing in the EU through certified financial intermediaries will benefit from fast-track withholding tax procedures and avoid
double taxation on dividend payments.
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New qualified intermediary (Ql) agreement

Key changes:

Upload Timeframes

periodic for recipient
review specific 1042-
report S forms

Annual 1042
and 1042-S
reconciliation

Required to
renew Ol
agreement

Electronic
1042 filing

Implementing
14L46(f)
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New qualified intermediary (Ql) agreement and

1446 (f) withholding

Practical considerations:

Options for Governance

QOls and RO

Costs of
maintaining
compliance

28 © 2023 Grant Thornton UK LLP.

Enhanced
documentat
ion
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Information reporting - change of pace?

Changes to
CRS
reporting

Additional
scrutiny with
new QI / ODD

applications

Audit activity
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CESOP

. . CESOP will require payment service providers
Central Electronic System of Payment Information to: 9 PaY P

Extension of the EU VAT directive to clamp down on avoidance . .
Undertake impact assessments to review
Start date 1 January 2024 with quarterly reporting (first reports systems to determine impacted payments

due by 30 April 2024)

Impact on payment service providers under PSD2

Assess reporting requirements

Determine how to file XML returns across
Monitoring beneficiaries where more than 25 cross border different EU jurisdictions

payments per quarter (and where beneficiary EU / non-EU) Retain information for at least 3 years

What is a cross border payment?

Obtain assurance that they have
Detailed data elements for reporting implemented appropriately

Status of implementing legislation / guidance and penalty
regimes vary across EU

Interaction with GDPR

30 © 2023 Grant Thornton UK LLP. O GrantThornton



Amendments to CRS

* Scoping in of new digital financial products including Central Bank Digital Currencies (CBDC]) and Specified
Electronic Money Products (SEMP)

* Changes in definitions of financial institution and financial asset
o Depository institution / investment entity

o References to Crypto-assets

Expansion of reporting requirements in respect of Account Holders, Controlling Persons and Financial Accounts
o Role of controlling person

o Whether an account is new or pre-existing

o Whether a valid self-certification has been obtained

o Type of financial account

* Qualification of certain capital contribution accounts as Excluded Accounts

* CRS now contains an optional new Non-Reporting Fl category for genuine Non-Profit Entities
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Interaction between the CARF and the CRS

The CARF and CRS are separate reporting regimes that have some overlap for entities that have reporting
obligations under both of the regimes. To address the overlap, the CRAF has made the following allowances:

Specified Electronic Money Products' and Central Bank Digital
Currencies have been excluded under CARF as these products are
reportable under the CRS

Assets reportable under both the CARF and CRS such as shares in
crypto form, can be reported under the CARF only at the discretion of C RS
the Reporting Crypto-Asset Service Providers/Reporting financial

institution (jurisdiction-specific guidance will provide greater clarity) .

Indirect investments in Relevant Crypto-Assets through traditionall
financial products, such as derivatives or interests in investment
vehicles, are covered by the CRS

An Intermediary can rely on the CRS New Accounts due diligence
procedures for the CARF

1. o) a digital representation of a single Fiat Currency; b) issued on receipt of funds for the purpose of making payment transactions; ¢) represented by a claim on the issuer denominated in the same Fiat Currency; d)
accepted in payment by a natural or legal person other than the issuer; and e) by virtue of regulatory requirements to which the issuer is subject, redeemable at any time and at par value for the same Fiat Currency upon
request of the holder of the product

° GrantThornton
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Determine Impact - manage tax risk and
protect reputation

Implementation
and upgrade

HMRC
consultation
/ followed by
UK regs and

guidcmce Design and review
governance and procedures

Impact assessment:
determine the business Training and awareness
lines that will be impacted

Reporting readiness

Ongoing compliance
management and
recommend software
solutions

2023 2025
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DAC 8

DACS8 will:

* Introduce uniform disclosure requirements
for e-money and crypto intermediaries;

* ECOFIN reached agreement on final text 16 May 2023
* Expected to receive final EU Parliament approval July 2023

* Envisaged start date 1.January 2026 Introduce significant information

* Expected that DACS will mirror CARF on key definitions so broad gathering requirements for intermediaries;
alignment Impose obligations on intermediaries to

* Other areas addressed around penalties and use of cross border obtain tax data and to file returns
tax rulings containing details of their customers’

acquisitions, disposals and income earned
during a period

° GrantThornton
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Questions?
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Contact us
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lan Woodruff Martin Killer Jon Garrett Mohammed Mogra
Partner Partner Director Director
T: +44 (0)20 7728 2735 T: +44 (0)20 7865 2664 T: +44 (0)20 7184 4372 T: +44 (0)20 7184 4468
E: ian.woodruff@uk.gt.com E: martin.d.killer@uk.gt.com E: jonathan.c.garrett@uk.gt.com E: mohammed.n.mogra@uk.gt.com
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Keep up to date

Financial Services Tax Events Weekly Regulatory Newsletter Risk and Regulation podcast

Explore and register for our future tax Subscribe to receive regulatory news, Monthly podcast on latest

events in O3. expert insights and events direct into developments in financial services with
your inbox. our industry experts.
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