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Public Bill Committee

Thursday 4 June 2020

(Morning)

[SIOBHAIN MCDONAGH in the Chair]

Finance Bill

11.30 am

The Chair: Before we begin, I have a few preliminary
announcements. I do not mind how you refer to me, but
if you want me to call you, make sure I know that you
wish to speak.

This is the first meeting of a Public Bill Committee
since March. Members will understand that we need to
respect social distancing guidance. I shall intervene, if
necessary, to remind everyone.

Members may remove their jackets if they wish. I
remind Members that tea and coffee are not permitted
in Committee sittings. Please will all Members ensure
that their mobile phones are turned off or switched to
silent running during our meetings? The selection list,
which is on the desks, shows how the amendments
selected for debate have been grouped together. Please
note that decisions on amendments are taken not in the
order in which they are debated, but in the order in
which they appear on the amendment paper. The Hansard
reporters would be very grateful if Members emailed
their speaking notes to hansardnotes@parliament.uk.

I ask the Minister to move the programme motion in
the terms agreed by the Programming Sub-Committee.

Ordered,

That—

(1) the Committee shall (in addition to its first meeting at
11.30am on Thursday 4 June) meet—

(a) at 2.00pm on Thursday 4 June;

(b) at 9.25am and 2.00pm on Tuesday 9 June;

(c) at 1.30 and 2.00pm on Thursday 11 June;

(d) at 9.25am and 2.00pm on Tuesday 16 June;

(e) at 11.30 and 2.00pm on Thursday 18 June;

(f) at 9.25am and 2.00pm on Tuesday 23 June;

(g) at 11.30 and 2.00pm on Thursday 25 June;

(2) the proceedings shall be taken in the following order:
Clauses 1 to 15; Schedule 1; Clauses 16 to 22; Schedule 2;
Clauses 23 and 24; Schedule 3; Clauses 25 to 29;
Schedule 4; Clauses 30 and 31; Schedule 5; Clauses 32
and 33; Schedule 6; Clauses 34 to 55; Schedule 7;
Clauses 56 to 65; Schedule 8; Clauses 66 to 69; Schedule 9;
Clauses 70 to 86; Schedule 10; Clauses 87 to 92;
Schedule 11; Clauses 93 to 97; Schedule 12; Clause 98;
Schedule 13; Clause 99; Schedule 14; Clauses 100
to 105; new Clauses; new Schedules; remaining
proceedings on the Bill;

(3) the proceedings shall (so far as not previously
concluded) be brought to a conclusion at 5.00pm on
Thursday 25 June.—(Jesse Norman.)

Resolved,

That, subject to the discretion of the Chair, any written evidence
received by the Committee shall be reported to the House for
publication.—(Jesse Norman.)

Clause 1

INCOME TAX CHARGE FOR TAX YEAR 2020-21

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

Amendment 5, in clause 2, page 1, line 10, at end
insert—

“(2) The Government must lay before Parliament a review of
the impact of the rates of income tax for 2020-21 within six
months of Royal Assent, which must consider the following
issues—

(a) the effect on taxation revenue of maintaining income
tax rates for 2020-2021; and

(b) the effect of income tax rates for 2020-2021 on annual
income for the following:

(i) Households below average income, and

(ii) High-net worth individuals as defined by HMRC.”

This amendment would require the Government to assess the impact of
the income tax rates in the Bill on tax revenues and on households and
individuals of different income levels.

Clauses 2 to 4 stand part.

The Financial Secretary to the Treasury (Jesse Norman):
I am delighted to see you in the Chair, Ms McDonagh. I
welcome all colleagues and thank them very much for
their commitment to this important Bill and this important
process. Ms McDonagh, you and our colleagues will be
aware that we are scheduled to have seven sets of
sittings to give every aspect of the Bill thorough
examination. It will be a pleasure to serve on this Bill
Committee with colleagues under your chairmanship. It
is my first Bill as Financial Secretary to the Treasury,
and I hope it will not be my last.

Let me begin by speaking to clauses 1 to 4, which
legislate for income tax—the main default and savings
rates of income tax, and the starting rate for savings for
2020-21. I shall also speak to amendment 5 to clause 2,
tabled by the Labour party.

Clause 1 legislates for the income tax charge for this
year, 2020-21. Income tax, as the Committee knows, is
one of the most important streams of revenue for the
Government, raising more than £190 billion in 2018-19.
The clause is put into legislation annually in the Finance
Bill. It is essential, because it allows income tax to be
collected, so that it can fund the vital public services on
which we all rely.

Clauses 2 and 3 set the main default and savings rates
of income tax for 2020-21. These clauses, too, are put
into legislation annually in the Finance Bill. Clause 2
ensures that for England and Northern Ireland, the
main rates of income tax continue to be 20% for the basic
rate, 40% for the higher rate and 45% for the additional
rate. Clause 3 sets the basic, higher and additional rates
of default and savings rates of income tax at 20%, 40%
and 45% respectively for the whole of the UK.

I want to consider Labour’s amendment 5 to clause 2,
which is in the name of the hon. Member for Houghton
and Sunderland South. It would require the Government
to review the impact of 2020-21 income tax rates on tax
revenues, and both on households with below average
incomes, and on high net worth individuals, as defined
by Her Majesty’s Revenue and Customs. As the Committee
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will be aware, the Government already publish
comprehensive assessments of income tax rates. In our
judgment, the proposed additional review is therefore
not necessary.

On revenue impacts, the Office for Budget Responsibility
publishes tax revenue forecasts at every fiscal event, and
did so most recently at Budget 2020. The Government’s
tax information and impact note published in October
2018 provides a clear explanation of the tax impact on
the Exchequer and the economy of maintaining the
personal allowance and higher rate threshold for 2020-21.
On distributional impacts, the Government publish a
distributional analysis of the cumulative impact of
Government policy at each fiscal event, and did so most
recently at Budget 2020. HMRC’s annual income tax
liabilities statistics publication provides breakdowns of
the number of income tax payers and income tax liabilities
across multiple characteristics, including by income source
and by tax band. All those publications are in the public
domain on gov.uk. Amendment 5 would do little to
provide meaningful additional analysis that goes beyond
the Government’s existing comprehensive publications,
and I ask the Committee to reject it if it is brought to a
vote.

Clause 4 maintains the starting rate limit for savings
income at its current level of £5,000 for the 2020-21 tax
year. As members of the Committee will be aware, the
starting rate for savings applies to the taxable savings
income of individuals with low earned incomes. The
Government made significant changes to the starting
rate for savings in 2015, lowering the rate from 10% to
0%, and also extended the band to which the rate
applies from £2,880 to £5,000. The changes made by
clause 4 will maintain the starting rate limit for savings
at its current level of £5,000 for the 2020-21 tax year.
The limit is being maintained at that level to reflect the
significant reforms made to support savers over the last
few years. That support is provided by the Government
across the UK, for those at all stages of life and at all
income levels. As a result of the support, about 95% of
savers pay no tax at all on their savings income.

The decision in 2015 to increase the starting rate for
savings by more than 75% has done much to support
savers on low incomes. Since then, savers have been
further supported by the introduction of the personal
savings allowance, which offers up to £1,000 of tax-free
savings income for basic rate taxpayers. This will remove
an estimated 18 million taxpayers from paying tax on
their savings income in 2020-21. In April 2017, the
annual ISA—individual savings account—allowance was
increased by the largest ever amount, to £20,000.

As a result of the combination of the personal savings
allowance and the starting rate for savings, some savers
can receive up to £6,000 of savings income outside an
ISA completely tax-free. Most savers will of course also
benefit from the tax-free personal allowance, which is
set at £12,500.

The Government also support our nation’s youngest
savers. To encourage those with children and grandchildren
to save, the junior ISA and child trust fund allowance
increased by more than double, to £9,000, from April
2020. Child trust funds will start to mature from September
of this year, and the increase will provide an opportunity
to boost the amount that children will have when their
accounts mature.

Finally, I should mention the support that the
Government offer those on the lowest incomes who
wish to save through the Help to Save scheme. Help to
Save provides savers with a 50% bonus on their savings—a
perfect example of what the Government’s commitment
to levelling up opportunity across the whole country
can offer. I encourage Committee members to do what
they can to promote the scheme to their constituents.

The Government remain committed to supporting
savers of all incomes at all stages of life. Recent reforms,
coupled with a significant increase in the starting rate
limit in 2015, mean that the taxation arrangements for
savings income are very generous. Around 95% of people
with savings income, as I have mentioned, will continue
to pay no tax on that income next year. The Government
therefore do not believe that a further increase in the
starting rate for savings is appropriate at this time.

Clauses 1 to 3 ensure that the Government can collect
income tax, and set the main default and savings rates
for the tax year 2020-21. Clause 4 maintains the starting
rate for savings income at its current level of £5,000 for
this tax year. I commend the clauses to the Committee,
and ask it to reject amendment 5.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It is a pleasure to serve under your chairmanship,
Ms McDonagh, and to welcome other Members to the
Committee. I thank the Clerk and all the team in the
Public Bill Office for the support that they have provided
in recent weeks and will continue to provide as we
debate the Bill. Circumstances have been very challenging
for staff who have adapted to working remotely. I am
grateful for all the discussions and advice that they have
been able to offer us. I also extend, via the Minister, our
thanks to all the officials in the Treasury who have been
working very hard to respond to the crisis that we face. I
want to put on the record our thanks for their work,
which is often not recognised. Our country’s response
to the crisis depends on the work that they undertake on
behalf of us all.

I am sure we all accept the importance and necessity
of scrutinising the Bill. However, the Opposition find it
regrettable that it was not possible to find an alternative
arrangement for the Committee stage of the Bill. We
hope that the House can resolve the wider issues around
protecting those who have shielding responsibilities and
making sure that we can all be kept safe at this time.
Our proceedings obviously place a great deal of pressure
on the staff who are vital to the House’s functioning.
Again, I reiterate my thanks to them. We will want to
consider certain aspects of the Bill in much greater
detail over the coming weeks. I can assure the Minister
that we appreciate the pressure that officials are under
in responding to the crisis, and that we intend to be
responsible in our approach, and will remain focused
on our key priorities in the Bill.

Our amendment 5 would require the Government to
assess the impact of income taxes in the Bill on tax
revenues, and on households and individuals of different
income levels. The Government like to tell us that we
live in unprecedented times, which is of course true. As
such, we need greater scrutiny of policies that may need
to be revised in what is clearly becoming an unprecedented
economic downturn. The Resolution Foundation estimates
that GDP will contract between 10% and 24% owing to
the outbreak of covid-19: an economic shock of a kind
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[Bridget Phillipson]

that has not been seen since the 18th century. Very
much is at stake. It is crucial that the Government assess
the means by which they generate revenue, given the
huge demands facing our public services and economy.

First, we need to know how much revenue we are
generating from maintaining income tax rates, in order
to determine whether it is enough to meet the demands
on our economy and the pressures on public services, as
well as the Chancellor’s income support packages. Secondly,
we need to better understand its distributional income.
Over the past 10 years we have seen large cuts to
working age benefits against reductions in direct tax,
including a large rise in the tax-free personal allowance.
Unsurprisingly, the winners in all this have not been
low-income households. According to the Institute for
Fiscal Studies, the poor have been disproportionately
hit by tax and benefit changes since the Conservatives
came to power 10 years ago. The worst-off 10% of
households have lost 11% of their income since 2010.
When we factor in households with children, that rises
to 20%. In contrast, the highest-earning 10% of the
population have seen their incomes fall by only 2% in
the same period.

In its 2020 Budget analysis, the Resolution Foundation
makes it clear that nothing has been done to offset the
considerable welfare cuts made by previous Chancellors
since 2015. Households in the second net income decile,
for example, will eventually be £2,900 a year worse off
on average, thanks to the tax and benefit changes announced
since 2015, and £900 of that is yet to come; it will result
from welfare policies that are still being rolled out.
These cuts mean that the incomes of the poorest families
have fallen over the last two years, and there is a real
risk that child poverty rates will reach record highs by
2024.

11.45 am

We understand that welfare cuts have been offset in
some ways by aggregate tax cuts, but those changes
have been of most benefit in cash terms to those in the
top half of income distribution. That has been tempered
by some changes, but we have real concerns about the
impact that this situation is having on low and middle-
income families. Overall, tax and benefit policy over the
last five years has been regressive, with the poorest
losing the most, both in proportional terms and cash
terms, and already welfare cuts have resulted in the
incomes of the poorest families falling. Child poverty is
rising, and we have real concerns about that. The
Government must take action to address this searing
inequality.

We know from research conducted by the Equality
and Human Rights Commission that the overall impact
of policy decisions taken between 2010 and 2017 is
regressive. Looking at some of the outcomes that the
commission discovered, we see that ethnic minority
households will be more adversely effected than white
households; the average loss for black households is
above 5% of net income, which is more than double the
average loss for white households. Households with one
or more disabled members will be significantly more
adversely impacted than those with no disabled members,
and on average, tax and benefit changes will reduce the
income for families with a disabled adult by about

£2,500 a year. If that family also has a disabled child,
the income reduction will be over £5,000 a year, which
compares with a reduction of about £1,000 for non-disabled
families.

Lone parents will lose around 15% of their net income
on average, which is almost £1 in every £6. By contrast,
the losses for all the family groups are much smaller,
especially for those who are relatively well-off; they are
between nothing and 8%. Women lose more than men
from reforms at every income level. Overall, women lose
about £950 a year on average, which is more than
double the losses of men.

In its report, “The shifting shape of UK tax”, the
Resolution Foundation has found, when considering
marginal rates of tax, including the crucial role played
by the benefit system, that the highest rates are concentrated
in the bottom half of income distribution, with very
high marginal deduction rates of 63% or even 75%
being common. I am sure that Members will agree that
our tax system cannot be called progressive if the
poorest households and average earners continue to
experience the greatest proportional loss. We must consider
the distributional impact and revenue effects of current
rates of income tax as we consider the most pressing
issues arising from coronavirus and the impact it has
had on our society and economy. It has crippled the job
market and risks putting thousands of people—even
millions—out of work.

The Resolution Foundation anticipates that in the
event of widespread unemployment and closures of
firms once the furlough scheme is phased out, a 10%
structural unemployment rate, such as the one we sadly
saw during the 1980s, could lead to £175 billion being
lost in taxes. Alongside that, there will be need for more
social security benefits to be paid out. Such a reduction
in tax receipts would add to an already higher proportion
of working-age adults not paying income tax at all, and
given that tax receipts make up so much of Government
revenue, it is vital that the Government consider the
impact of maintaining rates of employment.

Labour Members believe that we need a tax policy
that looks to the economy of the future, and considers
the challenges that we must face during this pandemic.
It is vital that those individuals who are best placed to
contribute do so, and that those who need Government
support are able to access it, including the most vulnerable
people in our society. Our amendment would allow the
Government to reflect on their policy and to measure
how much, if at all, it needs to change to fund support
during this crisis, together with their other spending
plans presented at the Budget earlier this year.

Turning to the question of whether this amendment
is necessary, and to respond to the points made by the
Minister, I refer to a joint report of the Institute for
Fiscal Studies, the Chartered Institute of Taxation and
the Institute for Government, which was published
back in 2016, and which considered the issue of the
absence of post-legislative scrutiny. That report said
that post-legislative scrutiny should focus on whether a
measure raises the revenue it is expected to raise, whether
it is achieving its policy objectives, and whether it is
operating as intended—so, whether the measure is still
needed, and its impact. Clearly, this is a much broader
point, but it is worth the Government considering the
impact in this area, where we require clarity up front
about what measures will achieve.
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The report also pointed out that when Parliament
does engage on tax issues, most scrutiny is focused on
new proposals, and there is very little capacity or appetite
to look at the effectiveness of past measures, or the
coherence of the system as a whole. We intend to return
to this question later, and particularly to the work that
the National Audit Office has been doing in this area. It
argues that there is a role for other institutions in
considering more effective systematic scrutiny, and suggests
that it could perhaps do that, and that there could be a
greater role for the Office of Tax Simplification, or
perhaps the Office for Budget Responsibility. It also
considers what role Parliament might play in all this,
perhaps through its Select Committees, and what scope
there is for boosting academic evaluations of tax policy.

We had a wide debate on Second Reading about the
fact that our public services are overstretched; they have
faced a decade of real challenge, and were left ill prepared
for the crisis we face. We also face an important challenge
in the months and years ahead in recognising the important
role that key workers have played during this crisis.
Their contribution has been undervalued and not recognised
for far too long, and that must change. The measures
the Government will adopt in their approach to taxation
and social security will play an important role in shaping
that. That is why we tabled amendment 5: so that we
can have that scrutiny and greater consideration. We
want to avoid the mistakes made in the past. The
amendment will help the Government to tread carefully,
to recognise the challenges we face in responding to the
current crisis, and to make evidence-based revisions to
policy, both in the here and now in responding to this
crisis, and in the future. We hope to push the amendment
to a vote.

Alison Thewliss (Glasgow Central) (SNP): It is a
pleasure to see you in the Chair, Ms McDonagh, and to
join all the members of the Finance Bill Committee.

I echo the thanks that other hon. Members have
given to the Clerks and staff who have made this
possible, but I share the concerns about having to meet
physically, and about the fact that there is no option for
hon. Members to participate remotely or to vote digitally.

Given that the Secretary of State for Business, Energy
and Industrial Strategy was taken ill yesterday at the
Dispatch Box, we should think more carefully about
how we spend our time in this place and how close
together we are. I know discussions were had about how
far apart we should sit and how that would work, but
the reality is that the highest risk factor is people being
in a room together and talking for hours on end, which
sounds very much like the Finance Bill to me.

I agree with many of the comments made by the hon.
Member for Houghton and Sunderland South, and I
congratulate her on her position and her lead on this
Bill. It is clear that for many people there is a fundamental
unfairness in the economy. There are issues that are
longstanding and intractable, and the Government have
not shown great interest in trying to deal with those
inequalities or in addressing the situation, particularly
for women, ethnic minorities and disabled people, who
still, after so many years, remain the worst off in society.
The Government need to take far more and firmer
action to address that.

The Government need to take further action to address
the climate emergency. We should be seeing a lot more
on that in the Bill, and should take our responsibilities

on this issue far more seriously. If there ever was a time
to do that, it is now. We have the opportunity. We have
shut down huge chunks of the economy, and we can
think, in this small time that we have, about how we
want to reopen the economy, and how we could make
changes that could otherwise pass us by. The amendments
that the SNP will table to this Bill are in that vein. We
want to look at equality and the environment. We want
to look at how we can instil fairness in the system, if
indeed that can be done.

I will also mention an issue that my hon. Friend the
Member for Aberdeen North (Kirsty Blackman) has
spoken about on many occasions: the need for this
Committee to take evidence. The Domestic Abuse Bill
Committee is also meeting today and is taking evidence
from a range of experts. The Finance Bill does not do
that. It will take written evidence—a lot of that has
arrived, and I thank all those who have sent it—but we
do not get the opportunity to take oral evidence and
interrogate the people who have the most knowledge on
the implications of the Bill. If we took that evidence, we
would make better, wiser decisions and more fully
understand the implications of the Bill, and the Government
could avoid making mistakes and having to come back
and change things retrospectively in the next Finance
Bill. It would be incredibly helpful if people such as the
Chartered Institute of Taxation and the Institute of
Chartered Accountants in England and Wales could
come before the Committee and we could hear from
them. I urge the Government to consider why that
could be helpful to all of us in this Room, rather than
just passing it over as not necessary.

The amendment tabled by the official Opposition is
worthy, but I would caution them, slightly, with respect
to its implications for Scotland. They have not considered
fully how it would affect Scottish income tax rates.
What we do in this Parliament has that impact. Scotland
has a progressive taxation system, and we are proud of
it. We have taken the measures we can within the
restrictions we have. However, if that system is not
considered within the amendment, that will miss out a
huge chunk of the impact on the Scottish budget and
mechanisms within it for funding the Scottish budget
and all the things we want in Scotland. I would not, at
this stage, be willing to support the amendment, because
it does not encompass that aspect, and it should. Scotland
should be kept in mind in many of the measures or
suggested changes. I will conclude my remarks with that
reasonable point.

Clause 1 accordingly ordered to stand part of the Bill.

Clause 2

MAIN RATES OF INCOME TAX FOR TAX YEAR 2020-21

Amendment proposed: 5, in clause 2, page 1, line 10, at
end insert—

‘(2) The Government must lay before Parliament a review of
the impact of the rates of income tax for 2020-21 within six
months of Royal Assent, which must consider the following
issues—

(a) the effect on taxation revenue of maintaining income
tax rates for 2020-2021; and

(b) the effect of income tax rates for 2020-2021 on annual
income for the following:
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(i) Households below average income, and

(ii) High-net worth individuals as defined by HMRC.’
—(Bridget Phillipson.)

This amendment would require the Government to assess the impact of
the income tax rates in the Bill on tax revenues and on households and
individuals of different income levels.

Question put, That the amendment be made.

The Committee divided: Ayes 5, Noes 10.

Division No. 1]

AYES

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Clause 2 ordered to stand part of the Bill.

Clauses 3 and 4 ordered to stand part of the Bill.

Clause 5

MAIN RATE OF CORPORATION TAX FOR

FINANCIAL YEAR 2020

12 noon

Wes Streeting (Ilford North) (Lab): I beg to move
amendment 6, in clause 5, page 2, line 18, at end
insert—

“(3) The Government must lay before Parliament within six
months of Royal Assent a review of current corporation tax rates
which must contain an assessment of the following—

(a) the effect on taxation revenue of maintaining the level
of corporation tax rates for 2020-2021; and

(b) the impact of the corporation tax rate structure on
businesses of different sizes.”

This amendment would require the Government to assess the impact of
the corporation tax rates in the Bill on businesses of different sizes and
on tax revenues.

The Chair: With this it will be convenient to discuss
clauses 5 and 6 stand part.

Wes Streeting: It is a pleasure to serve under your
chairmanship, Ms McDonagh. These clauses, which
maintain the corporation tax rate at 19%, represent the
culmination of a five-year U-turn, painfully drawn out
over three successive Conservative Governments and,
by my count, at least four Conservative Chancellors.

Over the last decade, successive Conservative-led
Governments have cut the headline rate of corporation
tax from 28% to 19%, giving the UK the lowest headline
rate in the G20. In the 2015 Budget, the Government
announced a reduction in the corporation tax rate,
from 20% to 19%, for the financial years beginning
1 April 2017, 1 April 2018 and 1 April 2019, with a
further reduction, from 19% to 18%, for the financial
year beginning 1 April 2020. In the 2016 Budget, the

Government announced an additional 1% reduction to
17% for the financial year beginning 1 April 2020. By
November of last year, the Prime Minister had backtracked
on that reduction, claiming that doing so would provide
another £6 billion for our NHS. Here we are, debating
clauses 5 and 6 to give effect to the Prime Minister’s
commitment.

Circumstances have obviously changed significantly
since the Prime Minister made that commitment to
freezing corporation tax to make sure that funding was
available for the NHS. What impact does the Minister
believe that maintaining the corporation tax rate at 19%
will have on Treasury revenues, in the light of the
immediate impact of covid-19? We know that many
businesses are already struggling to pay their taxes and
that the tax burden they face is one of many considerations,
which may include the viability of jobs, of commercial
activity or even of the businesses themselves. Will the
Financial Secretary tell us whether the Government
plan to produce corporation tax revenue forecasts that
factor in this new reality and that subsequently re-evaluate
the projected tax revenues for the period covered by
the Bill?

The anxiety is that, without sufficient forecasts and
projections in the light of the circumstances through
which we are living, revenues generated by those decisions
will not necessarily deliver the funding that the Prime
Minster intended for the national health service. Given
that he has drawn a clear link between that policy
decision on corporation tax and funding for the NHS,
we want to ensure that he stays good to his word and
commits to funding the NHS to the extent that was
promised. All of us living through this miserable period
in our history and our national life are particularly
grateful to the national health service for the support it
provides to all our constituents in the best of times, let
alone the worst. I am sure that the Financial Secretary
will agree that it is absolutely necessary to maintain
NHS funding at the level required to see us through the
pandemic and into brighter times, and that he would
like to give us a commitment to ensuring that the
forecast evidence base is made available.

In any event, building a stronger evidence base for
corporation taxation rates is long overdue. We do not
believe that the 19% tax rate goes far enough to ensure
that corporations in this country pay their fair share of
tax, particularly as the responsibilities on us all will
increase throughout this crisis. Although there are significant
pressures on the Treasury as a result of the immediate
response to covid-19, we know that the long-tail effect—the
recession that we are in and will be living through
—will have a significant impact on decisions taken in
the Treasury.

We have just endured a decade of cuts to our public
services and, as we heard from my hon. Friend the
Member for Houghton and Sunderland South, we know
that the broader shoulders have not borne the greatest
burden. Poverty in our country, particularly child poverty,
has increased, and those who have felt the pain in their
pockets have noticed the significant reduction in the
provision of the public services upon which we all rely.
Therefore, as we think about how to balance the books
and take the country forward beyond this crisis, it is
important that we get back to the principle that those
with the broadest shoulders should bear the greatest
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burden, and business, which has benefited enormously
from Government support during the crisis, should pay
its fair share.

The Association of Accounting Technicians notes
that while a 19% rate may put us slightly ahead of the
likes of Albania, Andorra, Bermuda and Kyrgyzstan,
those nations are not our international competitors.
Will the Financial Secretary tell us why the Government
insist on maintaining a corporation tax rate that, as the
Resolution Foundation highlights, sits well below the
European average and that of our equivalent advanced
economies? Does that show the Government’s lack of
faith in the UK’s ability to attract business to this country
while maintaining a robust and fair tax system?

We all value the contribution that business makes to
our society. As this is a fairly early opportunity for me
to speak to this issue since my appointment to the
shadow Treasury team, let me say on behalf of me and
my colleagues that we think business has a contribution
to make to our country beyond that which it makes to
the ability of Labour Governments to raise revenues for
spending on public services—important though that is.
During the lockdown we have seen how people are
missing not just their friends and family, but many of
the businesses that are currently shut down. Businesses
provide not just tax receipts for Labour Governments
to spend, or even jobs and opportunities, which are
really important; they innovate, create and provide products
and services that enhance everyone’s quality of life. I
am proud that this country remains an attractive destination
for businesses to locate themselves and have their global
operations, and that many people feel able to take the
plunge and start up their own businesses.

Businesses are the lifeblood of our communities and
high streets, and we value them and their contribution.
That is not in doubt. However, the Government could
easily increase the rate of corporation tax and raise
additional revenues from those corporations without
making us uncompetitive. Ministers ought to bear that
in mind not just as they make unenviable decisions
throughout the current crisis but as they look ahead to
future fiscal events.

There is also the issue of equity. The Institute for
Public Policy Research noted in its excellent work through
its commission on economic justice that cuts in the
principal rate of corporation tax over the last decade
have occurred alongside an increase in national insurance
contribution rates. That has resulted in a system whereby
the burden of taxation is placed on businesses with
lower profits that happen to have more staff, while more
profitable businesses that employ fewer staff pay less.
The Government’s policy of maintaining the present
rates is therefore fundamentally a commitment to inaction
and does not address some of the disparities in how the
business taxation burden falls. That is the point that our
amendment fundamentally seeks to address, and I hope
the Financial Secretary will address it.

The Opposition want to establish a stronger evidence
base not just for the Treasury but for Parliament, looking
at corporation tax rates and the impact of decisions
taken in the Bill on the revenues generated. I hope that
would prompt a more wide-ranging review of corporation
tax and business taxation, looking at how the burden is
felt by businesses of different sizes and types, and with
different levels of profitability. I look forward to hearing
the Minister’s reply.

Jesse Norman: I will speak to the amendment and the
clause. I would also like to touch on some of the themes
raised by the Opposition Front Bench team and by the
Scottish National Party, because those important issues
need a proper interrogation.

Clause 5 sets the corporation tax main rate for this
financial year beginning on 1 April 2020. Clause 6 sets
the corporation tax main rate and the annual power to
charge corporation tax for the financial year beginning
on 1 April 2021. The Government support a competitive
corporate tax system that allows UK businesses to
flourish, boosts the economy and supports further inward
investment in the country. For that reason, the Government
have made successive cuts to the headline rate of corporation
tax, with the main rate falling from 28% in 2010 to its
current rate of 19% in April 2017.

At Spring Budget 2016, the Government announced
that they were going to cut the rate further to 17% in
April 2020 and legislated to deliver that in the Finance
Act 2016. It is important that cuts to the corporation
tax rate, and the benefits that they can provide to
business growth and investment, are balanced against
wider objectives. The Government’s commitment to
sustainability in public finances reflects that.

With that balance in mind, the Government announced
at the Budget that the corporation tax main rate would
remain at 19% in April 2020, rather than being reduced
to 17%, and clauses 5 and 6 legislate for that change in
rate for this tax year and the next. At the Budget, the
Office for Budget Responsibility forecast that that would
raise about £33 billion in additional tax receipts across
the forecast period. That will enable the Government to
further support the vital public services on which we all
rely, including the NHS.

The Government remain committed to supporting
investment in innovation through the business tax system.
While the corporation tax main rate remains at 19%,
the UK continues to offer the lowest headline rate of
corporation tax in the G20. The Government also
announced a series of generous capital release for business
at the Budget, which are being legislated for in the Bill,
including an increase in the R&D expenditure credit
from 12% to 13% and an increase in the rate of relief for
business investment in non-residential structures and
buildings from 2% to 3%. The Government have also
provided an unprecedented package of support for
businesses in response to covid-19, as has been recognised.

Before I turn to amendment 6, I will pick up some of
the helpful and interesting themes that the Opposition
Front-Bench spokespeople have raised. The hon. Member
for Houghton and Sunderland South thanked Treasury
officials and the hon. Member for Glasgow Central
thanked the Clerks. I echo those thanks. I am sure that
they would also join me in thanking the officials at Her
Majesty’s Revenue and Customs, who have done an
astonishing job in the last few months, especially in
response to covid-19.

The hon. Member for Houghton and Sunderland
South said that her key priority will be a focus on
accountability with an emphasis on responsibility. The
hon. Member for Ilford North highlighted that the
Labour party is pro-business in a more generous and
inclusive sense than had perhaps been understood by
regarding business as merely a source of revenue to
support public services, which I welcome. I encourage
the scrutiny, which I think increases the authority of the
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power that is being scrutinised, so it is a good thing in
general. I welcome them both to what is an evidently
responsible and highly competent shadow Front-Bench
team.

I have a couple of further points. In relation to
equity, hon. Members on both sides of the Committee
know that many of those distribution analyses do not
include the full welfare and benefit changes but focus
on tax changes, which is one reason why it is hard to
model them. It is important to be aware, however, that
spending on public services was significantly increased
in the spending round last summer. On the tax side,
something like 29% of income tax is paid by the top 1%
of earners.

On the question raised by the hon. Member for
Glasgow Central about the status of women and equalities,
which is an issue extremely near the hearts of Government
Ministers—[Interruption.] I am delighted to hear the
Exchequer Secretary behind me, fresh from her triumph
in the urgent question, echo that. I am sure that hon.
Members on both sides of the Committee know that
15.8 million women are in work at the moment, which is
a record high that I am delighted about. The wages of
the lowest earners have risen by 11% more than inflation
over the four years from 2015 to 2019. The poorest 60%
of households receive more in public spending than
they pay in tax, and the lowest income decile will get
more than £4 in benefits and public services for every
£1 they pay in tax. It is important to see that those
norms of equity and fairness that the Opposition rightly
highlight are reflected in policy and shared by Government.

12.15 pm

Bridget Phillipson: When Ministers are considering
these issues in response to the pandemic, may I ask that
they look at evidence as it emerges? While the Opposition
welcome and have supported the creation of, for example,
the furlough scheme, our concern is that we know
women are more likely to be furloughed than men and
women risk losing their jobs in bigger numbers during
the crisis. I welcome the Minister’s comments about
understanding the impact on the economy and within
different groups, but I urge him to consider this issue as
a Treasury priority.

Jesse Norman: The hon. Lady is absolutely right that
as we work through this crisis and, as we all hope, come
out the other side, there will need to be a more detailed
understanding of the implications in data terms, how it
has affected different groups and its distributional impacts.
We have well-established procedures within existing
frameworks, as she will know.

The question was touched on more generally by the
hon. Member for Ilford North in relation to corporation
tax, but we have a whole procedure of making updates
to Parliament and a procedure for forecasting that is
now independent, thanks to the decision taken in 2010
to create the Office for Budget Responsibility. That
includes a fiscal sustainability report on the overall
benefit of measures, which goes to his question about
corporation tax revenues. Needless to say, the Government’s
support for the NHS is not contingent on the revenues
from corporation tax; it goes much deeper than that.

The hon. Member for Glasgow Central raised many
of these issues. She touched on a question in relation to
the Scottish tax system. Of course, it is for the Scottish
Government to review the effects of their decisions on
income tax and the benefits for which they are responsible.
At the same time, they can review their own progress on
equality and inequality.

Turning to the hon. Member for Ilford North, I
noted with support his inclusive approach towards business.
That is very important. He asked about the impact of
maintaining the tax rate at 19%. I have indicated that
that is estimated to raise several tens of billions over the
course of the spending round. What the effect of covid-19
will be on that we do not know, but, as I say, we have
processes for evaluating and forecasting on that basis.

Amendment 6 would require the Government to
conduct a review of current corporation tax rates, including
the effect on tax revenue and the impact of the corporation
tax rate structure on businesses of different sizes within
six months of the Bill receiving Royal Assent. As I have
mentioned, the OBR-certified Exchequer impact for
this measure was published in table 2.1 of the Budget
Red Book.

We recognise that the economic disruption created by
the pandemic will have an effect on the tax revenue
forecast at Budget. That will be monitored and changes
will be made through the OBR principle and process to
the forecast and reflected at the next Budget. HMRC
also publishes corporation tax statistics annually, alongside
a report that includes a breakdown of the amount and
proportion of total corporation tax receipts paid by
businesses at different levels of profitability. Therefore,
the Government already publish the information called
for in the amendment and the separate review legislated
for in amendment 6 is, in our judgment, not necessary. I
ask the Committee to reject amendment 6 and move
separately that clauses 5 and 6 stand part of the Bill.

Alison Thewliss: Corporate taxation is not within the
power of the Scottish Parliament. We have to live with
the decisions that Westminster makes on this, but I am
glad the Government have realised the error their ways
in originally aiming to cut corporation tax. Given the
money that would have been lost to the economy, that is
wise.

The Minister mentioned the impact on women in
work. Findings from various women’s organisations
suggest that coronavirus will have an impact on women’s
employment, and that employment will not recover
unless there is significant investment in childcare to
redress that as we come out of this crisis. If we were to
take evidence from groups such as the Women’s Budget
Group, we would have a lot more detailed evidence on
the impact of the proposed measures on women. I
encourage him to look at that evidence and engage with
the Women’s Budget Group to consider how better we
can have evidence brought from groups who have expertise
in this area. Such groups have pointed out that women
are more likely to be furloughed and more likely to lose
their jobs. As the furlough scheme is wound up, they
will face unemployment sooner than they would have
anticipated as employers look at the scheme and say, “I
can’t afford to pay these wages. I’m just going to sack
my staff.”None of that necessarily relates to the amendment
on corporation tax, but I want to make sure those
points are on the record.
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Jesse Norman: May I respond briefly, Ms McDonagh?
The hon. Lady talks about the Government recognising
the error of their ways, but there is a misunderstanding
encoded in that view. The Government’s goal had always
been to set out a direction of travel because forward
guidance has economic value in guiding private investment
decisions, but of course all tax rates are constantly kept
under review by the Treasury. As has been recognised
and discussed in Committee, many considerations go
into the decisions on what rate to charge, so I do not
think it is fair to describe it as she has done.

Wes Streeting: We may well return to this issue in
later stages of the Bill, so I beg to ask leave to withdraw
the amendment.

Amendment, by leave, withdrawn.

Clause 5 ordered to stand part of the Bill.

Clause 6 ordered to stand part of the Bill.

Clause 7

DETERMINING THE APPROPRIATE PERCENTAGE FOR A

CAR: TAX YEAR 2020-21 ONWARDS

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clauses 8 and 9 stand part.

The Exchequer Secretary to the Treasury (Kemi
Badenoch): It is a pleasure to serve under your chairmanship,
Ms McDonagh. Clauses 7 to 9 make changes to set
company car tax—CCT—appropriate percentages that
favour zero and ultra-low emission cars until April
2023. As confirmed at Budget, these rates will be extended
until April 2025. The clause also confirms that that the
CO2 emissions figure for the purposes of the CCT will
be based on the worldwide harmonised light vehicle test
procedure—WLTP—for all new cars first registered on
or after 6 April 2020.

CCT is a benefit in kind for employer-provided cars
that are available for private use. Although part of the
income system, the appropriate percentages that determine
the rate of tax paid by individuals are based on CO2

emissions. There are currently around 900,000 company
car drivers in the UK, and the benefit raises approximately
£2.3 billion per annum. In July 2019, the Government
announced that, for CCT, new cars first registered on or
after 6 April 2020 will report CO2 emissions using the
WLTP, which is an improved emissions testing regime
that aims to reduce the 40% gap that exists between
current emissions reporting and real world driving. The
Government announced that to smooth the transition
to the WLTP, for cars first registered on or after 6 April
2020, CCT rates will be reduced by 2 percentage points
in 2020-21 before returning to planned rates over the
following two years.

To support decarbonisation, the Government also
announced that all zero-emission company cars would
attract a reduced CCT rate of 0% in 2020-21 and 1% in
2021-22, before returning to the planned 2% rate in
2022-23. To give certainty to company car drivers,

leasing companies and manufacturers, the recent Budget
announced the extension of 2022-23 rates for an additional
two years until April 2025.

The changes made by clauses 7 to 9 will confirm that
all new cars provided to employees and available for
private use that are first registered on or after 6 April
2020 will be taxed according to the CO2 emissions
figure measured under the WLTP. It is also clarified
that cars first registered before 6 April 2020 will continue
to be taxed on the basis of the CO2 emissions figure
measured under the new European driving cycle—
NEDC—procedure.

The clauses also introduce reductions in the appropriate
percentages for 2020-21 and 2021-22 for zero-emission
cars and all cars registered on or after 6 April 2020. In
addition, they make a number of minor technical
amendments—for example, by clarifying that where the
electric range figure is converted from kilometres to
miles, the value should be rounded up to the nearest
whole mile.

I urge that the clauses stand part of the Bill. The
changes they introduce will aid decarbonisation by
confirming the introduction of the WLTP and beneficial
CCT rates for ultra-low and zero-emission cars. They
will also provide welcome certainty to company car
drivers, leasing companies and manufacturers on the
future taxation of company cars until April 2025.

Wes Streeting: As this is our first exchange across a
chamber, may I say how much I look forward to working
with the Exchequer Secretary—and occasionally giving
her the runaround—during our time together in these
roles?

Let me begin with an overall observation, which is
that this Parliament has declared a climate emergency.
The country understands the extent to which irreversible,
catastrophic climate breakdown is an existential threat
to life on Earth and means serious disruption to our
way of life. Actually, given the disruption that the
pandemic is inflicting on all of us at the moment, lots of
people are reflecting on the serious longer term disruption
were we to allow such a catastrophic climate breakdown
to take place. But here we are with this Finance Bill,
dealing with one of the few areas in which the Bill tries
to make any progress at all towards tackling the climate
emergency by talking about car tax percentages. This is
entirely reasonable and entirely straightforward, but it
falls way short of meeting the challenge facing our
country.

When Greta Thunberg addressed parliamentarians
here in our own Parliament, she said:

“Avoiding climate breakdown will require cathedral thinking.
We must lay the foundation while we may not know exactly how
to build the ceiling.”

I am pretty sure that when Greta Thunberg talked
about foundational measures, she did not have car tax
at the forefront of her mind. Yet here we are with a Bill
that, as we have already heard from the hon. Member
for Glasgow Central, falls way short of meeting the
challenge.

It is disappointing because the Treasury has a crucial
role to play in promoting efforts to tackle destructive
climate change. This ought to be a national mission for
our country. As one of the largest financial centres in
the world economy, the UK has a clear responsibility to
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provide international leadership through the greening
of our financial system. But we also know that the
tentacles of the Treasury reach into every Department
and can compel all sorts of behavioural change, can
incentivise and disincentivise all sorts of policy change,
right across the breadth of Government. I would like to
see Her Majesty’s Treasury showing far stronger leadership
in that regard.

It is also the case that through taxation, either tax
incentives or disincentives, created through punitive tax
measures, we can effect behavioural change across the
country. I therefore hope that the scope and ambit and
the ambition of future Finance Bills live up to the
challenge.

If Ministers are not persuaded by the exhortations of
Greta Thunberg, perhaps they will tune in to the interview
given by His Royal Highness the Prince of Wales just
this morning. As someone who has been committed for
decades to tackling climate change and to supporting
biodiversity and the natural environment, he too makes
a compelling case. I hope Ministers will take that on
board.

12.30 pm

The provision is straightforward and there is nothing
here for us to oppose, but I will point out the concerns
highlighted by the Chartered Institute of Taxation about
the complexity of the rules set out in the Bill. For
example, we heard about WLTP emissions testing for
cars registered from 6 April. The percentage on which
the benefit is calculated is based on both emissions and
electric range and varies from 0% for zero-emission cars
to 37%. NEDC emissions testing for cars registered
between 1 October 1999 and 5 April 2020 also calculates
the percentage based on emissions and electric range,
but is slightly different from that for cars registered
from 6 April 2020, at least for the 2020-21 and 2021-22
tax years.

There are also special rules for bi-fuel cars registered
from 1 January 2000, and separate rules for cars registered
between 1 January 1998 and 30 September 1999, depending
on whether the car has a CO2 emissions figure. There
are other, separate rules for cars registered before 1 January
1998. If Government Members have followed all that
detail to the extent that I have outlined it, I am sure a
bright future awaits them in a career at the Chartered
Institute of Taxation after the next general election,
when the results are flashed up as a Labour gain.

As I said, nothing here for us to oppose, but I hope
that when the Minister replies, she addresses that point
about complexity.

Alison Thewliss: There is indeed not terribly much to
oppose here, but this is about the ambition of the
Government to make a change, to make something
different out of this Bill and to do something different. I
draw the attention of Government Members to what
Norway has done to increase the use of electric vehicles,
so that 42% of its cars are now electric vehicles. The
Norwegians did that with incentives such as no annual
road tax for electric vehicles, company car tax reduction
to 40% on electric vehicles, changes to purchase and
import taxes, and an exemption from 25% VAT on
purchase. They had an ambitious programme, and they

needed the infrastructure, but they took those actions
and they saw a dramatic change in the number of
electric vehicles as a result.

I encourage the Government to look at what can be
done. If cars are to be around for some time to come,
how can we make them better? In many parts of Scotland,
for example, people need a car to get around In large
parts of rural Scotland it would be impossible to do
anything other than have a car, but if we can make
those cars electric vehicles, providing the plug-in
infrastructure for them and the tax incentives to reduce
their cost, we could make that change achievable. I ask
the Government to be more ambitious.

Kemi Badenoch: I thank both hon. Members for the
points that they have made and the good questions they
asked. I reiterate that tackling climate change and improving
the environment are top priorities of the Government.
The UK is a world leader on climate change. The reason
why we are doing this is to address several things at
once.

Let us remind ourselves what the WLTP is. It is
designed to ensure that we are reflecting real world
driving conditions more accurately by including a longer
test time. The aim is to reduce the 40% gap between lab
tests and real world driving. We have put many other
levers in place to address the broader issue of climate
change.

I accept the point about complexity—I recognise the
need to ensure that this does not have an overall impact
on the consumer. One of the reasons why we are phasing
it in this way is to better protect the automotive sector. I
thank both Members for the points they made.

Question put and agreed to.

Clause 7 accordingly ordered to stand part of the Bill.

Clauses 8 and 9 ordered to stand part of the Bill.

Clause 10

APPRENTICESHIP BURSARIES PAID TO PERSONS LEAVING

LOCAL AUTHORITY CARE

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Clause 10 exempts care leavers’
apprenticeship bursary payments from income tax. This
Bill contains areas on which there will be disagreements
across the Committee, and areas that the Opposition
Front-Bench team has noted that it wants to prioritise
in scrutinising the Government, but there are other
clauses that are essentially technical in nature on which
I doubt there is any serious disagreement about their
importance or intent. This, I suggest, is one of those
clauses.

Young people who are in care or have left care who
choose to start an apprenticeship receive a £1,000 bursary
to help them to make the transition to the workplace for
their practical studies. The extra financial support is for
those aged 16 to 24 and living in England. Payments
such as the care leavers’ apprenticeship bursary would
normally be subject to income tax, as such payments
relate to employment. Changes made by clause 10 mean
that bursary payments made to care leavers who start
an apprenticeship are exempt from income tax.
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The changes affirm the Government’s commitment
to support care leavers and ensure that those in receipt
of the bursary can benefit by the full amount. The
clause ensures that care leavers starting an apprenticeship
will benefit from 100% of the bursary value. It is the
right thing to do and I commend the clause to the
Committee.

Wes Streeting: The Financial Secretary is right that
he will not get much by way of argument from us. The
bursary is obviously a laudable policy designed to support
people in our society who lived in care as children and
who far too often face serious disadvantages in terms of
educational outcomes, employment opportunities and
life chances.

It is a source of deep regret to me, as the son of a
parent who spent time in care—care leavers are a big
part of my family—that we have not done more as a
country to narrow the attainment and opportunity gap
for care leavers. Of course it is right that individuals
who are in or have left local authority care who subsequently
join an apprenticeship scheme should not be subject to
income tax and national insurance contributions. We
will certainly not oppose a clause designed to give effect
to that.

I have some questions for the Financial Secretary
about how the Bill deals with that, as much out of
curiosity as anything else. There is an existing exemption
in section 776 of the Income Tax (Trading and Other
Income) Act 2005 for income from scholarships, which
includes bursaries held by an individual in full-time
education. Section 776 could have been amended to
include the bursary payment, instead of introducing a
new section to the Income Tax (Earnings and Pensions)
Act 2003. I would be grateful if he could clarify why the
Government have chosen to enact the provision by
amending legislation in that way, rather than using
section 776 of the 2005 Act.

I understand that it is the Government’s view that the
bursary is employment income rather than other income,
but other bursaries are classed as other income, and
care leavers could be entitled to bursaries outside an
apprenticeship. I would be grateful if the Minister explained
why the Government consider this bursary to be
employment income. If it is employment income, legislation
will be required to exempt the payment from national
insurance contributions; if it is not, additional legislation
might not be needed. Some understanding of that, for
our interest and the interest of all those who follow
proceedings such as these closely, would be welcome.

Alison Thewliss: Again, I am not looking to oppose
the clause. The aim is laudable, but I want to highlight a
couple of things about apprenticeships. Coronavirus
could significantly affect the number of apprenticeships
that will be available to young people this year and
perhaps even into next year as well. What do the
Government intend to do to make sure that those
opportunities are not lost to a generation of young
people who are leaving school as well as leaving care?

As you will appreciate, Ms McDonagh, if those young
people do not have the opportunities that they should,
the impact on them will be devastating—as it will be on
society as a whole if their skills and talents do not go
into the workplace. I implore Ministers to look carefully
at that, to make sure that they do not miss those young
people, and that those concerns are high on their agenda.

Apprenticeships can be transformational for young people.
They can give them new opportunities and a chance to
do something that they would never have anticipated
through their family background or their ambitions
growing up. It is vital to protect them in the months
ahead.

I would also highlight the fact that the minimum
wage rate for apprenticeships remains staggeringly low.
The Government should look carefully at apprentices
more generally. The bursary in the clause is fine and
laudable, but apprenticeships for all young people need
to be properly remunerated. Some of those young people
will have families themselves and will be unable to take
up those opportunities if they cannot afford to put food
on the table because the apprenticeship rate is so low.

Not all young people live with their families, as the
bursary recognises; but all young people who want
them should have access to apprenticeships. I urge the
Government to reconsider minimum wage rates more
generally. There should be a living wage for everyone,
but apprenticeship rates in particular are incredibly low
in this country and they need to be addressed urgently
so that all young people who want to can take up those
places.

The Government could also look at the work done in
the care review in Scotland. We appreciate that not all
the things that could have been done to help young
people have been done. The care review took an in-depth
look at that. I urge the Minister to look at that and at
what more can be done to support young carers in
society.

Jesse Norman: Those were two useful, helpful
contributions from the Opposition. The broad answer
to the technical question raised by the hon. Member for
Ilford North is that this is a cleaner and more direct way
of addressing the problem; but I should be delighted to
write to him and set out the reasoning in more detail.

The hon. Gentleman raised the question of other
exemptions. As he will be aware, we are absolutely
amenable to considering these things on a case-by-case
basis, and if there are others that he thinks deserve
further consideration, he is again welcome to write to
me and we will give that a review.

The hon. Member for Glasgow Central raised a point
about apprenticeship opportunities more widely, and
she is absolutely right. The Government have already
been leaning into the issue of apprenticeships, as she
will know, through the levy. There is much more work
to be done in this area, and it is well understood,
certainly from the Prime Minister down, that the response
to the coronavirus may well cause the Government to
want to look at the whole area in more detail.

I cannot pass from this topic without drawing the
hon. Lady’s attention to a personal interest that I have,
which is the New Model Institute for Technology and
Engineering, in Hereford. That is the new university we
are setting up precisely to integrate the academic and
the vocational in a way that gives scope for very high
value-added learning, using apprenticeships but also
actual project work, in a way that is integrated into the
engineering curriculum in many ways.

Question put and agreed to.

Clause 10 accordingly ordered to stand part of the Bill.
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Clause 11

TAX TREATMENT OF CERTAIN SCOTTISH SOCIAL

SECURITY BENEFITS

Question proposed, That the clause stand part of the
Bill.

12.45 pm

Jesse Norman: I had hoped that we might be able to
debate clauses 11 and 12 together, because in some
respects they sit better together, but let me pick up
clause 11 in its own right and we can then take clause 12
separately. The clause confirms that three new specifically
Scottish social security benefits are not subject to income
tax. The income tax treatment of social security benefits
is legislated for in part 10 of the Income Tax (Earnings
and Pensions) Act 2003. That Act provides certainty on
existing benefits and needs to be updated when new
benefits are introduced.

The Scottish Government are introducing three new
benefit payments: the job start payment, disability assistance
for children and young people, and the Scottish child
payment. The tax treatment of those benefits is governed
by the fiscal framework agreement between the Scottish
Government and the UK Government, which sets out
that any new benefits introduced by the Scottish
Government will not be deemed to be income for tax
purposes unless they top up or replace benefits deemed
to be taxable already. The UK Government currently
choose to clarify the treatment agreed in the fiscal
framework through Finance Bill legislation, which is
why we have the clause before us today.

The changes made by the clause ensure that these
three new benefits are not liable to income tax, in line
with the fiscal framework agreement between the UK
Government and the Scottish Government. The clause
is straightforward, clarifying and confirming the tax
treatment of several welfare payments and introducing
a new power to ensure that a simpler process may be
used to effect future changes as may be needed. I
commend the clause to the Committee.

Bridget Phillipson: The Minister made reference to
the discussions we will have on clause 12, but the
Opposition do not object to the principle behind this
clause, which appears straightforward and to achieve its
aim.

Alison Thewliss: I am happy to support the clause
and the actions of the Scottish Government in bringing
in these new social security measures, which will be of
great benefit to the people of Scotland. My only regret
is that we have to come asking the UK Government to
put these measures into force—we would rather take
care of all these things ourselves.

Question put and agreed to.

Clause 11 accordingly ordered to stand part of the Bill.

Clause 12

POWER TO EXEMPT SOCIAL SECURITY BENEFITS FROM

INCOME TAX

Alison Thewliss: I beg to move amendment 8, in
clause 12, page 7, line 2, leave out ‘may’ and insert
‘must’.
This amendment seeks to exempt all social security benefits from
income tax.

The Chair: With this it will be convenient to discuss
amendment 9, in clause 12, page 7, line 4, leave out from
‘benefits’ to end of line 5.

This amendment seeks to exempt all social security benefits from
income tax.

Alison Thewliss: I am happy to move the amendment
and speak to amendment 9, which The Scottish National
party tabled just as a query. When we were looking at
the Scottish social security system and the opportunity
not to have income tax levied on social security benefits,
it got us thinking about what the logic is of taxation on
social security, because it is the Government giving with
one hand and clawing back with another, resulting in an
incredibly complex system where some benefits—indeed,
some parts of benefits, some types of benefits and some
subsets of benefits—end up liable for income tax whereas
others are not. We end up with a cumbersome system
that is difficult to navigate.

Our thought process in looking at the benefits was to
ask why it should be that bereavement allowance, carer’s
allowance, contributory and youth ESA, income-based
ESA, some but not all incapacity benefit, industrial
death benefit pensions, state pension, widowed mother’s
allowance, widowed parent’s allowance and the widow’s
pension are all taxable, whereas others such as personal
independence payment, war widow’s pension and universal
credit are not.

The young carer grant is not, but carer’s allowance is.
There are a huge number of inconsistencies in the social
security and income tax system, and our amendment
seeks to ask: why should that be? Should we not look
for a much simpler system, which would give people the
money in their own hands without having to negotiate
backwards and forwards with the Government? That
would save the Government a job in clawing back that
taxation and allow people to get on with their lives,
rather than having to worry about what the taxman will
take from their benefits. The SNP thought it was worthwhile
exploring this issue with the Committee.

Bridget Phillipson: As with clause 11, the Opposition
have no objection to what the Government seek to
achieve in this clause. On the substance of the amendments
put forward by the hon. Member for Glasgow Central,
there are a few issues that I hope she will be able to
clarify. She will be aware that the general principle is
that a benefit is taxable if it is an earnings replacement
benefit. As the Treasury’s tax benefit reference manual
notes, the reason behind that is to avoid creating an
incentive whereby an individual receiving social security
benefits is better off than someone on a comparable
income whose earnings are liable to tax. What consideration
has she given to that potential outcome of her amendments?

My second observation is about the cost of the
measure. I am grateful to the House of Commons
Library, which has sought to estimate the cost. The cost
of exempting all taxable social security benefits from
income tax would be around £5.9 billion in 2020-21. Of
that amount, 95%, or £5.6 billion, is attributable to the
state pension. The Library’s analysis identifies that those
in the top decile of income distribution would benefit
the most, while those in the lowest would gain the least.
I know that the hon. Lady cares very much about those
issues, and I would be grateful if she addressed that
point, because it strikes me that such an approach
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would usually be regressive, and I would like to understand
a bit more about the assessment of the distributional
impact of such a policy.

Alison Thewliss: I thank the hon. Lady for her comments,
which she is quite right to make—the Library analysis is
really important. I am moving the amendments to point
out just how complex the system is that there is of
course a cost to having and administrating such a
system. People have difficulty navigating that system,
because it makes it more difficult to claim what they are
entitled to, particularly if they are moving from one
benefit to another. Although I appreciate the points
that she has made and understand why she made them,
these are probing amendments to see what the point is
and what the Government are doing to make an ongoing
assessment of the logic of that complexity, for which
there is a cost and a difficulty. Although I in no way
deny the cost—I know the amendments have no prospect
of being passed by the Committee—I would like the
Government to consider carefully the impact of that
complexity on individuals, and whether they can simplify
the system, which is ludicrously complicated.

Jesse Norman: I thank colleagues for their contributions.
As they have recognised, the amendments are very
technical in nature. I will keep my remarks brief because,
if we can, I would like to discuss clause 13 before we
break, which will leave us a clear run at the afternoon.
Clause 12 introduces a power that commits the Government
to clarifying tax exempt status for future new social
security benefits introduced by the UK Government or
devolved Administrations using a statutory instrument.
That power has a more general applicability and creates
an additional flexibility that will be of value to Government
in making changes to address needs more rapidly than
at the moment.

The hon. Member for Glasgow Central tabled her
amendments in an interrogatory—or probing—spirit,
for which I thank her. My response has been very well
articulated by the hon. Member for Houghton and
Sunderland South. Scottish benefits are treated in line
with the fiscal framework and, under that framework,
which exists between the UK Government and the
Scottish Government, only new benefits that top up or

replace an existing taxable benefit will be liable to tax.
That is an established principle of taxation exactly to
avoid the perverse incentives that might otherwise be
created.

In addition to the questions raised by the shadow
Minister about cost and equity, it is worth mentioning
that the effect of entertaining the amendments would
be to undermine the fiscal framework agreement and
that longstanding principle of taxation. I ask the hon.
Member for Glasgow Central, in a rhetorical spirit,
whether she really means to overturn the fiscal framework
that was hammered out over a number of years between
those two sides. If she does, is it her intention to throw
out other settled agreements between the Scottish
Government and the UK Government within that
framework? I suggest that that is not her intent and,
because the meaning and purpose of the clause is clear,
I commend it to the Committee and invite her to
withdraw the amendment.

Alison Thewliss: I am indeed content to withdraw the
amendment, but the point stands that there is an
inconsistency within the system, in which a war widow’s
pension is not taxable but a widow’s pension is. There
are huge inconsistencies about which I have questions.
The Minister is being mischievous when he suggests
that I would want to undermine the fiscal framework,
but he knows fine well that I long for the day when the
fiscal framework is not necessary because Scotland is an
independent country that makes for ourselves the full
range of decisions about what is best for our people. I
beg to ask leave to withdraw the amendment.

Amendment, by leave, withdrawn.

Clause 12 ordered to stand part of the Bill.

The Chair: We now have four minutes to go. Does the
Committee wish to move on to clause 13?

Jeff Smith (Manchester, Withington) (Lab): Let’s
take a break.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

12.57 pm

Adjourned till this day at Two o’clock.
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Public Bill Committee

Thursday 4 June 2020

(Afternoon)

[ANDREW ROSINDELL in the Chair]

Finance Bill

2 pm

The Chair: Good afternoon, colleagues. Consideration
of the Finance Bill recommences. I remind everyone
that Hansard reporters would be grateful if hon. Members
could email electronic copies of their speaking notes to
hansardnotes@parliament.uk. If everyone could remember
to do that, that would greatly assist those recording the
proceedings. We now return to line-by-line consideration
of the Bill.

Clause 13

VOLUNTARY OFFICE-HOLDERS: PAYMENTS IN RESPECT

OF EXPENSES

Question proposed, That the clause stand part of the
Bill.

The Financial Secretary to the Treasury (Jesse Norman):
What a delight it is to see you in the Chair, Mr Rosindell.
As I touched on earlier, this is one of those clauses that
I do not think elicits any spirit of contention on the
different sides of the room.

Clause 13 creates a statutory income tax exemption
for payments and reimbursements of reasonable private
expenses incurred by voluntary office holders in carrying
out the duties of their offices. Individuals undertaking
voluntary work for an organisation such as a charity or
local benevolent society are not generally classed as
office holders or employees, so the payment or
reimbursement of any reasonable expenses incurred by
those individuals when doing the work of that organisation
is not liable for tax. However, in some circumstances, an
individual who does unpaid work for an organisation
may also be an office holder. That is because they are
appointed to a role that exists regardless of who occupies
the position at any one time. They are referred to as a
“voluntary office holder” in tax legislation. People in
that position include, for example, magistrates and special
constables.

An office holder, including a voluntary office holder,
is chargeable to tax on any earnings from their position
and subject to the tax rules for expenses and deductions
on the same basis as employees. Her Majesty’s Revenue
and Customs’ long-standing practice is that no tax
arises on private expenses paid or reimbursed to voluntary
office holders so long as they receive no reward for
carrying out the duties of their office and any payments
or expenses do no more than meet the expenses incurred.
That treats voluntary office holders in the same way as
volunteers in relation to expenses paid or reimbursed by
their organisation, but the treatment is at the moment
only concessionary.

This measure therefore places the current concessionary
treatment on a statutory tax footing. That ensures that
reasonable out-of-pocket private expenses paid or
reimbursed to voluntary office holders in relation to
their duties of office remain tax-exempt. The exemption
recognises the role of voluntary office holders and the
services that they provide. It ensures that the tax treatment
of their private expenses continues to be comparable to
that of volunteers, and it provides certainty by placing
that treatment on a statutory footing.

Those who hold voluntary offices often—in fact,
almost invariably—give valuable service in our communities.
It is right that we legislate to provide certainty for
people in such roles and bring the tax treatment of their
expenses in line with that for others who volunteer their
time. This is a simple and sensible technical change, and
I therefore urge that the clause stand part of the Bill.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It is a pleasure to serve under your chairmanship
this afternoon, Mr Rosindell, and I welcome you to the
Chair.

Opposition Members have no issue with the intention
behind clause 13. It is right that the tax treatment of
those carrying out valuable work on a voluntary basis is
put on a statutory footing so that it is the same for all
voluntary office holders, across the board.

Of course, most individuals who do unpaid voluntary
work for an organisation are not office holders or
employees, and I would like to take this opportunity, at
this time, to express my gratitude for the amazing work
that volunteers are doing right across our country in
responding to the crisis we are experiencing. The work
they are doing includes running food banks. Amazing
volunteers in my constituency are providing that kind
of support to vulnerable people and, frankly, to too
many families. I yearn for the day when they will be able
to be redeployed in other areas of activity because the
support provided by the Government—the state—is
adequate for all families to put food on the table. Many
other volunteers at this time have been delivering meals
or supporting people with prescriptions. There is a
whole range of help and support being provided, which
just demonstrates how important a role volunteers play
in our society. That is of course no substitute for the
necessary action we expect from Government, which
has sadly been too lacking in recent years, and after a
decade of big changes. That has meant that volunteers
have filled the gap that should be filled by the state
itself.

As for the scope of the clause, the Chartered Institute
of Taxation has identified some technical issues, and I
hope the Minister will be able to respond to some points
about them. The first is about the lack of a definition of
a volunteer office holder in this legislation and the fact
that that may lead to some confusion as to whether
charitable or other unpaid trustees would be regarded
as office holders for the purpose of this exemption. The
Minister was right to point to office holders such as
special constables and magistrates—and perhaps those
who are office holders in community amateur sports
associations—but I would be grateful if he could clarify
the scope of the clause.

The second concern that the Chartered Institute of
Taxation has identified is whether this legislation will
achieve its intended purpose, given that the clause covers
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expenses incurred in carrying out the duties of the
office, but not explicitly those expenses that enable such
duties to be carried out—for example, childcare costs. I
would be grateful if the Minister could clarify the
position and put on record that such costs would be
tax-exempt for voluntary office holders under the legislation.

Jesse Norman: I thank the hon. Lady for her questions.
These are two technical issues that she is right to cover.
The position of Revenue and Customs, and of the
Government, is that there is adequate clarity about the
scope of the clause. It passes into law only a considerable
body of accumulated practice in dealing with expenses
of the kind that we have described. As I have mentioned,
commissioners have discretionary powers—those collection
management powers—to manage these taxes and duties,
and are able to exercise those powers in particular
circumstances. So if there is a concern that, somehow,
the scope of the clause is inadequately defined, there
remains extra statutory power for the commissioners to
exercise those collection management powers in so far
as they wish.

The hon. Lady is also absolutely right to raise the
secondary issue of what counts as an allowable expense.
The answer is that a definition of reasonableness exists
in general in people’s minds and in law—of course, it
reflects the facts of a case and is context-dependent.
The core idea is that the payment or reimbursement
should do no more than meet the actual expenditure
that has been incurred by volunteers.

To give an example, someone may be volunteering for
a charity, perhaps as a treasurer, which is an office
holder, and doing most of their work from home. If the
charity offers them a small weekly payment to cover the
additional cost of using their home, that is a reasonable
expense. To take a different example, if someone is
volunteering as a magistrate at their local magistrates
court for one day a week and seeks reimbursement for
their childcare costs for the week, even if the court
agrees to that, the full week will not be considered a
reasonable reimbursement for private expenses, because
it does not relate to the actual expenditure that has been
incurred.

I can clarify, to that extent, the point the hon. Lady
made. I think that tracks relatively clearly our normal
intuitions about working, as well as working practice
elsewhere in the voluntary sector. With that said, I
would like to move that the clause stand part of the Bill.

Question put and agreed to.

Clause 13 accordingly ordered to stand part of the Bill.

Clause 14

LOAN CHARGE NOT TO APPLY TO LOANS OR QUASI-LOANS

MADE BEFORE 9 DECEMBER 2010

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: This is the first of seven clauses—
clauses 14 to 20—that bear on the loan charge. I do not
need to tell any Member of the House of Commons
that the loan charge has elicited a degree of controversy
in some quarters. It might be helpful if I remind the
Committee of the nature of the loan charge and what it
actually is.

The clause amends the date from which disguised
remuneration loans are subject to the loan charge specifically
from 6 April 1999 to 9 December 2010. That has the
effect of removing loans entered into before 9 December
2010 from the scope of the loan charge.

Disguised remuneration, as it is described, is a form
of abusive tax avoidance, where individuals seek to
avoid paying income tax and national insurance
contributions by receiving payment through a loan that
is itself never repaid—a remuneration practice that
costs the Exchequer hundreds of millions of pounds a
year. In many cases, the loans are paid over and above a
smaller payment that goes through the pay-as-you-earn
system, and the payment is made, perhaps on a monthly
basis, in the form of an accumulation of a loan. The
loan never, in my experience, has interest charged to it.
The expectation is that it will never be repaid. It is
typically administered through an offshore vehicle, which
highlights how contrived this approach is to the avoidance
of tax.

The loan charge was designed to combat that form of
tax avoidance. It was introduced as a new measure in
2017. In September 2019, the Chancellor commissioned
Sir Amyas Morse to conduct an independent review
into whether the loan charge was an appropriate policy
response to the use of such disguised remuneration
schemes. Sir Amyas had full control over the review’s
management and recommendations. He received evidence
from a very wide range of individuals affected. He
spoke to interest groups, Members of Parliament, tax
specialists, legal experts and many other stakeholders.

Sir Amyas’s report, which is 76 pages in length, is a
thorough and exacting review document, which
painstakingly worked through the issues and recommended
notable changes to the policy, including substantial
carve-outs regarding who was affected. The Government
accepted all but one of Sir Amyas’s recommendations,
and more than 30,000 people will benefit from the
changes. This clause, along with others in the Bill, make
changes to bring about those recommendations in so
far as they require statutory change. Work is under way
by the Government to implement the recommendations
that do not require legislation.

Sir Amyas’s careful and considered report examined
the question of the date from which the loan charge
should apply. He concluded that the law regarding the
tax treatment of disguised remuneration loan schemes
was clear from 9 December 2010, when draft legislation
was published setting out that income provided through
schemes using third parties, such as loan schemes, would
be subject to income tax and national insurance.

Clause 14 amends the date from which disguised
remuneration loans can be subject to the loan charge
and removes those loans entered into before 9 December
2010 from the scope of the loan charge. The clause,
along with clauses 15 to 20, legislates for several
recommendations from the independent review on the
loan charge. It takes about 11,000 people out of the
loan charge entirely, and it reduces the tax charge of
around 21,000 individuals. I therefore commend the
clause to the Committee.

2.15 pm

Wes Streeting (Ilford North) (Lab): It is a pleasure to
serve under your chairmanship, Mr Rosindell, not least
as a parliamentary neighbour.
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[Wes Streeting]

As the Financial Secretary has outlined, this is the
first of a number of clauses related to one of the most
politically contentious issues—certainly across the
House—in the Bill. By way of introduction, it would be
helpful if I set out the Labour party’s position on the
loan charge overall and on how we intend to approach
the clauses and amendments this afternoon.

It will come as no surprise to any Member of this
House that the Labour party takes a dim view of tax
avoidance. We believe that tax is the price we pay for a
civilised society, that it is important that all of
us—individuals, organisations and businesses—pay our
fair share of tax, and that when people contrive to avoid
their tax, they rob and short-change all of us of the
revenues needed for the state to do the essential things it
needs to do, whether that is keeping our country and
our borders safe or providing the public services on
which all of us rely.

Turning to the loan charge specifically, we have not
opposed the Government’s changes, as we recognise
their general approach to clamping down on tax avoidance
schemes in this way. What I want to do with this clause
and those we will discuss later this afternoon is to give
an airing to many of the detailed and contentious issues
that have been raised by Members of all parties right
across the House.

The all-party loan charge group has more than 200
members, drawn from parties right across the Chamber.
When we come to the later stages of the Bill on Floor of
the House, Members will no doubt want to put forward
amendments and push the Government to go further in
some respects. It is therefore important in our proceedings
here in Committee that we delve as deeply as possible
into these issues, so that all Members can understand
the Government’s thinking and the way in which policy
evolved and then consider whether it would be appropriate
to bring forward further changes and what those changes
might be.

Let me turn now to clause 14. As we have heard from
the Financial Secretary, these changes are made in
response to Sir Amyas Morse’s independent review into
the design and implementation of the loan charge. It
was commissioned by the Government, but it is fair to
say on behalf of Members across the House not only
that the Government appreciate the work Sir Amyas
Morse did—it is a thorough piece of work—but that we
thank him too. He has done a great service to Parliament
and to the wider public debate.

The Financial Secretary mentioned that the Government
have accepted all but one of the recommendations from
the review and, at some point this afternoon, he should
elaborate further on the particular recommendation
that the Government have chosen not to accept and
implement and explain why.

Here, of course, we are looking specifically at the
amendment to the date from which disguised remuneration
loans are taxed under the loan charge from 6 April 1999
to 9 December 2010. The 2019 loan charge justified
looking back to 1999 by saying that the Government
and HMRC had always said that the schemes did not
work, but Sir Amyas found that this was not the case
before the 2011 legislation. Approximately 40% of the
pre-2011 tax years in scope of the loan charge did not
even have an investigation into them opened up by
HMRC. Even if HMRC had made its position clearer,

taxpayers are entitled to rely on the law as interpreted
by the courts, and, clearly, legal proceedings have had a
bearing on the Government’s considerations.

We will return to HMRC across the afternoon, but
this is probably an appropriate time to say two things in
relation to it. First, I place on record my thanks and the
thanks of the official Opposition to all the staff and
leadership at HMRC for the difficult work that they are
doing overall at the moment on all our behalves, in the
extraordinary circumstances we are all living through.
Secondly, let us not forget that HMRC also has a
slightly technical and complicated piece of work going
on in the background, by which I mean the implementation
of Brexit. In normal times, the demands placed on the
Revenue are significant, but these are extraordinary
times with unique challenges. I want to make that really
clear up front, not least because I am about to criticise
HMRC.

I must say, having served on the Treasury Committee
in the previous Parliament and in the 2015 Parliament,
that my discussions with HMRC in relation to the loan
charge did not fill me with a great deal of confidence
about the way in which it approached this issue over a
great many years.

On the controversy generated around the issue
of retrospection, where charges are being applied
retrospectively, and why that is a really difficult principle
and challenge for Members to accept, we in this House,
whichever party we represent, do not like the idea of
retrospective legislation. We do not like the idea that
decisions—certainly levies or charges—apply retrospectively.

HMRC would have given the Government a much
easier ride if it had done its job more thoroughly in
terms of looking closely at individuals’ tax affairs over
many years. One of the things that shocked me most,
both as a constituency MP looking at my loan charge
casework and as a member of the Treasury Committee,
was that those individuals were filing their tax returns
over many years. HMRC has said for a great many
years that it has considered disguised remuneration
schemes such as those covered by the loan charge, and
specifically those covered by the loan charge, to be
unlawful and contrived schemes, yet, in so many cases,
no enforcement action was taken. People were happily
sending in their tax return at the end of the tax year, not
hearing anything further and assuming that that was
good news: “If HMRC has looked at it and considered
the tax return, then it must be fine.” Clearly, that is not
the case.

I really hope that Ministers have properly dragged
officials over the coals—not literally, of course, but
metaphorically. In terms of the political controversy,
the pain of a lot of victims—in a lot of cases there are
victims of the loan charge, as well as people who sought
to ruthlessly exploit it, not least the promoters, and
there are a lot of people in our constituency casework
who I would consider to be victims of the loan charge—
would not have taken place if the tax inspectors had
done their job more thoroughly and picked up on this
activity earlier.

Constituents at my advice surgeries on Friday afternoons,
many of whom have been in serious financial distress,
have told a story familiar to Members across the House:
“My circumstances were unusual. I am not a tax expert,
but I took professional tax advice and made arrangements
thinking that they were within the law.” The point is
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that, had HMRC picked up on some of these issues
earlier, some of those constituents would have corrected
their tax affairs much earlier, they would not have been
in this position, and this debate on clause 14—on when
the loan charge should take effect—would have been
rather more redundant. None the less, we are in the
position this afternoon where the date has been settled
on as a result of the work not just of the courts, but of
Sir Amyas himself in the report. We therefore support
these clauses.

I would like the Minister, when he replies on this
clause, to touch on a few issues. First, I would like him
to say something about the discrepancy between the
action being taken on taxpayers and on enablers of tax
avoidance. That has been another significant controversy.
It is not just the case that people have been scouring the
internet in search of ways to minimise their tax liabilities.
A number of promoters have been engaged in the
promotion of aggressive tax avoidance schemes and
have put their clients in an invidious position. I am sure
I speak for people across the House in saying that we
need tougher action against those promoters, who do a
real disservice to the wider profession of financial service
advisers. I do not believe, despite the reassurances we
have been given by Ministers during successive rounds
of parliamentary debate on this issue, or by HMRC in
hearings of the Treasury Committee, that the action
matches the rhetoric.

I would like the Minister to say more about what action
is being taken against the promoters of these schemes.

As the Minister will be aware, the all-party parliamentary
group is dissatisfied with the date set out in the Bill. Its
report on Sir Amyas’s report picked up on some of the
expert views that Sir Amyas drew on in setting out his
conclusions. As set out on page 28 of the APPG’s
“Report on the Morse Review into the Loan Charge” of
March 2020, a number of experts were consulted during
the review and asked the simple question of whether
they agreed or disagreed with the statement that
“schemes entered into on or after 9th December 2010 would
clearly generate an income tax consequence.”

Of the 14 or so experts listed on page 30 of the APPG
report, a number did not comment, but—as the Minister
and his officials will see when they review this, if they
have not already done so—a number of those tax
advisers disagreed with the statement.

The APPG cites that point in support of its view that
the retrospective application of the loan charge is still
going back too far. Given we are likely to return to this
issue at later stages of the Bill, it would be helpful for all
Members of the House—those who are APPG members
and those who are not, but who may at some point be
asked to express their view in a Division of the House—if
the Minister responded to the point about how the date
was arrived at, and whether there was a clear and
consistent view or whether some of the arguments
about retrospection are either highly relevant or redundant.

As the Minister explained in his introductory remarks,
clause 14 enacts a recommendation of Sir Amyas’s
report that rights a wrong. The Opposition will certainly
not oppose the Government doing the right thing after
a thorough review of the evidence and the judgments of
the courts.

Alison Thewliss (Glasgow Central) (SNP): It is a
pleasure to see you in the Chair, Mr Rosindell. I agree
with much of what has been said by the hon. Member

for Ilford North. The SNP believe, fundamentally, that
people should pay the tax that they owe, but it is clear
from the evidence put to the all-party parliamentary
group and in various reports that HMRC’s implementation
has not involved appropriate communication with affected
individuals. We believe that a review is in order to
ensure that nobody is made homeless or bankrupt as a
result of the loan charge.

I would also ask what consideration the Government
have given to people’s ability to pay due to coronavirus,
which may change people’s circumstances and their
ability to repay. What consideration has HMRC given
to those circumstances and how they might affect
somebody’s ability to pay? It certainly will be beneficial
to HMRC to get the money at some point, but if there is
a strict time limit, within which people just cannot pay
because they do not have the money and need to put
food on the table, that needs to be taken into consideration.

It is something of a scandal that tax professionals
advised clients to use these loopholes. There needs to be
a further review into the advice given by those professionals
and some comeback on the promoters of the schemes,
who have clearly encouraged people to take them up.
Individuals may have gone into them with their eyes
open or their eyes closed, but the promoters of the
schemes almost certainly knew what they were doing,
what they were advising and what their intention was.
We should go after those people aggressively, to ensure
that they are not only held accountable for what they
have done in the past, but prevented and disincentivised
from coming up with similar loophole schemes in future.
The very nature of our complex tax system means that
the people out there who can benefit from those loopholes
will always seek to find them. If we can send a clear
message that that is unacceptable and there are consequences
for doing so, that is worth considering.

My hon. Friend the Member for Inverness, Nairn,
Badenoch and Strathspey (Drew Hendry) tabled early-day
motion 296 welcoming the publication of Sir Amyas
Morse’s loan charge review, the UK Government’s
amendments to the relevant legislation through the
Finance Bill such that loans made before 2010 will no
longer be subject to the loan charge, and delaying the
self-assessment deadline until 30 September 2020. The
initial analysis suggests that more than 30,000 individuals
will benefit from these and related measures, but we still
believe that a pause in the policy is necessary before
continuing to provide a report, assuring Members that
HMRC is working constructively with those seeking a
reasonable repayment plan—one that recoups the unpaid
tax while avoiding the unacceptable risks of bankruptcy
and homelessness. If HMRC is not in a position to
deliver that, an independent arbitration mechanism should
be used to achieve it.

2.30 pm

Those reasonable arrangements take into account
what campaign groups have highlighted about the impact
of this on mental health. There is significant evidence to
suggest that the mental health of people involved in this
has been seriously impacted. We should not diminish
the impact on individuals and families. People have lost
their lives through this.

The Scottish National party supported new clause 26
to the previous Finance Bill, which would have reviewed
unrelated tax code changes and compared them with
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those related to the loan charge. Despite the amendment
not seeking to change or review the loan charge itself, it
allowed us to express our concerns, alongside other
parties, and we were happy that the UK Government
conceded on that provision, in order to avoid yet another
Commons defeat at that time.

My hon. Friend the Member for Aberdeen North
(Kirsty Blackman) wrote to the then Treasury Minister,
the right hon. Member for Central Devon (Mel Stride),
seeking assurances that evidence would be provided to
parliamentary hearings. This goes to my earlier point
that we need evidence, and that we need to be able to
interrogate and ask questions of that evidence. Somebody
sending a briefing is useful, but being able to have some
back and forth with people who know more about this
than we perhaps do would allow us to make the right
decisions. Evidence from the likes of the all-party
parliamentary loan charge group or other experts in the
field might have been incredibly useful to the Committee.

Jesse Norman: I thank the hon. Members for Ilford
North and for Glasgow Central for their speeches. The
hon. Member for Ilford North started by setting out the
principles of, as it were, a Labour approach to tax
avoidance and evasion, and described how, in the Labour
view of things, tax avoiders were in fact guilty of robbery,
which I thought was a very big claim. Robbery is not a
word I would ever use in this context, but there is a
serious problem of avoidance and evasion, and—as I
will come on to, and as the hon. Member for Glasgow
Central mentioned—there is a serious problem with the
promotion or enabling of tax avoidance and evasion
schemes.

I thank the hon. Member for Ilford North for his
comments in support of Revenue and Customs, with
which I fully concur, as I am sure does everyone in this
Committee and the more than 10 million people who
now have their livelihoods or jobs supported by schemes
that HMRC has put in place in a very short period. He
also rightly praised Sir Amyas Morse, saying that the
Labour party accepted the Morse review as a piece of
work. He is absolutely right about that. Sir Amyas, on
his retirement, elicited unimpeachable measures of approval
and statements of support from across the House.

Where I think the hon. Gentleman is wrong is on the
question of retrospection. He will be aware that the
loan charge is a new charge and is therefore not retrospective
legislation. The common understanding of retrospection
is that it somehow changes the law as it was at the time
when people operated, but the whole point is that, as
Sir Amyas found, from at least 9 December 2009, the
law was as indicated. One can dispute the period before
that, and HMRC retains the ability in the case of
certain years to pursue people for tax due before that
period. But the review made clear—this is very
important—that Sir Amyas Morse accepted the principle
of the loan charge. The review made significant changes
to the application of a principle that Sir Amyas accepted.

We are bound to return to these themes later on in
our discussions, but it is worth touching on them now.
The hon. Member for Ilford North raised the provision
that the Government did not accept in the Morse review,
which was the idea that arrears in tax should be written
off after 10 years. The reasons that the Government did
not accept that were twofold. The first was that it would
have had the effect of treating people who had engaged

in these disguised remuneration schemes and benefited
from this approach more favourably than other people
who might be in arrears in tax with the Revenue, which
the Government felt was not appropriate.

The second reason was that the Revenue and Customs
has highly effective time-to-pay arrangements, which
have been further extended in the case of the loan
charge, to allow people on lower incomes an additional
seven years of time to pay as a minimum. Those
arrangements are very flexibly and intelligently administered
by the Revenue and Customs, and they are already
being utilised by people in significant numbers before
the coronavirus pandemic and undoubtedly as a result
of it. There is no need for a statutory change, and such a
change would have had the effect of treating scheme
users more favourably than others.

The hon. Member for Ilford North raised the all-party
parliamentary loan charge group and the Loan Charge
Action Group, which has been very vigorous on social
media and elsewhere. Colleagues’ input is always valuable,
but we should take this one with a little pinch of salt,
because it is the product of an enormous amount of
concerted political lobbying of an extremely intense
kind on Members who are members of that group. In
that sense, it does not exercise what I would consider the
kind of independent judgment that we would want an
all-party parliamentary group to exercise.

The contrast is with the Morse review itself, which
was an admirably independent-minded piece of work.
It by no means took a Government line in any of its
recommendations and showed itself all the more valuable
for that. It was itself a comprehensive response to the
concerns that had been raised. If people have concerns
about, for example, the choice that Sir Amyas made to
locate the point of cut-off for the application of the
loan charge to 9 December 2009, they have merely to
read the relevant chapter, which is an extremely thorough
and careful reconstruction of the legal process and the
enforcement process up to and after that date.

I am struck by the fact that many of the themes that
came through in the Morse review were picked up by a
rather important recent case which related to the loan
charge—Zeeman and Murphy v. HMRC—in which the
judge said:

“This is not a tax on fictitious income or benefits, but on
genuine remuneration received for work done or services rendered,
paid in the form of a loan. The recipients of the money have had
the advantage of its use for some time…over many years.”

That is true. The judge went on to say that

“it was well within the generous margin of appreciation for
Parliament to decide that it would tackle the matter in the way
that it did, and impose a present tax liability in respect of money
whose use, tax-free, had been enjoyed by the recipient over a
number of years.”

I do not want to comment on that, because I do not
think that proceedings in a law court should be commented
on by Members of Parliament, but I draw it to the
Committee’s attention.

Question put and agreed to.

Clause 14 accordingly ordered to stand part of the Bill.
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Clause 15

ELECTION FOR LOAN CHARGE TO BE SPLIT OVER THREE

TAX YEARS

Jesse Norman: I beg to move amendment 1, in
clause 15, page 9, line 8, at end insert—

‘(11) The Commissioners for Her Majesty’s Revenue and
Customs may by regulations provide that sub-paragraph (7)(a)
applies to a specified class of persons as if the reference to 1
October 2020 were to such later date as is specified.

(12) In sub-paragraph (11) “specified” means specified in the
regulations.’.

This amendment will allow HMRC to extend the deadline for making
an election to split the loan charge over three years for particular
classes of person liable to the loan charge by virtue of Schedule 11 to
the Finance (No.2) Act 2017.

The Chair: With this it will be convenient to discuss
Government amendments 2 and 3.

Jesse Norman: The clause allows taxpayers to make
an election to spread their outstanding disguised
remuneration loan balance evenly across three tax years.
The effect is to give to taxpayers greater flexibility on
when the outstanding loan balance is subject to tax. In
some circumstances, that will mean that the loan balance
is subject to lower rates of tax than if taxed only in the
2018-19 tax year.

As I described, the Government accepted all but one
of Sir Amyas Morse’s recommendations, which included
that taxpayers should be able to choose not to stack
their outstanding loan balances into a single year. In
deciding to allow individuals to elect to spread the loan
charge over three years, the Government balanced the
aim of reducing the number of people affected by
higher marginal rates of tax against the administrative
burden on individuals, employers and HMRC.

The Government wanted to ensure that people have a
choice about whether to make an election. Some taxpayers
may prefer to settle their loan charge liability in one
year, providing certainty for them going forward. For
many individuals, however, the option to spread the
loan charge balance over a three-year period will allow
for the amounts to be repaid over a longer time than
otherwise required, and potentially with a tax advantage,
had they paid the loans in the years received

Part 1 of schedule 1 provides consequential amendments
to schedules 11 and 12 to the Finance (No. 2) Act 2017
to give effect to clause 14 of the Bill. The changes
amend further references to the date of 6 April 1999 to
remove references to approved fixed-term loans, which
related only to loans made before 9 December 2010 and
so are no longer affected by the loan charge—they have
essentially been taken out of scope. Those consequential
amendments are necessary to give effect to the legislative
changes introduced following the recommendations by
the independent review into the loan charge.

Part 2 of schedule 1 makes the consequential
amendments to the Income Tax (Earnings and Pensions)
Act 2003 necessary to give effect to clause 15 of the Bill,
which allows an individual to make an election to
spread their loan charge balance over three consecutive
years: specifically, the years 2018-19, 2019-20 and 2020-21.
Furthermore, part 2 sets out consequential amendments
to the Social Security (Contributions) Regulations 2001—

S.I. 2001, No. 1004—to ensure that the liability to
national insurance contributions can also be spread
over three years. Part 2 also introduces amendments to
ITEPA to ensure that where a person dies before 5 April
2019, the schedule 11 loan charge will not apply.

Government amendments 1 and 2 to clause 15, and
Government amendment 3 to clause 17, seek to achieve
the same aim of giving Her Majesty’s Revenue and
Customs the flexibility to defer the dates set out in those
clauses. Clause 15 deals with the date by which an
election must be made by an individual subject to the
loan charge where that person wishes to split their tax
liability over three years. Clause 17 deals with the date
by which an individual subject to the loan charge must
submit a complete and accurate 2018-19 self-assessment
tax return and pay the balance of their 2018-19 tax
liabilities if they are to avoid paying interest.

Recognising the impact of the coronavirus pandemic
on the potential ability of some loan charge taxpayers
to finalise their affairs in time to meet those dates, as
raised by the hon. Member for Glasgow Central, the
Government think it prudent to enable HMRC to defer
those dates for particular classes of loan charge taxpayers,
should that prove necessary. Accordingly, the amendments
will enable HMRC by laying regulations to defer the
dates for a specific class of loan charge taxpayers. For
many individuals, clause 15 will reduce the amount they
need to pay. It will also reduce the administrative burden
on individuals, employers and HM Revenue and Customs.

2.45 pm

Schedule 1 makes the changes to prior legislation
necessary to give effect to clauses 14 and 15 and ensures
that the loan charge does not apply if a person died before
15 April 2019. In addition, Government amendments 1,
2 and 3 enable HMRC to respond positively to challenges
that may be faced by some loan charge taxpayers, to
ensure that they are not prejudiced due to factors
beyond their control. For those reasons, I commend
clause 15, schedule 1 and Government amendments 1, 2
and 3 to the Committee.

Wes Streeting: As the Financial Secretary has outlined,
these relatively straightforward Government amendments
allow for flexibility in making the election to spread the
loan charge possible. I have some questions for the
Minister about that, but I also want to raise several
issues about his earlier remarks, which are relevant to
this clause and the Government’s amendments, as well
as some of the other issues that we will consider this
afternoon.

First, in relation to the all-party parliamentary loan
charge group, of course we are aware that the secretariat
is the Loan Charge Action Group and that it contains
lots of people who are subject to action by HMRC and
have a direct personal interest in changing the law and
affecting the course of Government policy. The Minister
has done a real disservice to Members on both sides of
the House, however, by suggesting that the all-party
parliamentary group is not independent and does not
exercise independent judgment.

It is common practice in this place for external
organisations to provide the secretariat for all-party
parliamentary groups, but if it were the case that any of
those secretariats, whose work is funded to support the
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work of parliamentarians, were in any way directing the
work of Parliament or of Members, that would be an
issue for the Committee on Standards. No Member
should be exercising their voice or their vote because of
outside financial pressure or well-funded lobby groups.
We are always expected to exercise our independent
judgment.

The co-chairs of the all-party parliamentary group
are the right hon. Member for Kingston and Surbiton
(Sir Edward Davey), with whom the Minister previously
served in Government, albeit he was a yellow Tory,
rather than a blue one; my hon. Friend the Member for
Brentford and Isleworth (Ruth Cadbury), who I would
never suggest was anything other than independent,
otherwise I would feel the physical force of her independence
around the back of my ear; and the right hon. Member
for Hemel Hempstead (Sir Mike Penning), who is widely
respected on the Conservative Benches and was respected
across the House as a Minister. The group also has
widespread support from more than 200 MPs on both
sides of the House, including the former leader of the
Conservative party, the right hon. Member for Chingford
and Woodford Green (Sir Iain Duncan Smith). It is
important to distinguish between that and the lobby
group, which is perfectly entitled to its views, and is not
always wrong, by the way.

That brings me to my second point. The Minister
would have more of a leg to stand on in robustly
criticising the all-party parliamentary group or the Loan
Charge Action Group if they had not found the
Government banged to rights. I did not labour the
point during our previous exchange, but it is embarrassing
for the Government and HMRC to have been landed
with a report such as the report by Sir Amyas. We were
told several times by Ministers at the Dispatch Box, and
by HMRC in Select Committee hearings, that, “There is
nothing to see here. There is no problem. HMRC is
exercising its functions and discharging its responsibilities
appropriately.” Yet, through Sir Amyas’s report, we
have found that that was not the case.

We are now having to legislate for changes, and the
Government are making changes that do not require
changes to primary legislation, because the Government
and HMRC were found not to have their affairs properly
in order in relation to the application of the loan charge
and the way the policy has panned out. The Government
ought to be a bit more humble about some of those
issues.

On the Government amendments, the Chartered Institute
of Taxation thinks that the 30 September 2020 deadline
for making an election to spread the loan charge should
be amended. It considers that an extended deadline of
31 January 2021, which is the normal deadline for
amending 2019 self-assessment tax returns, should apply.
We are all aware of the impact of the current covid-19
pandemic, and the chartered institute recently pointed
out that some taxpayers will require additional time in
some cases because the records and documents that
taxpayers need to access are not currently or readily
available to them. With businesses in lockdown, it might
not even be possible for them to access offices, particularly
shared offices, even if they wish to do so. Will the
Minister address that point, and might the Government
consider a change along the lines requested by the

chartered institute at a later stage? Also, why is it not
possible to revoke an election to spread the loan charge
or to be able to amend the election up until 30 September
2020 by submitting an amended return? Will the Minister
address that point, too?

Jesse Norman: I thank the hon. Member for Ilford
North for his remarks. To be clear, I am not suggesting
for a second that the APPG’s members are in any sense
dependent. Let me put that on the record. There is no
impeachment or attempt of any such kind from me in
relation to individual Members of Parliament. I was
making a different point, which is that the APPG itself
has come under an enormous body of concentrated and
often extremely forceful pressure from people affected
by the measure. There is therefore a contrast between
their position and the position of Sir Amyas Morse,
who is able to take a view that is independent in the
sense that it is not aggressively constrained by one side
or the other, but with the capacity to make a decision
based on expert guidance and advice.

On whether the Government are always right, I would
not suggest that for a second. We commissioned the
review because the Government recognised that there
was widespread public concern. Far from seeking to
ignore that or brush it under the carpet, they retained a
very high quality person and fully supported an independent
process, thoroughly influenced and infused with both
consultation and expert advice, to address the concerns.
They were also suitably humble in accepting all but one
of the recommendations, with the exception that I have
indicated. It is absolutely not the case that it has been
the view of the Government that any party to the
dispute has a monopoly on correctness or rightness,
and certainly the Government do not see themselves in
those terms.

On the core thrust of the policy, Sir Amyas was clear.
He accepted the principle of the policy and the validity
of the loan charge as an approach to the concern about
disguised remuneration, which takes enormous amounts
of money out of the potential support of our public
services. It is important to recognise that that was his
position.

The hon. Member for Ilford North mentioned the
Chartered Institute of Taxation and its call for an
extended deadline. The deadline at the moment is the
end of September and there is a period still to run
before that. We understand the concern and of course
we continue to reflect on the position, but that is the
deadline and there is no overwhelming case at the
moment for moving it. Therefore, it is important to give
certainty to people who are in this position that that is
the deadline for the submission of information and
settlement of the loan charge. There can be no movement
on that front, and it is important to be clear about what
the status is at the moment. With that said, I commend
the clause to the Committee.

Amendment 1 agreed to.

Amendment made: 2, in clause 15, page 10, line 14, at
end insert—

‘(3F) The Commissioners for Her Majesty’s Revenue and
Customs may by regulations provide that sub-paragraph (3B)(a)
applies to a specified class of persons as if the reference to
1 October 2020 were to such later date as is specified.

(3G) In sub-paragraph (3F) “specified” means specified in the
regulations.’ —(Jesse Norman.)
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This amendment will allow HMRC to extend the deadline for making
an election to split the loan charge over three years for particular
classes of person liable to the loan charge by virtue of Schedule 12 to
the Finance (No.2) Act 2017.

Clause 15, as amended, ordered to stand part of the
Bill.

Schedule 1 agreed to.

Clause 16

LOAN CHARGE REDUCED WHERE UNDERLYING LIABILITY

DISCLOSED BUT UNENFORCEABLE

Question proposed, That the clause stand part of the
Bill.

JesseNorman:Theclauseimplementsrecommendations3,
4 and 5 of Sir Amyas Morse’s independent review. It
sets out that the loan charge will not apply to loans
outstanding at 5 April 2019 and made in the tax year
2015-16 or earlier, whwwen the avoidance scheme was
disclosed to HM Revenue and Customs, and HMRC
had not taken action by 6 April 2019 to protect the year,
for example, by opening an inquiry. The clause sets out
how a reasonable disclosure is made, when a loan
charge reduction applies and how that reduction is
calculated. It also sets out what is meant by a qualifying
tax year and a qualifying tax return.

Reasonable disclosure is defined as a disclosure made
in either an income tax self-assessment return or a
corporation tax self-assessment return, where a person
is chargeable to tax on employment income, or an
income tax self-assessment return where a person is
chargeable to tax on trading income. The term “return”
includes any accompanying accounts, statements or
documents. Reasonable disclosure may be made in one
or more returns of the same type relating to qualifying
tax years either by an individual or, in the case of
employment income, an employer. That builds on HMRC’s
existing compliance approach.

A qualifying tax year is the tax year 2015-16 or
earlier, or for corporation tax accounting periods
commencing before 6 April 2016. Information must be
included to identify the loan, the person the loan was
made to, if not the taxpayer, the arrangements the loan
was made under and other information to make it clear
that the loan should be chargeable to income tax. In the
case of employment income, this does not include the
declaration that a loan was taxed as a benefit of a
“cheap loan” where the benefit declared is the loan paid
at a reduced interest rate, or indeed a zero interest rate.

The clause does not apply where there was no reasonable
disclosure made for years 2015-16 and earlier, nor does
it apply for 2016-17 onwards, regardless of whether a
reasonable disclosure has been made or HMRC has
taken steps to recover the tax. The clause thus ensures
that the Government can implement three of Sir Amyas
Morse’s recommendations from his independent review
of the loan charge. I commend it to the Committee.

Wes Streeting: There is not much for me to add to
what the Financial Secretary set out. Will he confirm
that HMRC will be able to adopt a practical approach
to interpreting what is a reasonable disclosure? For
example, in some cases a taxpayer will not have had to
file a self-assessment tax return for a tax year, but their
employer or their business will have disclosed the loans
and so on in a return of their own, in which case we
consider that that would be an adequate disclosure by

the taxpayer. Is that the Minister’s understanding? It
was pointed out to us by the Chartered Institute of
Taxation that

“amendments to paragraphs 1B…of Schedule 11 to F(No.2)A
2017 included in the Finance Bill legislation, as compared to the
original draft legislation, appears to permit disclosures in tax
returns other than the taxpayer’s to be taken into account.”

I would be grateful if the Minister confirmed whether
that is indeed the case.

3 pm

Jesse Norman: I thank the hon. Gentleman for his
question. The principle is as laid out in the legislation
and it should be recognised as wider than might originally
have been contemplated, as concerns were raised during
the consultation process on the draft legislation about
the definition of reasonable disclosure, and the Government
responded to those. The definition of reasonable disclosure
in the legislation introduced in the Finance Bill has thus
been widened to include disclosure in either an income
tax self-assessment return or a corporation tax self-
assessment return. The effect of that is to enable disclosure
by either an individual or an employer to meet the
definition of reasonable disclosure.

Disclosure can be made in more than one tax return
of the same type and, as I have said, a tax return
includes any accompanying accounts, statements or
documents and has therefore been widely specified.
How that is to apply in a specific context is, of course, a
limitlessly varied matter, and limitless ingenuity will
doubtless be deployed in showing that it can be applied
to whatever the circumstances are, but that is the standard
that the legislation lays down.

Question put and agreed to.

Clause 16 accordingly ordered to stand part of the Bill.

Clause 17

RELIEF FROM INTEREST ON TAX PAYABLE BY A PERSON

SUBJECT TO THE LOAN CHARGE

Amendment made: 3, in clause 17, page 13, line 36, at
end insert—

“(5) The Commissioners for Her Majesty’s Revenue and
Customs may by regulations provide that this section applies to a
specified class of persons as if—

(a) the references in this section to the end of September
2020 were to such later time as is specified, and

(b) the reference in subsection (3)(b) to 1 October 2020
were to such later date as is specified.

(6) In subsection (5) “specified” means specified in the
regulations.”—(Jesse Norman.)

This amendment will allow HMRC to extend, for particular classes of
person subject to the loan charge, the period within which liability to
income tax and capital gains tax for the tax year 2018-19 may be
discharged without incurring interest on those liabilities.

Question proposed, That the clause, as amended, stand
part of the Bill.

Jesse Norman: Clause 17 makes a technical amendment
to remove the charge of late payment interest for customers
and taxpayers who are liable to the loan charge for the
period 1 February 2020 to 30 September 2020 on any
self-assessment liability. The effect of that is that taxpayers
will not be disadvantaged by the extension to the deadline
given to them to submit their 2018-19 self-assessment
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return and to pay the tax due. Late payment interest will
accrue from 1 February 2020, if this revised deadline of
30 September 2020 is not met.

The clause also provides that no late payment interest
will be due on payments on account for 2019-20, where
the payments are made by 31 January 2021 or are
included in a payment arrangement by that date. Again,
if the payment deadline of 31 January 2021 is not met
or there is no payment arrangement in place by that
date, the changes will not apply. Interest would then
accrue from the statutory due dates for the relevant
payments on account, which are 1 February 2020 and
1 August 2020.

While the clause will operate prospectively for the
vast majority of affected payments, it will have limited
but, I should emphasise, wholly positive retrospective
application. There are cases where the Government are
minded or have to act retrospectively, in part to do
justice, and this is one of those. Any affected payments
made before the date this Bill receives Royal Assent will
be included, so that taxpayers who made their returns
and payments before Royal Assent are no worse off
than others who make their returns and payments later,
but before the extended deadline.

Wes Streeting: As the Minister outlined, the measure
is a technical one, so I do not have much to say about it,
except to say as I did on clause 15 that I wonder whether
he could outline, particularly for people who follow our
proceedings closely, the reason for setting the deadline
for filing the 2019 self-assessment return as 19 September
2021. The same issues that I raised previously may
present themselves to taxpayers in the light of the
lockdown measures that are currently in effect.

Jesse Norman: I must say that I am not quite sure I
understand the question, but what has happened so far
is that the loan charge deadline has been extended to
30 September this year. The clause allows relief from
interest payable by those who are subject to the loan
charge in that context; but if the hon. Gentleman would
like to clarify his question I will try to answer it.

Wes Streeting: It is simply the case that some people
who may need to access relevant documentation to
provide to the tax authorities might struggle to do so in
light of the lockdown measures that are in place. So,
just as I raised in the previous discussion on clause 15, I
am asking what flexibility can be made available. That is
what I am getting at.

Jesse Norman: I understand. I think the hon. Gentleman
said the date is 19 September 2021, and that is what
threw me, because I do not think that that date applies
to the issue that he has raised. As I have described,
Revenue and Customs is, in the middle of the covid
pandemic, exercising an extraordinarily careful sensitivity
to personal circumstances. If there are personal
circumstances that, because of the coronavirus, may
have made it impossible to make a payment of the kind
in question, I have no doubt that Revenue and Customs
will take account of that in its consideration, before
reaching a judgment.

Question put and agreed to.

Clause 17, as amended, accordingly ordered to stand
part of the Bill.

Clause 18

MINOR AMENDMENTS RELATING TO THE LOAN CHARGE

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Again, this is a minor and technical
measure that makes minor legislative adjustments to
implement changes to the loan charge, including changing
the date by which loan charge information must be
provided to HMRC from 1 October 2019 to 1 October
2020.

When the loan charge was introduced in the Finance
(No. 2) Act 2017 there was a legal requirement that
those who had an outstanding disguised remuneration
liability on 5 April 2019 would be required to submit
information on their disguised remuneration loans before
1 October 2019 through an e-form. When the Government
accepted Sir Amyas’s recommendation that there should
be an option to spread the loan charge balance over
three tax years, through an election, it was decided that
the best way to do this was via an online form. The
Government also used this opportunity to encourage
those who had not already submitted information on
their disguised remuneration loans to do so, by changing
the statutory date from 1 October 2019 to 1 October
2020. I should say that clause 18 also corrects a minor
drafting error in the original legislation.

Wes Streeting: It would take a wit beyond my imagination
to find something interesting to say about this provision,
so I shall resume my place.

Question put and agreed to.

Clause 18 accordingly ordered to stand part of the Bill.

Clause 19

REPAYING SUMS PAID TO HMRC UNDER AGREEMENTS

RELATING TO CERTAIN LOANS ETC

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

Clause 20 stand part.

New clause 7—Loan charge: report on effect of the
scheme—

‘(1) The Chancellor of the Exchequer must commission a
review, to be carried out by an independent panel, of the impact
in parts of the United Kingdom and regions of England of the
scheme established under sections 19 and 20 and lay the report of
that review before the House of Commons within six months of
the passing of this Act.

(2) A review under this section must consider the effects of the
provisions on—

(a) business investment,

(b) employment,

(c) productivity, and

(d) company solvency.

(3) A review under this section must consider the fairness with
which HMRC has implemented the policy, including whether
HMRC has provided reasonable flexibility around repayment
plans with the aim of avoiding business failures and individual
bankruptcies.
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In this section “parts of the United Kingdom” means—

(a) England,

(b) Scotland,

(c) Wales, and

(d) Northern Ireland;

and “regions of England” has the same meaning as that
used by the Office for National Statistics.’

This new clause would require a review of the impact of the scheme to
be established under Clauses 19 and 20.

Jesse Norman: It must be a tedious amendment indeed
that has not excited the imagination or genius of the
hon. Member for Ilford North, so I am grateful to him
for clarifying that.

Clauses 19 to 20 implement recommendation 6 of
Sir Amyas Morse’s independent review, ensuring that
Her Majesty’s Revenue and Customs can refund the
elements of settlements that were made since 2016, paid
to settle unprotected years either before 9 December
2010 or between 9 December 2010 and the start of the
2016-17 tax year, where the taxpayer had made a reasonable
disclosure of their scheme usage in their tax return.

Clause 19 requires HMRC to set up a scheme under
which it may refund qualifying amounts of certain
voluntary payments. Such refunds can be made only
where the qualifying amount was paid under a settlement
agreement made with HMRC on or after 16 March
2016 and before Budget day on the 11 March 2020.
Additionally, the qualifying amount must have been
paid in relation to a loan made before 9 December 2010
where HMRC did not have power to recover the amount
due at the time the agreement was made, or it must have
been paid in relation to a loan made after 9 December
2010 and before 6 April 2016 where a reasonable disclosure
of the use of the loan scheme was made to HMRC at a
time when HMRC had the power to recover the amount
due, but did not take any action.

Clause 20 sets out the details that may be contained
in the refund scheme. This may include who is eligible
to apply for a refund, how an application should be
made and the factors that will be taken into account by
HMRC in calculating the refund due.

I now move to new clause 7, an SNP new clause,
which would require the Chancellor of the Exchequer
to commission an independent review of the impacts
of the repayment scheme established under sections 19
and 20, and to lay the report of that review before the
House of Commons within six months of the passing
of this Act. Of course, it is very important that we
should consider the impact of all tax policy on individuals
and, in this case, of the repayment scheme on the
approximately 2,000 taxpayers, including companies,
the self-employed and employees, who may be entitled
to claim a refund under the scheme.

Although that is the case, the Government do not
think there is any cause to undertake an additional
report. The Government have already accepted Sir Amyas
Morse’s recommendation in his independent, thorough
and expert report that the Government should report to
Parliament on all aspects of our implementation of the
loan charge changes before the end of 2020. This was
recommendation 14 of the independent review into the
loan charge. It was accepted by the Government at the
time, and it already adequately fulfils the requirement
put forward in new clause 7. For that reason, I commend
clauses 19 and 20 to the Committee, but I ask that the
Committee reject new clause 7 if it is put to a vote.

Alison Thewliss: I thank the Minister for his remarks.
He recognises the importance of the schemes, but I
think it is also important to recognise whether the effect
of the policy is sound. We need to review and keep
under review how this is actually working, and we need
to understand the impact of the scheme.

This is why we have asked for a review to consider the
effects of the provisions on business investment,
employment, productivity and company solvency. We
want to look at parts of the United Kingdom—Scotland,
Wales, England and Northern Ireland—to see if there is
any differential impact as well. It may be the case that
some aspects impact on different sectors in different
areas more so than others. I know that colleagues in the
north-east of Scotland may want to highlight the impact
on the oil and gas industry, whose employees have been
in touch as part of their constituency business.

It is important to understand what the impact has
been, and I think we are guilty, and the Government are
certainly guilty—all Governments are guilty—of bringing
things forward in the Finance Bill and making proposals,
then not really following up and not really understanding
the impact. That is often how we arrive at difficult
situations such as the ones we are seeing today. I would
certainly encourage the Government to consider this
again. It is important that what they do is correct, and if
it is not correct, it is important to understand that as it
rolls out. On the refund scheme, I just want to ask how
exactly it will work, when people can expect to obtain
any refunds and, indeed, if there is any timescale in
place for that.

Wes Streeting: I will come on to address new clause 7,
proposed by the hon. Member for Glasgow Central,
shortly because that opens up a broader range of issues
worthy of review, such as the scrutiny of HMRC’s
implementation of all this.

Clauses 19 and 20 legislate for the proposed disguised
remuneration repayment scheme 2020—in broad terms—
only. The clauses provide HMRC with considerable
discretion as to how to operate the scheme. For example,
while there is a right to a review of a repayment decision
refusing repayment, that is only by way of representations
to HMRC within two months of the decision. There is
no independent review of the process. Given what I saw
on the Treasury Committee of HMRC’s conduct on the
loan charge, that is a serious oversight and mistake.
People should have recourse to an independent process,
and I am concerned that that is not the case as proposed.

3.15 pm

The London Society of Chartered Accountants wrote:

“Following the Morse review, this provides for repayment of
tax already paid by some taxpayers under the earlier loan charge
provisions. In addition, interest should be paid at a preferential
rate and there should be restitution of loss of income.”

The society firmly believes that

“if a taxpayer has been wrongfully taxed, he should be returned
in full to his starting position, so that he has not suffered any
loss”,

and it notes that, in loan charge cases, tragically,

“the consequences have been much more severe for some people,
including bankruptcy, loss of home, broken marriage and, in a
few tragic cases, death by suicide”,

which I will come on to say more about shortly.
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Why is there no independent review process or right
to appeal for HMRC’s customers? Will the Minister
also explain how the Government will ensure that the
scheme is operated by HMRC in the manner intended
by the Government, given that the Bill leaves HMRC
such broad discretion in the operation of the scheme?

We have heard representations from the all-party
parliamentary loan charge group, notwithstanding the
Minister’s critique of the all-party parliamentary group,
if I may put it that way. The APPG described HMRC’s
behaviour as “unacceptable”, stating that it

“at times represents clear misconduct and bullying.”

That is a serious charge for the APPG to level at
HMRC, and I am curious to know the Minister’s views.
Certainly, in my experience of taking evidence from
HMRC at Select Committees, its approach to the loan
charge, broadly speaking, warrants some degree of
independence and right of appeal.

Finally on the points made by the London Society of
Chartered Accountants, we need to consider the impact
on individuals. For example, if an individual were forced
to sell their home, but subsequently liable for a refund,
what would the Minister envisage as reasonable in
terms of putting the situation right in such circumstances?

Turning to clause 20, the Chartered Institute of Taxation
notes that clause 20(5)(a) and (b) refer to “any other
person”. The provision authorises HMRC to make
repayment conditional on the applicant and “any other
person” agreeing to the termination or variation of a
qualifying agreement, or making a new agreement. Will
the Minister provide some clarification as to whom
“any other person” might be? What was the thinking
behind that particular part of the Bill?

Clause 20(6)(a) allows the repayment scheme to make
provision for the effect that the settlement agreement
has had on an applicant or “any other person”. Further
to that, subsection (7) allows provision to be made to
ignore repayment for the purposes of whether a person
is subject to any other liability. Typically, more recent
settlement agreements included a provision for the writing
off or waiving of a loan as part of a settlement agreement
with HMRC. Will the Minister confirm that that means
that a loan write-off, for example arising from or in
relation to the settlement agreement, will not cause a
tax charge to be triggered where repayment is made in
respect of the tax year now dropping out of the loan
charge?

If that is correct, those concerned will not have paid
income tax on the making of the original loan under
the loan charge on the subsequent waiving of the loan,
and so indeed would be fortunate relative to other
individuals in different circumstances. If that is the case,
will the Minister provide a justification for that, and an
explanation for the discrepancy in how different groups
of taxpayers will be impacted by the new legislation?

Is it correct that post 11 March this year, settlement
proposals, including those that HMRC deferred while
the independent review was conducted, do not include a
provision for the writing off or waiving of any part of a
loan that falls within a qualifying year—that is, loans
made before 9 December 2010 and those made since
then, but before 6 April 2016, where reasonable disclosure
has been made? If that is correct, these individuals
would seem to be rather less fortunate, so again, an

explanation for the discrepancy in how different groups
of taxpayers will be impacted by the new legislation
would only be reasonable.

I will now turn to the SNP’s new clause 7, and make
some broader observations in relation to the implementation
of this scheme. As we have heard from the hon. Member
for Glasgow Central, new clause 7 effectively institutes
a review that must be carried out by an independent
panel to look at the implementation of the scheme. I
was particularly struck by the reference in the new
clause to that review including a consideration of

“whether HMRC has provided reasonable flexibility around repayment
plans with the aim of avoiding business failures and individual
bankruptcies.”

This is important, for two reasons. First, as I have
said, there is a great deal of anxiety across the House
that HMRC has not always acted fairly; from the evidence
we took on the Treasury Committee, that is my own
view. Knowing that an independent review is in the
offing might concentrate the minds of tax inspectors
and the management of HMRC on ensuring that the
broad discretionary powers this Bill affords them are
exercised responsibly. If the Minister is not content to
listen to our representations and those of others that
there should be a right of independent appeal, which
would be unfortunate, there should be at least some
checks and balances in place to scrutinise the work of
HMRC and make sure that this scheme has been effectively
implemented.

Of course, the Treasury Committee in the Commons
and the Committees in the House of Lords might want
to undertake some of this work in any event. However,
with respect to the Treasury Committee—for which I,
as a former member, have a great amount of respect and
affection—I do not think that it would pretend that the
scrutiny work we were doing on the loan charge was in
any way a substitute for the really in-depth work undertaken
by Sir Amyas Morse when he conducted the independent
review. He had the ability to go into HMRC, to look
behind the cupboards and underneath the floorboards,
and grill and interrogate how things have been managed.
Select Committees have a place, but we are talking
about something that is far more focused and technical,
and I hope that consideration is given to that fact.

I think that knowing the review is coming will affect
behaviour in a positive way. Hopefully that review will
be straightforward, and HMRC customers—our
constituents—will find themselves treated more fairly
than they might otherwise have been. That would certainly
give me and, I am sure, other Members across the
House a bit more reassurance that the broad powers
being given to HMRC will be exercised in a responsible
way, and that some degree of oversight is coming down
the track.

The other reason why I think this part of new clause 7
is really important is the reference to

“avoiding business failures and individual bankruptcies.”

I do not think anyone—including, by the way, our
constituents who have been caught up in this loan
charge fiasco—would resent the idea that people who
have not paid their fair share ought to do so. Certainly,
the constituents whom I have seen at my advice surgeries
have given explanations as to how they ended up in this
mess in the first place. In the case of my constituents—I
am sure I am speaking for other Members across the
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House—it is hard to overstate the extent of the shame
and embarrassment that some of them have shared with
me at those surgeries, in quite a distressing way. Lots of
people have been caught up in this who no doubt
deliberately sought to avoid paying their fair share of
tax, and I do not have very much sympathy with those
people. However, there are other people who ended up
in this mess inadvertently.

I tend to go by the adage, as others do, that if it looks
too good to be true, it is too good to be true. I think
there are lots of people who are feeling pretty foolish,
and who have acknowledged their embarrassment when
talking to their MPs. I am worried because when we
look at some of the liabilities people are now facing and
their individual circumstances, we know that some people
have been driven to sell their homes, been forced into
real financial hardship, and have seen the collapse of
their businesses. I do not think any fair-minded person
would imagine that the outcome we all want from this
process is people forced into bankruptcy, with their
lives in ruins. We want them to pay their fair share, to be
held to account where they have done wrong, and to
make sure that they are paying their tax in a way that
others do, but surely there is a fairer way to go about
some of this than simply ruining people. In some cases,
HMRC will not end up recouping all the losses to the
Exchequer in any case if people are forced over the
edge.

That has to be taken seriously. The last figures I saw
showed that, to date, there had been seven suicides of
people facing the loan charge, and that should weigh
heavily on all of us. No one wants to see such a tragic
end to this horrible mess. When we look at the size of
some of the liabilities people are facing, we see that it is
incredibly daunting for them and it places a huge burden
on them and their families. Some people feel it is a
burden they can longer face, and we ought to make sure
that is not the outcome faced by anyone affected by the
loan charge.

I want to return to the recommendation of the Morse
review that those with incomes under £30,000 should
have outstanding balances written off after 10 years of
making reasonable payments. The Minister has given
his account of why the Government have not accepted
that recommendations, but I wish to make two points.
First, the threshold that Sir Amyas identified of incomes
of less than £30,000 tells us that lots of people who are
not incredibly wealthy have been caught up in the loan
charge. When we think about tax avoidance generally
and about this scheme, it may be that we are talking
about people working for one of the big four whose
bonuses could happily write off their liability to HMRC,
their luxury holiday, other extravagances that they had
planned—the money they were planning to put down
on that third holiday getaway somewhere nice in the
world. We are not going to cry any tears for those
people, are we?

However, lots of people involved in this are on much
lower incomes. Some of them felt compelled to sign up
to the loan scheme because that is what they were
encouraged to do by the company or service provider
contracting them—this applies in both the public and
private sectors. A huge outstanding balance is a much
higher burden for someone on a lower income. That is
the first point to make, and it relates to financial hardship
and individual circumstances.

Secondly, it does not sit well with me that the Government
rightly pay tribute to Sir Amyas Morse and the work he
has done, recognising his independence and expertise,
and the extent to which he has dealt with the issues, but
then say, at the end of the process, “We are accepting all
your recommendations, bar this one, which we don’t
like.” The Government would have a far stronger case if
they said that they accepted the recommendations of
the review in full. Otherwise, what is the point of
independent reviews? This would not be the only
Government in the history of the UK Parliament who
have commissioned a review, sent a national treasure
away to do some work, which they have done thoroughly,
and then allowed it to end up gathering dust on the
shelf. I recognise and welcome the fact that Sir Amyas
can sleep easily at night knowing that his report is being
enacted, but it is not right, and it does not sit well with
me, that the Government have dismissed this one
recommendation.

I also recognise what the Minister said about allowing
greater flexibility for the repayment period, including a
period of up to seven years. Again, however, I will just
make this point: from looking at some of my own
constituency casework, I know there are people who
face tax liabilities of well over £100,000 whose combined
household income would not make it possible for them
both to repay that debt, even over that period, and pay
their mortgage and look after their children; in one case
I know of, there are two children involved, and in other
cases there will be a different number of children involved.

3.30 pm

That is a burden that people would find pretty hard
to bear, and I wonder whether greater flexibility could
be provided to give people a longer period of repayment
if necessary. What consideration have the Government
given to this issue and what discussions they have had
with HMRC about it?

There is another issue that I will address by way of
review, or mopping up these issues, as we come to the
end of our deliberations around the loan charge. I
wonder how familiar the Minister is with the issue of
loans being recalled. Obviously HMRC is going after
people and we are now hearing of cases of some people
who face loans being recalled by parties who claim to
have been assigned the rights to those loans, because in
some cases loan books appear to have been sold on.

This situation just gets messier and messier, but it
seems that some of those people, who are now locked
into doing what they think is the right thing for HMRC,
are being chased to repay their loans by debt collectors.
I would be interested to know what representations the
Treasury has had on that issue and whether the Government
are planning further action on it.

Jesse Norman: I thank the hon. Gentleman for his
thorough and wide-ranging remarks. He is right that it
is a kind of principle of tax policy in a way, or the
typical reaction of an individual, and one wishes that
the general instinct shared by 98% or 99% of the
tax-paying population that he articulated well —namely,
that if it looks too good to be true, it almost certainly is
too good to be true—was shared by the whole of the
population. However, for different reasons, that is not
the case. The hon. Gentleman is right to articulate the
principle that if it looks too good to be true, it is, and I
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[Jesse Norman]

thank him for doing so. I also thank him and his
colleagues for the nuanced interrogation they have given
this policy, but not diverging from us on its core thrust.

I want to make it clear that I am not remotely
downplaying, undervaluing or minimising the personal
feelings of people, or the impact or hardship that they
have experienced as a result of this situation. Clearly,
there have been cases that have been felt across the
House and raised by different MPs, and Revenue and
Customs understands that as well. It has made it very
clear that it will not force people to sell their main
home; that it will not, except in the most unusual
circumstances, put people into bankruptcy; and that it
will exercise, by adhering to a series of principles, a
judicious approach to people’s settlement processes.
That includes a principle that no more than half of
someone’s disposable income should go to settle a tax
dispute, so that families have not only their non-disposable
income but at least half of their disposable income to
support themselves.

Those principles also include, as I have indicated, a
set of basic time periods to make a settlement—of five
years in the case of someone earning under £50,000
under £30,000 a year, and of seven years in the case of
someone earning over £30,000 a year—and that is part
of the practice of Revenue and Customs, and a well-
embedded principle.

Furthermore, if people have concerns that they are
being badly handled in this process—this also relates to
the point that the hon. Gentleman made about an
independent review—they can appeal to tax commissioners
for, as it were, an investigation and review. Of course,
they also have the ability to go to their MP, and Members
are very effective in raising tax-related issues on behalf
of their constituents.

Alison Thewliss: On the point about MPs intervening
on constituents’ issues, I would challenge the question
around disposable income. A constituent of mine had
been asked to pay money back, and the definition that
HMRC gave of his disposable income was incredibly
tight compared with the definition of it that he had,
which included his finding difficulty in giving his children
money for school meals. That seemed to be treated as
part of his disposable income. His children have to eat;
that is not disposable income as such. I ask the Minister
to be very careful about how that is described and how
HMRC acts on those kinds of things, because it takes a
very strict line on disposable income.

Jesse Norman: Of course, the approach taken needs
to have foundational principles aligned to it, and those
can be questioned in specific contexts and by the
mechanisms that I have described.

The distributional impact of the way the loan charge
disguised remuneration population breaks down has
been put into the public domain and analysed by HM
Revenue and Customs. For example, a relatively small
number of people work in caring professions, contrary
to the impression that colleagues may have been given.
That is the context in which the final recommendation
by Sir Amyas Morse, which is that these debts should be
written off after 10 years, has been rejected by the
Government. It is a recognition of Sir Amyas’s expertise
and independence that 19 of his recommendations were
accepted, and the Government have given a full account
of the reason why they have rejected the 20th.

In line with Sir Amyas’s recommendations on voluntary
restitution, HMRC will refund voluntary restitution
already paid for years now out of scope of the loan
charge, but will not refund settlements for the underlying
tax liability where HMRC had protected its position.
That is so that the treatment remains in line with the
existing legal framework for HMRC to recover tax.
Sir Amyas also recommended that for disguised
remuneration loans taken out on or after 9 December
2010, HMRC should only refund voluntary restitution
where the scheme user had reasonably disclosed their
scheme use. We have discussed that already at some
length.

Regarding some of the impact of the different pressures
that may be on taxpayers, HMRC will not as a matter of
course meet professional costs incurred by taxpayers in
reaching their original settlement or claiming refunds,
but it may meet professional costs where they have been
incurred as a direct result of a mistake or an unreasonable
delay in its own dealings with a taxpayer’s affairs. That
was not the position when HMRC was applying legislation
in place at the time.

Refunding fees to those who have used avoidance
schemes would send the thoroughly troubling message
that taxpayers who had not used those schemes might
not do as well as those who had, which is not one that
this House should be particularly encouraging. Of course,
if a taxpayer feels they have grounds for making a
complaint, the usual mechanisms are available for them
to do so.

In his recommendation 14, Sir Amyas called for the
Government to report to Parliament on all aspects of
their implementation of the loan charge changes,
“before the end of 2020”.

We will do that. I am grateful to the hon. Lady for
laying out her concerns in that regard in this debate,
and I will ensure that the officials understand and
reflect on them when they start to frame this report.

As per Sir Amyas’s recommendations, the report will
draw on input from the HMRC customer experience
committee. It is very important to realise that the committee
includes not only the non-executive directors of Revenue
and Customs, but highly experienced independent people
in positions of authority and expertise who are specifically
customer experience experts in the private sector. The
effect of the committee is to support but also challenge
the HMRC executive on customer experience-related
issues, and to help the Department deliver on its strategic
objectives. In other words, part of its point is to ensure
that HMRC treats taxpayers with a proper degree of
courtesy and service levels, but in no sense becomes
oppressive to them.

Let me pick up another important point, which I
meant to mention earlier but have not yet: the very
strong approach that HMRC is taking on promoters
and enablers of tax avoidance. Certainly since I have
been Financial Secretary to the Treasury, we have
significantly enhanced the already substantial work being
done in that area. That includes work that builds
collaboration across Government, including with bodies
such as the Advertising Standards Authority or the
Insolvency Service. It involves proactive communications
to help taxpayers to steer clear of avoidance.

HMRC has launched a consultation on ways to combat
the promotion and enabling of tax avoidance; colleagues
from different parties are welcome to make contributions
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to that if they wish. The areas it is looking at include
tackling promoters and their supply chains, looking at
the economics of tax avoidance, disrupting business
models and improving compliance and enforcement in
other ways. I would like the Committee to understand
that HMRC is in no sense minimising the importance of
going after promoters and enablers where it can—subject
to law, and with new powers if it should be so decided
after the process of consultation.

Question put and agreed to.

Clause 19 accordingly ordered to stand part of the Bill.

Clause 20 ordered to stand part of the Bill.

Alison Thewliss: What about the new clause?

The Chair: That comes later, at the end. We do not
vote on that now.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

3.44 pm

Adjourned till Tuesday 9 June at twenty-five minutes
past Nine o’clock.
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FB08 Chartered Institute of Taxation Clause 22
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Business Reliefs
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Services Tax
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Public Bill Committee

Tuesday 9 June 2020

(Morning)

[ANDREW ROSINDELL in the Chair]

Finance Bill

9.25 am

The Chair: Good morning. I remind Members that
tea and coffee are not permitted in Committee meetings.
Please would all Members ensure that mobile phones
are turned off and switched to silent mode during
Committee meetings?

The selection list for today’s sitting is available in this
Committee Room and written evidence received since
the last sitting of the Committee, on Thursday, has been
circulated by email to all members of the Committee.

The Hansard reporters would be most grateful if
Members emailed any electronic copies of their speaking
notes to hansardnotes@parliament.uk. Members should
be aware that at 11 o’clock I will invite the Committee
to observe a minute’s silence in remembrance of George
Floyd.

Clause 21

ANNUAL ALLOWANCE: TAPERED REDUCTION

Question proposed, That the clause stand part of
the Bill.

The Financial Secretary to the Treasury (Jesse Norman):
Thank you very much indeed, Mr Rosindell; it is a delight
to see you in the Chair.

I start by saying that we are at the point in “The
Pilgrim’s Progress” where we are about to enter the
slough of despond, and I apologise to all colleagues
that the slough is a rather extended period of technical
amendments. I can promise them that in due course we
will enter the place of deliverance, although possibly
not for some time.

Clause 21 raises both pensions tapered annual allowance
thresholds by £90,000 each and also lowers the minimum
annual allowance to £4,000. The Government provide
tax relief on pension contributions. To give some
background, in 2017-18 income tax and employer national
insurance contributions relief cost £54 billion, of which
60% went to higher and additional-rate taxpayers.

The Government therefore impose limits on pensions
tax relief. One of these limits—the tapered annual
allowance—has affected some senior clinicians in the
national health service and also some individuals in
other public service workforces. This measure is the
outcome of the Government’s manifesto commitment
to carry out a review of the impact of the tapered
annual allowance on the NHS. That review built on
another review of the effect on public service delivery
more widely, which was announced last August. Roundtable
discussions with public service stakeholders, including
representatives of the health professions, were held as
part of these reviews. These reviews concluded at the
Budget on 11 March.

In the last tax year, in recognition of the impact that
the tapered annual allowance was having on some doctors,
NHS England announced a special arrangement, for
2019-20 only, in which doctors in England could use

that arrangement to ensure that they would not be
worse off as a result of taking on extra shifts. As health
is a devolved matter, that special arrangement applied
only to England, but we are aware that the Welsh and
Scottish Governments also put similar arrangements in
place during 2019-20 for NHS staff.

Raising the two thresholds at which the tapered annual
allowance applies by £90,000 each is the quickest and
most effective way to solve this issue for senior doctors
and other clinicians. It delivers a tax solution, which has
been the British Medical Association’s primary request,
and it comes into effect from 6 April, which is the
beginning of the current tax year.

The changes made by clause 21 mean that no one
with income below £200,000 will now be caught by the
tapered annual allowance. The annual allowance will
only begin to taper down for individuals who also have
total income, including pension accrual, above £240,000.
We estimate that this will take up to 96% of GPs and up
to 98% of NHS consultants outside the scope of the
tapered tax allowance, based on NHS earnings alone.

As this is a tax change, these measures will apply both
to clinical and non-clinical staff across the whole UK,
and they will apply in the same way to all workforces.
These measures will also apply equally across public
and private sector registered pension schemes. However,
to ensure that the very highest earners pay their fair
share of pension tax, the minimum level to which the
annual allowance can taper down is reducing from
£10,000 to £4,000 from the beginning of this tax year.
This will affect only those with a total income, including
pension accrual, of over £300,000. These measures will
cost over £2 billion over the next five years.

The changes demonstrate that the Government are
committed to ensuring that hard-working NHS staff do
not find themselves reducing their work commitments
as a result of the interaction of their pay, their pension
and the tapered annual allowance tax regime. This
meets the Government’s commitment to allow doctors
to spend as much time as possible treating patients, and
supports vital public services while ensuring that the
very highest earners pay their fair share of tax. I commend
the clause to the Committee.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It is a pleasure to welcome you back to the Chair
this morning, Mr Rosindell.

The Opposition welcome the Government’s efforts to
resolve the issue. Hon. Members will know that the
primary function of introducing the tapered reduction
of the annual allowance in 2016 was to prevent tax
avoidance in the private sector, but whatever the original
intention of the tapered annual allowance threshold, its
impact was not properly considered. The result has
been damaging to our NHS: as the Financial Secretary
says, it has led to a situation in which senior practitioners
have refused to undertake extra shifts because of the tax
impact, and in many cases have taken early retirement.

According to a British Medical Association survey,
just under a third of doctors have reduced the number
of hours they spend caring for patients because of
actual or potential pension taxation changes, while
37% of those who have not yet reduced them plan to do
so in the next year. That is perhaps unsurprising considering
the nature of the tapered annual allowance: as the
BMA sets out, it creates a tax cliff edge whereby doctors
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effectively pay to work. Although the Treasury and
HMRC have repeatedly stated that tapering affects only
people with earnings over £150,000, in defined benefit
schemes it has created a tax cliff at the income threshold
of £110,000, which means that those in defined benefit
schemes may face additional tax charges of up to £13,500
if they exceed the tax threshold income by just £1, while
some could face effective tax charges greater than 100%.

Of course, we should recognise that that is not the
only factor contributing to the real problem of staff
retention in the NHS. Aside from the impact of coronavirus,
hospitals and A&Es have been overstretched for years,
increasing numbers of people are waiting too long for
operations, and key performance targets are being missed
month after month. We also face a chronic lack of
family doctors; as the Nuffield Trust has highlighted,
we have seen the first sustained drop in GP numbers in
50 years, which adds to the pressures on remaining staff.
The problem is particularly acute in certain parts of the
country: in Sunderland and the wider north-east, we
can see the same picture at a much bigger level, where
we face a real challenge to recruit and retain family
doctors.

The doctors I speak to are always striving to do the
best they possibly can in challenging circumstances, but
we must acknowledge that the stress they have been
placed under, due to the underfunding and neglect of
our NHS by this Government, has made the situation
even worse. The pension situation that many have faced
since 2016 has no doubt proved to be the final straw, as
doctors have opted not to take shifts, or to retire early.
As we have seen, that is complicating efforts to retain
such important NHS staff.

The situation would be unsustainable even if we were
not facing the impact of coronavirus, but the additional
pressures on doctors, many of whom will have taken on
extra shifts, make resolving the issue more pressing than
ever. All of us owe a debt of gratitude to those NHS
staff who have put themselves on the frontline, in harm’s
way, to do all they can in the national interest at this
very difficult time for our country.

It is important to note that the problem is not exclusive
to staff within the NHS; the annual allowance is a
problem in other defined benefit schemes, including for
the armed forces. As the Forces Pension Society states,

“in 2018 almost 4,000 serving military personnel, including those
in non-commissioned ranks, received notification that they might
have exceeded their annual allowance limit and for many a
significant tax charge followed—well ahead of receiving any of
the future benefit on which the tax is levied.”

The society argues that

“unless action is taken, there is a real risk to retention and
operational effectiveness”—

a concern also highlighted by the Ministry of Defence.

We all owe it to those in our public services and our
armed forces, who do so much to care for us, protect us
and keep our country safe, to make sure that they are
treated fairly and can plan effectively for their pension
and later life. It is clear that that has not happened as a
result of the changes implemented by the Government
in 2016. The proposed measure does at least promise to
address the issue in part and in the short term and the
BMA has stated that the vast majority of doctors are
now removed from the effect of the taper. However,
there are still concerns, and I hope the Minister will be
able to respond to them.

The proposed tax change would take effect only from
6 April 2020; as the Minister will know, the additional
pressures created by covid-19 began before that point.
As the Chartered Institute of Taxation has identified,
that means that doctors who took on extra shifts during
this period face the risk of being hit by higher tax bills
later. What consideration has been given to the issue of
medical staff who have made extra efforts during this
crisis, but before 6 April 2020? Has any analysis been
undertaken of the scale of the problem and will any
measures be necessary to address it?

Given that the purpose of the clause is to reduce and
reverse the trends with doctors not taking shifts and
retiring early, I would also welcome confirmation from
the Minister that the Government intend to monitor the
impact of the clause on an ongoing basis, to ensure that
it is having its intended effect.

We have concerns more broadly because, as the Minister
said, the proposed change would benefit all high earners,
not just NHS staff and those in our armed forces that
the clause ostensibly targets. Monitoring the effect on
taxation revenue will also be critical, because the Opposition
want to see fairness right across the system. Although
the measure seems to address the issue in the short
term, the Minister will be aware of the wider concerns
about whether the tapered annual allowance is appropriate
in general.

The Office of Tax Simplification has suggested removing
the annual allowance from defined benefit pension schemes,
and that move was supported by the BMA. As it said in
its response to the 2020 Budget, although it welcomed
the Government’s proposal in part, problems remained,
given that many doctors with incomes far below the
new threshold will face tax bills as a result of exceeding
the standard annual allowance, which remains at £40,000.
That can happen simply following a modest rise in
pensionable pay—for example, when receiving a pay
increment, taking on a leadership role or being recognised
for clinical excellence. The BMA has added that there is
no change to the lifetime allowance and many doctors
will still need to consider taking early retirement.

The Minister will no doubt be aware that the former
Pensions Minister, Baroness Altmann, has similarly
warned that just raising the threshold of earnings at
which the tapered annual allowance starts will certainly
not solve the underlying problem. She has called for
fundamental reform to provide those in defined benefit
schemes with greater certainty into the future. The
Opposition support that call for broader consideration
of the issue.

All that brings us to wider considerations around
pension tax relief and whether the system as it operates
works as well as it could. The Chartered Institute of
Taxation, among others, has said that a review of how
tax relief applies to pension savings should be considered,
given that the solution that the Government have presented
here has only been achieved at significant cost to the
Exchequer and to the benefit of many higher-earning
people, beyond our medical and armed forces staff. Will
the Government consider such a review and think more
widely about creating a simpler, fairer and more sustainable
pensions system?

Jesse Norman: I thank the hon. Lady for her remarks
and for welcoming these measures. She expresses what I
know will be the universal sentiment in this Committee:
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a sense of profound gratitude to the NHS for the
astonishing way in which it and all the public services
around them have responded to the crisis posed by
coronavirus. I certainly echo that.

The hon. Lady talked about underfunding of the
NHS. I really do not recognise that at all: the NHS has
been very well funded, with continuous above-inflation
funding settlements. In relation to coronavirus alone,
public services have received over £16 billion, the NHS
central among them. However, that only underlines the
point that extraordinary work was being done by the
NHS before, and it throws into greater relief how
flexibly, energetically and effectively it has responded to
the coronavirus pandemic. I think that shows the inner
resilience of the organisation.

The hon. Lady asked about people somehow being
deterred from taking extra shifts in the NHS. She will be
aware that NHS England put in place its own measures
for last year, and we understand that parallel measures
were implemented in Scotland and Wales.

The effect of the change, which begins in April, is to
give a sufficiently generous increase in the annual allowance
thresholds so that up to 96% of GPs and up to 98% of
senior medical staff will be out of scope of the tapered
annual allowance as regards their NHS earnings. It is
interesting to note that, as the hon. Lady rightly
acknowledges, that has been widely recognised by the
key institutions. The BMA said:

“The vast majority of doctors are now removed from the effect
of the taper and will no longer be in a situation where they are
‘paying to go to work’”

as they see it. NHS Employers said:

“Employers across the NHS will welcome this significant step
in reforming pensions taxation.”

That is all to the good.

The hon. Lady asked whether we will monitor the
clause’s impact. The Treasury will of course monitor it
as we do the effects of taxation across the piece. This
reform will retain a certain political currency and therefore,
I think, support and enthusiasm across the Committee.
She also asked about fairness across public services. She
will be aware that one of the benefits of a tax reform is
that it offers fair treatment across those public services,
irrespective of how people work.

The question of whether the allowance taper should
be removed has been scouted by some. Of course, unless
it was replaced by some other approach, it would have
the effect of there being no corresponding reduction in
the capacity to add pensions relief. The absence of a
taper would therefore create precisely the cliff edge that
the hon. Lady warned against.

The hon. Lady mentioned the idea of a review. She
will be aware that the Treasury had a review only a short
number of years ago, which was inconclusive. We continue
to reflect on this complex and difficult area of taxation
and will do so as we ponder the future fiscal effects.
With that in mind, I hope the Committee will agree that
the clause should stand part of the Bill.

Question put and agreed to

Clause 21 accordingly ordered to stand part of the Bill.

Clause 22

ENTREPRENEURS’ RELIEF

Question proposed, That the clause stand part of
the Bill.

The Chair: With this it will be convenient to discuss
the following:

That schedule 2 be the Second schedule to the Bill.

New clause 8—Review of changes to entrepreneurs’
relief—

‘(1) The Chancellor of the Exchequer must review the impact
on investment in parts of the United Kingdom and regions of
England of the changes made to entrepreneur’s relief by
section 22 and Schedule 2 of this Act and lay a report of that
review before the House of Commons within six months of the
passing of this Act.

(2) A review under this section must consider the effects of the
provisions on—

(a) business investment,

(b) employment, and

(c) productivity.

(3) In this section—

“parts of the United Kingdom” means—

(a) England,

(b) Scotland,

(c) Wales, and

(d) Northern Ireland;

and “regions of England” has the same meaning as that
used by the Office for National Statistics.’.

This new clause would require a review of the impact on investment of
the changes made to entrepreneurs’ relief.

Jesse Norman: The clause and schedule 22 rename
entrepreneurs’ relief as “business asset disposal relief”
and reduce the lifetime limit for gains eligible for relief
so that from 11 March 2020 the relief can be claimed on
gains of up to £1 million. The purpose of renaming the
relief is simply to reflect its function and purpose more
accurately.

The relief offers a reduced rate of 10% capital gains
tax on disposal of eligible business assets. Evidence
shows that for some people—indeed, quite a few people—
the relief has been a tax planning tool, helping some of
the richest people in society to pay less tax rather than
discharging its purpose of incentivising entrepreneurship
and enterprising business activity. Last year, three quarters
of the relief’s cost was for claims made by just 6,000 people
disposing of assets with gains of over £1 million. The
reform ensures that the Government can more sustainably
support small businesspeople with up to £100,000 capital
gains tax relief available over their lifetime.

The clause also makes special provisions for disposals
entered into before 11 March 2020—that is to say,
Budget day—that have not yet been completed. The
provisions ensure that such people can still use the previous
lifetime limit, but only where the disposal has not been
artificially structured for the purpose of securing a tax
advantage. It is therefore an anti-forestalling rule, with
the rules ensuring that everyone pays their fair share
of tax.

The previous lifetime limit of £10 million was an
unsustainable degree of support for those less in need of
it, and, as I have said, did not discharge the purpose of
supporting entrepreneurship as it should have done.
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The new £1 million lifetime limit is far more sustainable
and better targets the people who it was intended should
benefit from the relief.

9.45 am

The changes made by clause 22 will raise an estimated
£6 billion over the next five years by reducing the
lifetime limit from £10 million to £1 million. The rules
also mean that the new lifetime limit must include the
value of previous claims for relief for qualifying gains.
This change will significantly reduce the reliefs cost
while affecting just 17% of qualifying taxpayers.

New clause 8, proposed by the SNP, would require
the Chancellor of the Exchequer to review the impact
of clause 22 and schedule 2 amendments to capital
gains tax legislation within six months of passing the
Finance Act. Specifically, it would require the Chancellor
to review the impact on business investment, employment
and productivity in the constituent nations and English
regions of the United Kingdom.

I want to highlight that the Government have already
conducted an internal review of this relief, building on
the 2017 HMRC-commissioned independent research.
The review considered the distributional effects and
benefits of this relief against its cost, to understand
better the targeting of the relief. This reform is strongly
influenced and informed by that analysis and ensures
that the majority of entrepreneurs are unaffected.

Furthermore, the effects of the changes to the relief
will not be visible within six months’ time. As with all
tax reliefs, we will continue to review and monitor the
effects of this change as standard. I therefore encourage
the Committee not to accept the new clause. The
Government believe in supporting entrepreneurs and
small-business people. Despite calls to abolish the relief,
we are introducing sensible reforms designed to ensure
that the Government can continue sustainably to encourage
the majority of small-business owners. I commend the
clause and schedule to the Committee.

Bridget Phillipson: I begin by acknowledging that the
action on the relief is welcome, even if we believe it is
overdue and could go further. The Minister might be
familiar with the Resolution Foundation’s description
of the entrepreneurs’ relief as “the worst tax break” that
is, “expensive, ineffective, and regressive”. According to
HMRC, it cost an estimated £2.1 billion in 2019-20
alone. Before responsibility is laid at the door of the
previous Labour Government for introducing the measure,
I should argue that many of the undesirable effects have
followed changes made post-2010. I thank the House of
Commons Library for providing me with a timeline of
the changes made to entrepreneurs’ relief since its
introduction in 2008, which has allowed me to illustrate
that point.

The relief was introduced by the then Chancellor,
Alistair Darling, in 2008 with the goal of promoting
entrepreneurship in the UK and making us a world
leader in the field by encouraging business owners selling
up to reinvest the money into new businesses. The
2008 Budget established that the relief would set an
effective tax rate of 10% for up to the first £1 million of
gains made over a lifetime, which was increased to
£2 million from April 2010.

In the coalition Government’s first Budget on 22 June,
the then Chancellor, George Osborne, announced that
the lifetime limit for entrepreneurs’ relief would be set

at £5 million, while the single flat rate of capital gains
tax would be replaced with the higher 28% rate paid by
higher rate taxpayers. As part of the Government’s
second Budget in March 2011, it was announced that
the lifetime limit for entrepreneurs’ relief would be
increased to £10 million from 6 April 2011.

When the relief was introduced by the Labour
Government, the estimated cost was £200 million a
year: the generous uprating of the lifetime limit under
the coalition Government has undoubtedly contributed
to its ballooning cost. Perhaps the cost would be justifiable
if it had been shown to have a positive impact in
boosting investment in jobs across our country, but
there is no evidence to suggest that that has been
the case.

The Institute for Fiscal Studies has calculated that, in
2017-18, three quarters of the £2.3 billion cost of
entrepreneurs’ relief benefited only 5,000 individuals,
with an average tax saving among that group of £350,000.
The Resolution Foundation highlights HMRC data
that shows that 82% of those who benefited have been
male and in their late 50s, and that the majority of
capital gains tax revenue is concentrated in London and
the south-east. The 2017 HMRC evaluation found that
only 8% of people claiming entrepreneurs’ relief in the
previous five years had said that it influenced their
investment decision making. That demonstrates the extent
to which the relief was not working as intended, and the
necessity of Government action.

Putting aside whether the approach taken by the
Government is the right one, there are some technical
issues that I hope the Minister can clarify. The Chartered
Institute of Taxation has expressed a degree of surprise
at the lack of transitional provisions, given that the
capital gains tax changes are retroactive, affecting gains
that have already accrued but not yet been realised and
investment decisions that have already been made. The
institute has also expressed concerns about the strength
of the anti-forestalling measures for what is a change of
policy rather than anti-avoidance legislation, saying it
regards one aspect of the measures as open to challenge
as retrospective taxation because the Government are
changing the tax effect of an action after the right to
take that action has arisen. Having sought legal consultation,
it fears that may even be a breach of human rights. It
has suggested changing the clause to allow a shareholder
whose shareholding no longer qualified for entrepreneurs’
relief immediately after an exchange of shares to elect
to retain the £10 million limit. Will the Minister tell us
what consideration the Treasury has given to the issue?

What consideration have the Government given to
going further than the measures contained in this clause?
As I have sought to set out to the Committee, entrepreneurs’
relief is costly and is failing to achieve its objective. The
Minister is aware, no doubt, that any number of
organisations are critical of maintaining it in any form,
although the criticism is not unanimous. The Federation
of Small Businesses has voiced its concerns and believes
that removing entrepreneurs’ relief would disincentivise
employee ownership by reducing the value of businesses
as they are handed over. Can the Minister say anything
by way of reassurance to the Federation of Small
Businesses, and does he agree with its assessment?

Many others remain critical and that is where the
majority of opinion rests. The Institute for Fiscal Studies
has stated that the £1 million relief in the clause is still
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too generous. The Association of Accounting Technicians
says it is disappointing that the Government have failed
to scrap it altogether, highlighting an overwhelming
body of evidence from focus groups, HMRC-commissioned
research, the Office of Tax Simplification, the National
Audit Office and others,
“which indicates that the relief does not achieve its policy objectives,
that it’s extremely expensive, poorly targeted and ultimately ineffective.”

In the light of that, will the Minister set out for the
Committee why the Government have not gone further
in this area?

On the new clause, which was tabled by the Scottish
National party, we understand the rationale for a review
of the measure’s impact on business and on different
parts of the UK, but as I have sought to set out to the
Committee, there is a strong body of evidence of the
entrepreneurs’ relief not working effectively. I would
appreciate a better understanding of the impact the
amendment seeks to achieve. We do not oppose the new
clause; we just think it could go further.

Let me make it clear that a more progressive approach
to entrepreneurs’ relief should not be confused with
being anti-business. As my hon. Friend the Member for
Ilford North set out last week in Committee, Labour
Members support measures to promote investment and
entrepreneurialism and to support the small businesses
that are the backbone of our community and that are
doing so much at a difficult time to try and keep people
in work, to support our communities and to contribute
to our country. The Government need to bring forward
measures to ensure that tax reliefs work effectively. The
evidence suggests that the entrepreneurs’relief, as conceived
and delivered over the past decade, does not work.

There is a wider issue here that I hope we can revisit
in later stages of the debate regarding the Government’s
efforts to monitor the effect of tax reliefs such as
entrepreneurs’ relief. The National Audit Office’s excellent
recent report on tax reliefs shows that the Government
are not reporting costs on over two thirds of them and
that HMRC did not know whether most tax reliefs
offered value for money. I believe the Public Accounts
Committee will be taking evidence on this very shortly
and publishing its report on the work of the National
Audit Office in considering this important issue. We on
the Opposition Benches will be following that discussion
carefully, because it seems incredible that the Government
do not have a proper grip on that area, where there is a
real problem around value for money and whether the
information provided to Parliament is sufficient, so we
can understand whether tax reliefs are having the outcome
intended by Government and whether fairness is built
into the system.

We will continue to argue for a broad review of tax
reliefs and continue to encourage Ministers to adopt the
policy to determine exactly who is benefiting from the
hundreds of tax reliefs that exist, whether they are fair,
whether they represent good value for money, whether
we can be confident that they are securing the policy
outcomes as originally intended, and that the Government
should legislate to make the system fairer as a whole.

Stephen Flynn (Aberdeen South) (SNP): This is my
first experience of a Finance Bill Committee—indeed, I
think it is the first time we have met, Mr Rosindell, and
I look forward to serving under your chairmanship.

Dare I say that our new clause is constructive? That is
the manner I am starting in. I would like the Government
to change their stance a bit and look at the wider
picture.

Before the Budget, it was well known to all of us in
the public sphere that the Government were considering
entirely scrapping entrepreneurs’ relief. We read a number
of comments in the press and the public domain about
Conservative Back Benchers being unhappy with that
move because they felt it would stifle investment. Ultimately,
the Chancellor did not scrap entrepreneurs’ relief but
simply took it back to the level it was at when the
Labour party introduced it in 2008, reducing it from
£10 million to £1 million. We need to know what the
Government’s long-term direction of travel is. We cannot
be driven by a rebellion on the Government Back
Benches. If the Government do not feel that entrepreneurs’
relief is beneficial, they should make that clear.

The Minister said that the Government have conducted
a review, and indeed they have, but it was an internal
review; as far as I am aware, it is not in the public
domain. They are more than welcome to put it into the
public domain, or they could agree to our new clause.
The hon. Member for Houghton and Sunderland South
talked about what we are could achieve. It is important
that we have that review so that we all know where
entrepreneurs’ relief is going to be in the coming years.

As I say, this is a constructive suggestion. It is based
not just on our interpretation of the situation, but on
the evidence. The IFS believes that entrepreneurs’ relief
is poorly targeted; the FSB, on the other hand, is
broadly supportive; and the Chartered Institute of Taxation
believes that a public consultation on objectives and
efficacy is necessary. There is a broad range of views
about this policy, so the time has come for the Government
to undertake a review in the public domain so that we
all understand the direction of travel and know where
they seek to go. Hopefully, that will inform us all a bit
more about the position. As I say, this is a constructive
suggestion, and I hope the Government will change
their stance.

Jesse Norman: I thank the hon. Members for Houghton
and Sunderland South and for Aberdeen South very
much for their comments. They raise a number of
important points.

It is certainly true that this relief has attracted widespread
criticism from different interested and expert bodies;
the hon. Lady is absolutely right to point that out. It is
important to note that the Government have tried to
strike a balance. An outright abolition might have had
the effect of penalising a lot of entrepreneurial activity,
undertaken in good faith up to the level that has been
determined. That would have been, in the Government’s
view, an overreaction to the situation. Therefore, we
have tried to strike a balance by trying to keep the vast
majority of entrepreneurial activity that is protected in
place while cutting back on aspects that are ineffective
or regressive.

It is interesting, as has been noted by Opposition
Members, that alongside widespread concern there has
also been notable recognition of the importance of that
aspect of the relief that I have highlighted from the
Federation of Small Businesses. I note that the national
chairman described this as a
“sensible compromise on Entrepreneurs’ Relief”,
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in which

“everyday entrepreneurs will be pleased to hear the Chancellor
say that he has listened to FSB”.

10 am

Expert comment has also highlighted the extent to
which the previous relief was being exploited by advisers,
who were using the tax break to encourage activity that
had nothing to do with the creation of entrepreneurial
benefit. We fully recognise that. In striking that balance,
we are trying to ensure that the relief plays its part
alongside a wide range of other Government measures
to support entrepreneurs and new businesses. Those
include start-up loans, support for businesses conducting
R&D and the new structures and buildings allowance
that we will discuss in due course.

To pick up a point that the hon. Lady mentioned, this
has been an expensive relief with, in the Treasury’s view,
inadequate public gain, but when we get to R&D tax
credits, which are also expensive reliefs, there the judgment
has been that although they are expensive, there is
considerable public gain. I will come to that in due
course, but there is a contrast to be noted there.

The question is also raised whether we should have
acted more decisively. I have highlighted that that would
have had the effect of penalising many entrepreneurs
who entered into these arrangements in good faith and
would have had all their gains cancelled out. At the
same time, it was necessary to put in anti-forestalling
measures, because as soon as the fact of a change
becomes clear, there is enormous potential scope for
abuse and avoidance. The hon. Member for Aberdeen
South was absolutely right to raise the extent to which
this was known to be a bad relief in advance and some
people might have taken advantage of that. That provided
an additional reason not to include transitional measures,
but to act decisively when we did act.

I am sympathetic to the point that the hon. Member
for Houghton and Sunderland South makes about a
more structured approach to the analysis of tax reliefs.
That point is well made. My answer to her comments
about the IFS’s concerns about the residual relief is that
there is always scope for further reform at future fiscal
events.

Question put and agreed to.

Clause 22 accordingly ordered to stand part of the Bill.

Schedule 2 agreed to.

Clause 23

RELIEF ON DISPOSAL OF PRIVATE RESIDENCE

Question proposed, That the clause stand part of
the Bill.

Jesse Norman: We continue to stride boldly through
the slough of despond. Here we come to the reform of
the capital gains tax private residence relief ancillary
reliefs. The clause makes changes to capital gains tax
private residence relief where individuals have more
than one residence, reducing the final period exemption
from 18 months to nine months and reforming lettings
relief so that that relief only applies where the owner
shares occupancy with a tenant.

The clause also makes several other minor changes
to make the private residence relief rules fairer. The
Government are committed to keeping family homes

out of capital gains tax, and private residence relief will
still be available for the entire time a property is lived in.
However, ancillary reliefs mean that in some circumstances
people can accrue relief on two or more properties
simultaneously. The reforms make private residence
relief fairer by better targeting relief at owner-occupiers.

The final period exemption currently relieves the last
18 months of ownership of a main residence or former
main residence from capital gains tax. This provides
relief as people go through the process of selling their
home, but it allows people to accrue relief on two
properties simultaneously. From April 2020, the exemption
will be reduced to nine months. The 36-month exemption
for those who are disabled or are in a care home will
remain.

Lettings relief is available when a property that was
someone’s previous main residence is wholly or partly
let out. This can extend the benefit of relief by up to
£40,000 for an individual and £80,000 for a couple,
while they are also accruing relief on their current main
residence. In order to better target the relief at owner-
occupiers, from April 2020 lettings relief will only be
available in cases of shared occupancy. The armed
forces future accommodation model is also a source of
concern. We want to be sure that the clause will extend
the benefit of employer-provided accommodation relief
to those service personnel who live in privately rented
accommodation under that new model.

The Government are also legislating on two extra
existing statutory concessions. The first applies when an
individual has more than one residence, but only one
has any real capital value. This concession extends the
time period for nominating the individual’s main residence.
The second allows 24 months of relief where, for specific
reasons, a person is unable to occupy a new home for
use as their main residence. There is also a change to
ensure that, when spouses or civil partners agree to
transfer shares in a residential property between themselves,
the receiving spouse or civil partner will inherit the
transferring spouse’s past use of the property, no matter
the use of the property at the time of transfer. This prevents
unfair outcomes arising in certain cases.

The Government are committed to keeping family
homes out of capital gains tax, through private residence
relief. However, the current availability of lettings relief,
and the 18-month final period exemption, can mean
that people accrue relief on two or more properties
simultaneously. These reforms address those concerns
and make private residence relief fairer, by better targeting
it at owner-occupiers. I therefore commend the clause
to the Committee.

Bridget Phillipson: The objectives behind the clause
seem well intentioned, but the Minister will no doubt be
aware of the severe impact of covid-19 on the housing
market, as referenced by many stakeholders—a point
which I should be grateful if he would address. According
to the Chartered Institute of Taxation, the evidential
basis for the reduction in the final period exemption
was based on an average selling time—before the current
pandemic—of approximately four and a half months,
and it is concerned that this evidence base may be
undermined by the effects of covid-19.

The Minister will be aware of his Government’s own
advice, which lasted until 13 May, that physical viewings
of homes were not permitted, and as such, that the
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home-buying process would take longer, with people
advised to delay moving into a new house. While there
is updated advice, there are still clearly restrictions that
will slow down the process of buying a new home, and
wider practical difficulties in this area when it comes to
estate agents, banks processing payments and the wider
conveyancing system.

The Chartered Institute of Taxation referred to research
by Zoopla, conducted between 12 and 19 May, which
found that 41% of would-be home movers across Britain
had put their property plans on hold in light of market
uncertainty, loss of income and lower confidence in
their future finances, with property inquiries reported
to be more than 50% down on pre-lockdown levels.
Given that ongoing uncertainty, it is increasingly likely
that it may take longer than nine months for some of
those affected by this provision to sell their property,
given the deterrent impact of covid-19 and the lockdown
on potential buyers, as well as all the practical difficulties
for buyers, which I am sure we appreciate. That could
leave sellers with an unexpected tax liability when a
property takes longer than nine months to sell. Many
stakeholders consulted on this legislation believe that
the fairest way to resolve the issue is to defer the
introduction of the final period exemption, so as not to
burden some sellers with an unprecedented tax liability.

In their consultation with stakeholders from July 2019,
the Government responded to worries about the nine-month
period exemption being too short by saying that

“a 9 month final period exemption strikes the right balance
between being long enough to provide relief whilst they go
through the process of selling their home, but not so long that
they are able to accrue large amounts of relief on two properties
simultaneously, or on homes that are no longer used as their main
residence.”

I will not seek to blame the Government for not predicting
at that point the impact of a global pandemic, but we
are living through some very difficult times. Has any
further consideration been given to the timing of the
measures contained in the clause? Given the pressures
on the housing market, does he still regard them as
appropriate and realistic? Is the Treasury considering
the impact more broadly?

Putting the coronavirus aside, concerns have been
raised that the clause runs in contradiction to the
parliamentary convention on retrospective taxation,
whereby retrospection is permissible only when dealing
with unacceptable avoidance schemes. The clause is
about changing long-standing reliefs rather than countering
avoidance, and the Institute of Chartered Accountants
in England and Wales has highlighted that the clause is
retrospective. It also argues that it would be simpler for
taxpayers if the measures were delayed until the start of
the next tax year. I am sure the Minister has given
consideration to that point, and I am keen to hear his
views on the topic.

Another point raised by the Chartered Institute of
Taxation is that the new rules must be well communicated.
Their introduction coincides with the new 30-day time
limit running from the date of completion to the reporting
and payment of capital gains tax, meaning that there is
now much less time to establish capital gains tax liability.
What are the Government doing to communicate such
changes, so that they are well understood?

The changes as a whole are projected to raise £50 million
for the Government in this tax year and £120 million
next year. Given the current situation in the housing
market, I shall be interested to hear the Minister’s
views on whether any change has been made to any
projections in this area. It is vital that the Government
can raise funding for our vital public services, but in
the grand scheme of things, those seem like relatively
modest sums. Although I want to ensure that our public
services have the funding they need to get through this
crisis, I am sure the Government would not seek to
disadvantage those who, through no fault of their own,
find themselves in a very difficult situation owing to the
pandemic.

Those are the only comments that I seek to offer on
the clause. I shall be grateful for a response from the
Minister.

Jesse Norman: I thank the hon. Lady for her comments.
She raises the question of retrospectivity. We do not
regard the changes as retrospective. Capital gains tax is
due only when a disposal is made, and taxpayers have
18 months’ notice of the changes. They have therefore
had plenty of time to rearrange their affairs—for example,
by selling property under the old rules if they had
wished to do so. It is important to remember that any
private residence relief accrued from periods when the
property was lived in as a main home is retained.

I am glad that the hon. Lady does not blame the
Government for failing to predict the pandemic. That
would be a very widespread source of blame; few people
across the world could be exculpated from that. She
also raised the question of the effect of covid-19. It is
worth saying that, as she highlights, the nine-month
exemption is based on evidence that the average selling
time was four and a half months, and the suggestion is
therefore that nine months is not long enough. I note
her point and will take it away with me from this sitting;
I thank her for that. It still leaves the average significantly
short of nine months. It is worth pointing out that, if
people are taken over that level, they will still likely pay
very little, if any, capital gains tax, because the annual
exempt amount, which has just been increased to £12,300,
keeps small gains out of CGT. If someone was running
over by a month, it would have to be an enormous gain
in order to breach the annual limit.

As I said, there are no changes to the wider 36-month
exemption that is available to disabled people and to
those in care homes. The Government think the CGT
allowance provides an additional safeguard in case there
are circumstances in which people might inadvertently
run over time.

Question put and agreed to.

Clause 23 accordingly ordered to stand part of the Bill.

Clause 24

CORPORATE CAPITAL LOSSES

Question proposed, That the clause stand part of
the Bill.

The Chair: With this it will be convenient to discuss
the following:

That schedule 3 be the Third schedule to the Bill.

Clause 25 stand part.
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New clause 9—Review of changes to capital allowances—
“(1) The Chancellor of the Exchequer must review the effect of

the changes to chargeable gains with respect to corporate capital
losses in section 24 and Schedule 3 of this Act in each part of the
United Kingdom and each region of England and lay a report of
that review before the House of Commons within two months of
the passing of this Act.

(2) A review under this section must consider the effects of the
changes on—

(a) business investment

(b) employment, and

(c) productivity.

(3) A review under this section must consider the effects in the
current and each of the subsequent four financial years.

(4) The review must also estimate the effects on the changes in
the event of each of the following—

(a) the UK leaves the EU withdrawal transition period
without a negotiated comprehensive free trade
agreement,

(b) the UK leaves the EU withdrawal transition period
with a negotiated agreement, and remains in the
single market and customs union, or

(c) the UK leaves the EU withdrawal transition period
with a negotiated comprehensive free trade agreement,
and does not remain in the single market and customs
union.

(5) The review must also estimate the effects on the changes if
the UK signs a free trade agreement with the United States.

(6) In this section—

‘parts of the United Kingdom’ means—

(a) England,

(b) Scotland,

(c) Wales, and

(d) Northern Ireland;

and ‘regions of England’ has the same meaning as that used by
the Office for National Statistics.”

This new clause requires a review of the impact on investment,
employment and productivity of the changes to capital allowance over
time; in the event of a free trade agreement with the USA; and in the
event of leaving the EU without a trade agreement, with an agreement
to retain single market and customs union membership, or with a trade
agreement that does not include single market and customs union
membership.

10.15 am

Jesse Norman: We are 50 minutes in and making very
good progress, so thank you for your leadership from
the Chair, Mr Rosindell.

Clauses 24 and 25 and schedule 3 make changes to
UK corporation tax loss relief rules to introduce the
corporate capital loss restriction that was announced at
Budget 2018. At that Budget, the Government announced
changes to the treatment of capital losses for corporation
tax purposes. Currently, if an asset is sold at a loss, that
capital loss can be carried forward and offset against up
to 100% of the capital gains in future periods. In order
to ensure that large companies pay corporation tax
when they make significant capital gains, the Government
will restrict the use of companies’ historical capital
losses to 50% of the amount of annual capital gains
from 1 April 2020. This policy builds on previous
reforms to corporation tax loss relief, and brings the
treatment of capital losses into line with the treatment
of income losses.

The changes made by clause 24 will apply a
50% reduction to the amount of carried-forward capital
losses that a company can set against chargeable gains
that arise in a later accounting period. Various other
changes that are required to deliver or support that loss

restriction are also included. They include provisions to
ensure that the restriction is proportionate for companies
entering into liquidation, and that it operates effectively
for companies in sectors that are subject to unique tax
regimes, such as oil and gas, life insurance and real
estate investment trusts.

This loss restriction will raise approximately £765 million
in additional revenue over the next five years. An annual
allowance of £5 million will apply across both income
and capital losses to ensure that small and medium-sized
companies are not affected. We estimate that less than
1% of companies will have to pay additional tax as a
result of these changes. The change made by clause 25 is
to amend the quarterly instalment payment treatment
for certain companies with no source of chargeable
income, which have a short accounting period resulting
from a chargeable gain accruing.

New clause 9, tabled by the SNP, requires a review of
the effect of the change to chargeable gains introduced
by clause 24 and schedule 3 within two months of the
Bill’s receiving Royal Assent. The review would focus
on the effects of changes on business investment,
employment and productivity across different regions
of the UK, as well as the effects of various scenarios
following the end of the EU transition period, and
under circumstances in which the UK signs a free trade
agreement with the United States.

The Government’s view is that such a review is not
necessary. We set out detailed information on the Exchequer
macroeconomic and business impacts in 2018, when
this policy was first announced, and provided a further
update at Budget 2020. Those estimates, which have
been certified by the independent Office for Budget
Responsibility, confirm that the changes made by the
clause are not expected to have any significant
macroeconomic impacts. The changes will affect very
few companies—about 200 every year, which are likely
to be dispersed across the UK. That estimate is not
expected to change in any of the EU transitional free
trade agreement scenarios set out in the amendment. A
further review of the clause would not provide any
additional useful information.

This restriction is a proportionate way of ensuring
that large companies pay some tax when making substantial
capital gains. The review that the new clause would
legislate is unnecessary. I therefore urge the Committee
to reject new clause 9, and I commend the clauses and
the schedule to the Committee.

Wes Streeting (Ilford North) (Lab): It is a pleasure to
be here again on such a fine day in the Committee
Room, going through some of the more technical elements
of the Finance Bill.

We have heard from the Financial Secretary why
clause 24 and schedule 3 appear in the Bill. As Members
can see for themselves, part 1 of schedule 3—paragraphs 1
to 38—deals with changes required to introduce the
corporate capital loss restriction; part 2—paragraphs 39
to 41—introduces changes in the treatment of allowable
losses for companies without a source of chargeable
income and makes other required minor amendments;
and part 3—paragraphs 42 to 46—contains commencement
and anti-forestalling provisions for the CCLR.

All in all, schedule 3 comes to 18 pages. I am sure that
the Treasury deems them essential, or they would not be
in the Bill, but it does seem to run somewhat contrary to
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the Government’s stated aim of simplifying the tax
system. In case anyone wanted to reach for the explanatory
notes for some salvation and solace, even they extend to
10 pages. I do wonder whether it was really necessary,
with such a lengthy schedule and explanatory notes, to
go into such detail; I guess my question to the Financial
Secretary is whether anything can be done to simplify it.
As I said, the Government’s stated aim is to simplify
taxes—they even created the Office of Tax Simplification
—but the OTS’s job is made much more difficult if,
while it is trying to simplify the existing tax code, we are
adding reams and reams of clauses to it.

The measure set out in clause 24 and schedule 3 is
expected to raise significant revenues in corporation tax
from large corporations. That is not something that I
will complain about too much—in fact, I am not
complaining at all—but a common concern among
respondents to the Government consultation was about
the timing in relation to our exit from the European
Union and in the context of concerns about the impact
on UK competitiveness. Although we do not oppose
what the Government seek to do, it is important that
they address those concerns up front—not least so that
when people reply to Government consultations, they
know that someone is reading and listening, and that
the Government will at least address their concerns
even if they do not share them.

Turning to clause 25, I am sure the Financial Secretary
will recall that the London Society of Chartered
Accountants wrote to the Chancellor on 19 April, copying
him in, to raise issues about several clauses of the Bill.
Paragraph 13 of that letter states:

“We note that this proposes that a company that would otherwise
be ‘very large’ would be ‘large’ in the context of the regulations
requiring payment of corporation tax in instalments if it is
chargeable only because of a chargeable gain on disposal of an
asset, but only for APs beginning on or after 11 March 2020. It is
obviously aimed at non-resident companies that only come within
corporation tax as a result of their new exposure to corporation
tax on disposals of UK land and interests in entities that are ‘UK
land-rich’. A single such disposal would result in the due date
being on that one day that the company disposed of the property,
so this is a welcome change for any but the largest organisations.
However, it is unfortunate that this is not to apply to events before
11 March 2020, where companies have had to rely on a concession
by HMRC. In such circumstances, HMRC propose that tax
should be paid within 3 months and 14 days after contracts are
exchanged unconditionally.”

It would be good if the Financial Secretary addressed
those concerns in his reply.

We have already heard the Financial Secretary’s account
of why he thinks the review required by new clause 9—
tabled by our colleagues in the SNP, led here by the hon.
Member for Glasgow Central—is not necessary. The
proposed review of changes to capital allowances

“must consider the effects of the changes on…business
investment…employment, and…productivity…The review must
also estimate the effects on the changes in the event of each of the
following…the UK leaves the EU withdrawal transition period
without a negotiated comprehensive free trade agreement…the
UK leaves the EU withdrawal transition period with a negotiated
agreement and remains in the single market or customs union”—

I will not hold my breath on that one—

“or…the UK leaves the EU withdrawal transition period with a
negotiated comprehensive free trade agreement, and does not
remain in the single market and customs union.”

I understand why the Financial Secretary may not
consider such a review necessary in the context of
changes to capital allowances, but I would say two
things in response. First, clear, widely available and
readily understood analysis of the wider context and
the wider pressures on the economy, covering issues
such as business investment, employment and productivity
is absolutely essential. Secondly, the headlines are obviously
dominated by the coronavirus and, more recently, by
events in the United States, with the murder of George
Floyd, and the Black Lives Matter movement protests
we have seen on the streets of the UK. However, in the
background, as we know, there is the ongoing issue of
Brexit, which has almost been forgotten in the national
conversation, but which remains one of the single biggest
challenges facing our country. The Committee on the
Future Relationship with the European Union is hearing
from Michel Barnier this week.

Whether Brexit is viewed by Members of the House
as an opportunity or a threat, or perhaps a combination
of the two, I do not think anyone would dispute that
unravelling ourselves from the most sophisticated political
and economic alliance in the history of the world is
simple or straightforward, or without consequences. We
have reached a settled position—to be clear, the official
Opposition recognise that settled position—with a
referendum and two general elections that have given
the Government a mandate to implement the referendum.
The question of whether Brexit takes place has been
settled by those three democratic events; the question
now is how it happens. At the same time, we are in the
middle of a global pandemic that, as well as being a
public health crisis, threatens to be an economic crisis.
We are already in a recession, and the choices the
Government make in the coming days, weeks and months,
along with the choices they have already made, will
shape and determine whether the recession is as short
and shallow as we would hope.

I do have a concern when I listen to statements made
by Ministers—not so much Treasury Ministers, but
certainly Ministers in other parts of the Government,
including the Prime Minister and the people around
him—that the economic issues and priorities of the
country are playing second order to political considerations.
That is a terrible mistake. I hope that the Government
will take a more stable and orderly approach—if I may
borrow a phrase from our former Prime Minister—to
some of these choices and issues, and that the Treasury
flexes its muscles at all points in conversations with
other Departments about the considerations that must
be made about our future relationship with the European
Union and, indeed, about free trade agreements with
other countries, including the United States.

The Financial Secretary may not have a great deal of
sympathy for the case made for a review in the context
of changes to capital allowances, but I am glad we are
having this conversation, because debate in this place is
moving too often away from some of the really serious
economic challenges that are presenting themselves. We
cannot wish those challenges away; we need to make
active, sensible and wise choices to ensure that our
country emerges from this period of our history with
a stronger economy and with greater and more
widely shared prosperity than we have today. I hope
that that cause is shared by Members right across the
House.
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Finally on new clause 9, the reason why we table such
amendments and new clauses calling for reviews is that
that is one of the few ways in which Opposition parties
can debate issues on the Finance Bill. In recent years, it
seems Ministers—to their shame, actually—have been
too frightened and cowardly to allow Finance Bills to
be subject to amendments in the way they were traditionally.
We no longer have the same freedom and flexibility to
propose practical, concrete changes that we might like
to see, which strengthen democratic and political debate
in Parliament, with Oppositions not just criticising
Government, but laying down alternatives so that we
can debate their merits versus the Government’s approach.
So, instead, we call for reviews.

10.30 am

I am not very excited by the prospect of this review
or, in fact, any other review that has been proposed by
my party or the SNP in amendments to the Finance
Bill, but calling for a review is one of the few ways we
get to air issues. That is a great shame. It diminishes
political debate; it grinds our conversations into the sort
of boring, dull and technocratic—worthy, but ultimately
dull and technocratic—conversations that we are going
to be having today. It also restricts the ability of hon.
Members across the House to raise the issues that are
regularly raised with us by our constituents.

I know that that has been a source of frustration, to
myself, to the shadow Chief Secretary, no doubt to
our colleagues in the SNP, and indeed to other hon.
Members across the House who are looking to prepare
amendments on Report. When we go to the Public Bill
Office with ideas, suggestions, proposals or alternatives
to the Government’s approach, one of the immediate
conversations we now have to have is whether amendments
are in scope.

Given that we are likely to have another Finance Bill
sooner rather than later—probably sooner than we
would all wish, and certainly sooner than we will all
wish after debating some of these clauses today—I
hope the Government will revisit this issue. This point
was made by the previous shadow Treasury team, and it
is one that we share. I hope the Minister will respond to
some of the points I have raised.

Stephen Flynn: Dare I say that I think I am potentially
being constructive again in the new clause that the SNP
have tabled? We are seeking to allow the Government to
open their eyes to what is coming down the track and to
look at the impact on business, investment, employment
and productivity of a number of different scenarios, be
they a comprehensive free trade agreement, remaining
in the single market and customs union, not remaining
in the single market and customs union, and/or a free
trade agreement with the United States.

Ultimately, however, this is not just about helping the
Government to see the error of their ways, should they
follow the path they are on, but also about reinforcing
to hon. Members the huge detrimental impact that
leaving the European Union will have on Scotland. Lest
we forget, the people of Scotland voted overwhelmingly
to remain in the European Union. We are being forced
to put forward amendments such as this because the
democratic views of the people of Scotland have been
disregarded once again by this Parliament.

I will touch briefly on the reality of the situation
facing Scotland, because it is incredibly important to
the debate we are now having. A new study from the
Scottish Government says that, if an extension is not
agreed, Scottish GDP could be up to 1.1% lower after
two years. That is just in relation to an extension. The
cumulative loss of economic activity from leaving the
EU would be up to £3 billion over those two years. That
is on top of the devastating impact of the current
pandemic on the Scottish economy. We will potentially
have billions wiped from our economy at a time when
we are reeling from the impact of this public health
tragedy. That is simply not good enough.

The very notion that a US trade deal will save the day
is complete and utter rubbish. Analysis from the Scottish
Government highlights that the loss of friction-free
trade with the EU would lower GDP by 6.1% by 2030.
Analysis by the UK Government shows that a free
trade agreement with the US would increase UK GDP
only by up to 0.16%. Those are remarkable figures,
which we all need to consider in full. The reality is that
the reckless approach of the UK Government in potentially
losing full access to the European single market will
have a devastating impact on Scotland’s economic growth
and prosperity. It also puts in jeopardy many of our key
priorities: the NHS, upholding food standards and tackling
the climate emergency.

Lowering standards is perhaps a topical subject to
touch on, because we have all read with interest comments
in the press over recent weeks about the impact of
lowering food standards on imports of food into the
United Kingdom. We are proud of Scotland’s agricultural
sector and the produce we create, which is world renowned
for its class. We cannot under any circumstances have a
situation where the quality of that produce is impacted
by the decisions of the UK Government, particularly
when those decisions will be made on the back of
something we did not vote for. I cannot emphasise that
enough to Members. Whether it is chlorinated chicken,
selling off the NHS to Donald Trump or simply trying
to bring down the tariffs on Scotch whisky, the UK
Government have shown they are incapable of meeting
the needs of the people of Scotland, and I have grave
concerns about what is coming down the line.

As I say, the new clause we have tabled today is
constructive, because it would allow the UK Government’s
eyes to be opened to the reality of the situation facing
Scotland. If they are true in their comments about
believing that Scotland is a key part of the United
Kingdom, and Scotland should lead and not be led,
they will hopefully bear the new clause in mind.

I will finish by touching on the comments of the hon.
Member for Ilford North, who rightly said that, for
many, Brexit has been forgotten about. Well, for people
in Scotland it has not been forgotten about, because we
overwhelmingly do not support it. Rightly, the pandemic—
overcoming it and ensuring that lives are saved—is the
focus of all our priorities at this moment, but we know
what is coming down the line and we are fearful. Up
until now, none of the mood music coming from the
UK Government has offered any reassurance whatever.
Hopefully, the figures I have highlighted in relation to a
United States trade deal will re-emphasise the reality of
the situation to the Government.

I said I would finish, but that was perhaps a fib,
because there is one further comment I wish to touch
on. I apologise if I get a word or two wrong, but the
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Minister said that the new clause would not provide
“any useful information”, and I am astounded at that. I
thought that a UK Government Minister would want
to know about the impact on productivity of the decisions
that the UK Government may take. I thought a UK
Government Minister would want to know about the
impact on employment of the decisions taken on business
productivity, but it appears not. It appears that wilful
ignorance is the story of the day, which is not a good
thing. The people of Scotland will pay close attention
to the actions of the UK Government moving forward,
as they have up until now.

The Chair: I call the Minister to respond.

Jesse Norman: I would not have dreamt of not
responding to the concerns raised by Members of the
Opposition, and I am grateful to you, Mr Rosindell, for
allowing me to do so.

The hon. Member for Ilford North mentioned the
simplification of the tax system and asked whether the
measures before us could be regarded as a simplification.
He is absolutely right that simplification of the tax
system is a highly desirable thing. In this case, without
getting too far removed from political business, it seems
there is a parallel to some of the work done by Thomas
Kuhn on how science proceeds, where he distinguishes
between times in which normal science proceeds, as it
were, in a normal fashion and times when there is a
paradigm shift and everything changes. Often, the effect
of a paradigm shift is to create a moment of radical
simplification to a system that was becoming overly
complex in its theoretical analysis before. That was the
effect of Copernicus on the Ptolemaic system, and of
Newton on pre-Newtonian physics. There may well
come a case, as in the past, where this Government or
their successor decide on a radical tax simplification,
but while we are in the world of existing tax, that is not
the world we are talking about.

The hon. Gentleman should be pleased to know
that these measures have been regarded within the
profession as the model of how to achieve effective tax
legislation— that is not always the case with Government
legislation. There is a nice quote in the Tax Journal for
5 December 2018:

“The corporate capital loss restriction is a good example of
how to produce effective legislation. The consultation will enable
draft legislation to be produced for publication in December 2019.
This will be subject to technical consultation ahead of its inclusion
in the Finance Bill 2020. This allows time for the profession to
work with HMRC to iron out the inevitable teething troubles.”

That is right. As I have identified, there were essentially
two periods of consultation: one on policy design and,
in due course, more technical consultation on draft
legislation. That work is what is reflected in this piece of
legislation. I hope I have reassured the hon. Gentleman
on that front.

The hon. Gentleman raised a question about
competitiveness. He will know that the components of
competitiveness are many and various. It is not immediately
obvious why the treatment of capital for capital losses
should have any huge or certainly immediate competitive
effect. We are talking, lest it be forgotten, about a
measure that is likely to have an effect on some
200 companies. Some of them may be large, but this is a

very small proportion of the overall corporate world in
which we live. It is also worth saying that, even after this
change, the system that remains is significantly more
generous in some crucial respects than the system in
many other countries that are our notional international
competitors.

The hon. Gentleman raised the question of whether
the Government are disallowing adequate challenge to
the Bill. I would say that one man’s meat is another
man’s poison, one woman’s meat is another woman’s
poison and so on. The effect of having this structure to
the Bill is that, as we grind through these clauses—I
apologise to colleagues if it is a grind—and give them
the detailed consideration that this Parliament would
expect with its history of scrutinising tax, that is now
being done under a system in which non-charging measures
are covered by individual resolutions. That is an increase
in clarity and, I think, very much to be welcomed.

The hon. Member for Aberdeen South talked vigorously
about what he sees as the democratic views of the
people of Scotland. May I remind him of a few facts?
Scotland had a referendum in 2014 in which, I am
pleased to say, a substantial majority was in favour of
remaining part of the Union. In so doing, Scots reflected
the wisdom of arguably one of Scotland’s greatest
thinkers, Adam Smith, when he said that the Union
with England was a measure from which infinite good
had derived to Scotland. How right Smith was. Of course,
it would overturn the settled convention that referendums
take place once in a generation, and, to that extent, it
would be a denial of the democratic basis of referendums,
to have another in a shorter time period.

May I also remind the hon. Gentleman that it was
extraordinarily lucky in many ways that the Scots were,
as I trust they will always be, wise enough to see their
future within the Union, because when crisis struck,
and the oil and gas industry were completely clobbered
and the oil price fell, that would have cut an enormous
hole in the GDP of an independent Scotland, which
disastrous economic outcome was avoided by Scotland’s
ability to work with and benefit from its position within
the Union? The same will be true under coronavirus,
given the different exposures that the Scottish economy
has to sectors affected by the economic downturn.

10.45 am

It is also worth saying that the Government have
provided a very substantial amount of money to support
Scotland during the coronavirus; at least £3.7 billion
has been given to the Scottish Government from measures
introduced in the Budget and subsequently. That is in
addition to a very large amount of money provided
through UK-wide measures such as the coronavirus job
retention scheme, the self-employment scheme and the
bounce back loan scheme. It is that sense of collective
strength that our Union has always reflected and I trust
will continue to reflect.

Having expressed that sentiment, let me encourage
the Committee to support the clause and reject the new
clause, not because the Government in any sense wish
not to receive scrutiny but because such scrutiny is
already very well exercised through other channels.

Question put and agreed to.

Clause 24 accordingly ordered to stand part of the Bill.

Schedule 3 agreed to.

Clause 25 ordered to stand part of the Bill.
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Clause 26

RELIEF FROM CGT FOR LOANS TO TRADERS

Question proposed, That the clause stand part of
the Bill.

Jesse Norman: This is a very small and technical
measure that widens the scope of capital gains tax relief
in respect of loans to traders, so that from 24 January
2019 it applies to loans made to traders located anywhere
in the world and not just in the United Kingdom.

Relief for loans to traders is available where a loan is
made to a UK company, sole trader or partnership, for
the purposes of a continuing trade, profession or vocation,
or for the setting up of trade, but then the loan subsequently
becomes irrecoverable. The relief allows a person to
write off the loss against chargeable gains.

The UK has now left the EU and has agreed to follow
its rules for the duration of the transition period. On
24 January 2019, the European Commission issued a
reasoned opinion, arguing that the existing legislation
for relief of loans to traders contravened the free movement
of capital principle. The Government accepted that the
legislation, as drafted, was too narrow, and agreed to
introduce legislation to expand the rules and to comply
with that principle.

The change made by clause 26 widens the relief, so
that it applies to qualifying loans made to businesses
worldwide and not just in the UK. The proposed changes
are not expected to have any significant impact on the
Exchequer, due to the small number of people making
these loans. Loans of the type covered by this relief are
often risky, making them unattractive to many investors.
Widening the geographical scope of the relief will not
make such loans less risky, but it will give UK-based
investors a remedy should an overseas investment be
lost. Draft legislation setting out this change was published
during the summer and no comments were received.

The Government consider that this legislation is
appropriate for supporting overseas investment
opportunities for UK-based investors and for meeting
our residual obligations to the European Union. I therefore
commend the clause to the Committee.

Wes Streeting: Earlier, the Financial Secretary described
our proceedings as “a grind for some”. How could it
possibly be a grind when we were treated to such a
fascinating history lesson as the one he gave at the end
of the debate on the last group? However, I am not sure
that invoking the economic lessons of Adam Smith will
be enough to persuade the hon. Member for Aberdeen
South of the case for the Union. Indeed, I am not sure
that it would persuade me of the case for the Union. I
will return to reading the books by our esteemed former
Prime Minister, Gordon Brown, and I will leave it to my
hon. Friend the Member for Edinburgh South (Ian
Murray) to lead the charge in making the case for the
Union. That might be more persuasive to the people of
Scotland than the history lesson given to us by the
Financial Secretary.

We are all learning new things this morning. In fact,
the hon. Member for Aberdeen South has learned that,
in this place, the words “and finally” are generally a
statement of intent rather than a binding commitment.
I am sure that on many occasions I have used the words
“and finally” more often than once.

The Financial Secretary described clause 26 as very
small and technical, and I suppose that is true to an
extent. As we have heard, relief for loans to traders is a
capital gains tax relief; it gives relief where a loan is
made to a UK company, sole trader or partnership for
the purposes of an ongoing trade, profession or vocation
or the setting up of trade, and the loan subsequently
becomes irrecoverable. To qualify for the relief, the loan
must be to a borrower who is resident in the UK and
who uses the money wholly for the purposes of a trade,
profession or vocation or to set up trade, as long as they
start trading. Relief is due only if there is no reasonable
prospect of the loan ever being repaid.

Who can argue with any of that? The clause is
technical and straightforward, and the Financial Secretary
has made the case for it. Only towards the end of his
speech did we hear that the purpose of the clause—please
shut your ears, Mr Rosindell—is to extend the relief to
borrowers outside the UK, which will ensure that the
relief complies with article 63 of the treaty on the
functioning of the European Union, and with the rules
on the free movement of capital.

I thought we might have a bit of fun dwelling on that
for a moment, because we are locked in negotiations on
our exit from the European Union. I am sure it was not
meant to be sneaky—Ministers would never be sneaky—but
at the end of the Financial Secretary’s speech on the
clause, he briefly mentioned that it was about bringing
ourselves into alignment with European Union law. It is
curious that we are trying to negotiate our exit from the
European Union at the same time that we are passing
domestic law to bring ourselves into alignment. The
Government have begun their fourth round of trade
negotiations with the European Union; the process is
far from complete. With the Government’s self-imposed
December deadline looming, it appears there is nothing
that the Government are not willing to sacrifice for
their ambition to get Brexit done.

In the light of that, I am curious about whether the
Government intend for the alignment to be permanent,
or whether it will be a measure from which they wish to
diverge in the future. I wonder what other rules we are
planning to align with at the same time as we are
planning divergence, and I wonder how the Government
are weighing up the case for alignment and the case for
divergence. The clause is designed to align the UK with
EU trade regulations and EU laws, which reveals an
uncomfortable reality at the heart of the Government’s
strategy: no matter how much they might claim that
Brexit means Brexit and that we can shirk our obligations,
we know that the continuing harmonisation of laws and
rules will continue within the European Union, and
that, over the course of our future relationship with the
European Union and with any future trade agreement
with any third party, there will always be compromise,
choices, trade-offs, harmonisation, agreement to abide
by the same rules, and a mechanism for dispute regulation.

I certainly do not wish to re-fight the battles of the
past. As I have already said, we accept that this question
is settled. We have left the European Union. The only
question now is about our future relationship. However,
in the same way that the Government have recognised,
through the clause, that we have obligations to meet,
and that doing so is in the interests of businesses here in
the UK—as a principle, it does not apply only to
businesses, but in this case we are talking about the
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capital gains tax relief that will benefit different types of
businesses—it is important that we acknowledge that,
in our future relationship, there may well be instances in
which it is in our national interest to align with the
European Union, or to persuade the European Union
to align with us.

Going back to my previous remarks, it seems to me
that there has been far too much dogma in the debate,
and far too much emphasis on demonstrating, in a
robust and visible way, that we have left, almost as
though divergence is a point of principle and a good in
and of itself. There may be opportunities and occasions
on which my Opposition colleagues and I might see
divergence from a particular approach taken by the
European Union as an opportunity presented by Brexit,
and there may be occasions, particularly in the context
of debating our domestic tax affairs and economic
policies, in which opportunities might present themselves,
and we might propose courses of action that otherwise
might not have been possible as members of the European
Union. However, there will be occasions when alignment
with the European Union and its approach is in our
national interest, and the Government should be brave
enough to say so.

I think that most people in this country, whether they
voted leave or remain, would accept that there are lots
of occasions when a deep partnership with the European
Union would be in our interest. Indeed, reflecting on
the conversations that we had during the referendum
and since, it seems to me that one of the least concerns
that people had about the European Union was the
notion that we had an economic partnership. My
constituency split pretty much down the middle on
Brexit, so I have the opportunity to speak to people
who voted leave and remain all the time, which I find
insightful, instructive and enriching. I find that, when
people reflect back on our membership of the European
Union, one of their least concerns was about the economic
relationship and the notion that it was a free-trade bloc
and a trading partnership. In fact, one complaint that I
got from lots of leave voters who were voting leave
because of concerns about sovereignty is that it had
become too much of a political project and not so much
an economic one.

I hope that, as the Government scope out their policies,
and as the Treasury seeks to influence other Departments
and to restore some sense of reality and grounding in
some of the economic considerations of our future
relationship, people right across Government bear that
in mind, and that we do not end up cutting off our nose
to spite our face. This country already had a number of
underlying structural problems with our economy that
we needed to address—slow growth over the last decade,
weak productivity and the extent to which our country
is divided, not only in the economic gap between the
wealthiest and poorest but in the regional, place-based
economic inequalities across our country.

There are lots of issues for us to deal with, but I fear
that our job is being made even harder by the covid-19
crisis and its obvious impact, and I fear that the job of
tackling those problems will be made harder still if we
make unwise decisions about our future relationship
based on political and ideological dogma, rather than
on the economic considerations. I hope that message
will be taken back to the Treasury.

Jesse Norman: I am keenly aware of the 11 o’clock
minute’s silence, and I wish to respect that, so I will keep
my remarks short. The hon. Gentleman will be aware
that my consideration of the EU in my speech was
probably 40% to 45%, rather than a concluding thought.
I am glad he recognises that opportunities will emerge
after we have left the EU, and I am sure he is right that
there will be cases in which we should wish to align with
it on a sovereign basis.

The Chair: Order. At 11 o’clock, I will suspend the
sitting for a minute’s silence. The bell will ring at that
point. I propose we do not proceed with any further
discussions until after the minute’s silence. Please be
upstanding.

11 am

The Committee observed a minute’s silence.

Question put and agreed to.

Clause 26, accordingly, ordered to stand part of the Bill.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

11.1 am

Adjourned till this day at Two o’clock.
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Public Bill Committee

Tuesday 9 June 2020

(Afternoon)

[SIOBHAIN MCDONAGH in the Chair]

Finance Bill

2 pm

Clause 27

Research and development expenditure credit

Question proposed, That the clause stand part of the
Bill.

The Financial Secretary to the Treasury (Jesse Norman):
It is a delight to see you in the Chair this afternoon,
Ms McDonagh.

Clause 27 increases the rate of relief for businesses
investing in research in development and supports the
Government’s ambition to drive up R&D investment
across the economy to 2.4% of GDP. R&D tax credits
are a key element of that support for innovation and
growth. To assist businesses further, the Government
will increase the rate of the R&D expenditure credit
from 12% to 13%. In the interests of disclosure, I should
mention that my wife, Kate Bingham, is the chair of the
vaccines taskforce and is engaged in the R&D sector.

Investment in R&D is vital for increasing productivity
and promoting growth. There are two schemes for
claiming R&D task credits: the research and development
expenditure credit—RDEC—and the small and medium-
sized enterprise scheme. Businesses can benefit from
R&D tax relief regardless of whether they make a profit
in that year. As R&D is often risky or pays back years
after the investment, this is a well-targeted and much-valued
incentive. In 2016-17, the Government provided over
£2.2 billion to businesses through RDEC, supporting
almost £25 billion-worth of R&D activity.

The changes made by clause 27 will provide an additional
£1 billion of support over the next five years. Increasing
the RDEC rate will make the UK even more competitive
for R&D investment and drive growth across all the
UK’s regions. I believe that the changes made by the Bill
will give innovative businesses additional support and
encourage further investment in R&D. I commend the
clause to the Committee.

Wes Streeting (Ilford North) (Lab): Welcome back to
the Chair, Ms McDonagh.

The Financial Secretary has outlined the impact that
clause 27 will have on the generosity of RDEC by
increasing it from 12% to 13%. The Opposition certainly
have no qualms about that; it is estimated to benefit
approximately 7,000 businesses, which is to be welcomed,
and the incentives that he outlined are laudable. If I
may, however, I will raise a couple of concerns.

The Financial Secretary mentioned the RDEC provision
and the SME R&D scheme. As other stakeholders have
said, it is disappointing that while the RDEC rate of

credit is being increased from 12% to 13%, we are not
seeing an increase in the generosity of the SME R&D
scheme. Will the Minister address that in his reply? I
think it is a big missed opportunity: SMEs are an
important part of our economy, and their R&D potential
should not be overlooked. That is why there is a provision
specifically for them, after all, so it is disappointing that
they seem to have been overlooked.

While we are debating clause 27, I will make a few
points about research and innovation more generally.
The UK is a global centre of excellence in R&I, but we
should be even more ambitious, and the Treasury ought
to be driving ambition in that respect. The latest figures
from the Library put the UK’s research and development
spending at 1.7% of GDP—behind the USA, France
and Germany. While I absolutely acknowledge that the
Government intend to be more ambitious and increase
the percentage of GDP spend on R&D, I do not think
that there is any room for complacency, so it is disappointing
that they have overlooked the SME dimension.

We have to ensure that any uplift in innovation investment
also ensures value for money, and that we are more
ruthless about returns for the taxpayer and our economy.
It is the research that costs money and the development
that brings in the financial and, crucially, industrial
payback.

As I said only on Monday to a group of university
leaders, we have world-class universities in this country.
I am very proud of the UK’s higher education sector
and the contribution it makes. I hope that the plight of
our universities is well understood by the Treasury and
that, as the Chancellor is considering what more needs
to be done to support different sectors of our economy
through the crisis, he will look very carefully at what is
happening in our higher education sector. It is the result
not just of luck but of strong leadership from our
universities that we have a world-class higher education
sector in the UK, and we want it to go on being
world-class. That applies not only to the teaching and
the reputation of universities as a destination for students
and academics, but to the world-class research output
of our universities.

We still need to do much more as a country to bridge
the so-called valley of death—to take academic ideas
on to commercial success. It is a constant source of
frustration to me, and I think more broadly, that our
universities are places of outstanding research and
innovation that is then capitalised on elsewhere. We end
up paying double: we pay for the research up front and
then we pay to buy back the benefits of that research,
which has often been applied and commercialised by
others.

Industrial researchers know that the cost of scale-up
and commercialisation is an order of magnitude more
than the cost of fundamental research, and they allocate
their resources accordingly. The public sector in the UK
has that ratio almost entirely reversed, spending 10 times
more on research than on scale-up and development.
While I absolutely celebrate and champion the research
base of our universities and the importance of research
and scientific discovery, and the arts and humanities as
public goods in and of themselves, it is disappointing
that the UK taxpayer often find themselves a benevolent
funder of research for the world, hamstrung by a funding
regime that has insufficient capacity to absorb and
commercialise UK-funded research in the UK. I believe
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there is an opportunity for the Government to think
about what more they can do to ensure that future
growth in the science and innovation budget is targeted
on development as well as research, ensuring that research
carried out in the UK is commercialised in the UK, and
that the economic benefits are captured in the UK.

We can also do much more around our research and
technology organisations, which are an under-utilised
and undervalued part of our science and innovation
base. Funding development rather than research, using
RTOs, would also support the Government’s objectives,
which I believe are shared cross-party, of levelling up
and investing in those parts of the UK that too often in
the past have felt overlooked or left behind. By ensuring
that funding is targeted at development as well as
research, we can ensure that a greater proportion of
funding goes towards some of our industrial heartlands,
particularly in the north of England, where many RTOs
are located, rather than continuing to concentrate funding
in the so-called golden triangle of universities in the
south of England.

I hope that the Financial Secretary will take those
points on board, and that when he has the opportunity
to do so, with the Treasury, he will focus R&D investment
appropriately. It would be particularly helpful if, this
afternoon, he enabled us to understand why the
Government have overlooked the importance of SMEs
when thinking about our research and development tax
incentives.

Jesse Norman: I thank the hon. Gentleman for his
thoughtful comments and questions. Let me discuss the
SME scheme first. It is worth reminding the Committee
that the SME scheme is extremely generous as it stands.
It has a 230%—2.3 times—corporation tax deduction
on R&D spend and a 14.5% payable credit where losses
are made; some £2.2 billion of support was claimed
through the SME scheme in 2016-17. It is also true that
some SMEs claim RDEC, and will therefore benefit
from the increase of the expenditure credit we are
discussing. In 2016-17, just under 3,500 small and medium-
sized enterprises claimed a little over £200 million in
support through RDEC.

I understand why the hon. Gentleman says we need
more ambition, but it is important to realise that the
increase now under way represents the largest increase
in support for R&D for 40 years across all Governments,
Labour, Conservative and coalition. It is an enormous
investment that increases public investment in science,
innovation and technology to £22 billion by 2024-5, so
there is no absence of ambition from the present plans.
Of course, it is always important to balance that ambition
against cost-effectiveness and value for money.

The hon. Gentleman mentioned the situation of
universities in the context of covid-19. I understand
that point: I used to teach at University College London
and at Birkbeck, and have been associated with several
universities in my life. It is also true that an enormous
body of work remains to be done within universities,
which may in turn be stimulated by the present situation
to address the third point he made, which is the importance
of the “D” in R&D—improving commercialisation and
development. That is often the part of the picture that is
missing, and it is hard for Government to create the
development side on their own; we need active, vigorous,
energetic partners. When one looks at other countries
that have been highly effective at the development side

of R&D, one finds in many cases that it has been not
just corporate-led, but led and supported by universities
as well. The hon. Gentleman’s points are therefore
well made.

I remind the Committee that the ambition of this
measure has been recognised by the Confederation of
British Industry, which noted that these were

“powerful incentives to get businesses investing”.

It has also been specifically supported by the Association
of the British Pharmaceutical Industry, which has
recognised that despite the difficult circumstances in
which the Budget was delivered, there is a commitment
to this sector and this kind of investment. With that in
mind, I recommend that the clause stand part of the Bill.

Question put and agreed to.

Clause 27 accordingly ordered to stand part of the Bill.

Clause 28

STRUCTURES AND BUILDINGS ALLOWANCES: RATE OF

RELIEF

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

Clause 29 stand part.

That schedule 4 be the Fourth schedule to the Bill.

New clause 10—Structures and buildings allowances:
review—

“(1) The Chancellor of the Exchequer must review the impact on
investment in parts of the United Kingdom and regions of England
of the changes made by section 29 and Schedule 4 of this Act and lay
a report of that review before the House of Commons within six
months of the passing of this Act.

(2) A review under this section must consider the effects of the
provisions on—

(a) business investment,

(b) employment,

(c) productivity, and

(d) energy efficiency.

(3) In this section—

‘parts of the United Kingdom’ means—

(a) England,

(b) Scotland,

(c) Wales, and

(d) Northern Ireland;

‘regions of England’ has the same meaning as that used by the
Office for National Statistics.”

This new clause would require a review of the impact on investment of
the changes made to structures and buildings allowances in Schedule 4.

Jesse Norman: Clause 28 makes changes that increase
the rate of relief provided by the structures and buildings
allowance. It is interesting that this allowance was also
singled out by the CBI when referring to the economic
incentives for investment that the Government provided
in the Budget. From 1 and 6 April, for those businesses
chargeable to income tax and corporation tax respectively,
the rate of SBA will increase from 2% to 3% per annum.
Clause 29 and schedule 4 ensure that SBA operates as
intended through six minor and miscellaneous amendments.

91 929 JUNE 2020Public Bill Committee Finance Bill



[Jesse Norman]

The Government remain committed to incentivising
businesses to invest in capital assets that will drive and
support future prosperity. By increasing the SBA rate
from 2% to 3%, we are levelling up the international
competitiveness of the UK’s capital allowance regime.
With a corporation tax rate of 19%, this country already
boasts the lowest headline rate in the G20. Increasing
the SBA rate helps us to go further, thereby reinforcing
the UK’s attractiveness as a place to invest and do
business, and addressing concerns about competitiveness—
indeed, more than addressing them—that have already
been raised in this Committee.

2.15 pm

The changes made by clause 28 provide for a substantial
increase in the rate of SBA relief from 2% to 3% per
annum. This will apply to all expenditures eligible for
SBA, including those already incurred on or since the
announcement of the relief on 29 October 2018. Firms
relieving any qualifying expenditure incurred from that
date can now claim 3% per annum from the 2020-21 tax
year onwards. Thus, the clause will help businesses to
upgrade their farms, premises and factories, improving
their cash flows as the UK bounces back from the
effects of covid-19, so this accelerated relief represents
support for business in the present economic conditions.

Clause 29 and schedule 4 make six miscellaneous
amendments to the existing SBA legislation. The first
amendment prevents double relief where research and
development capital allowances are available, which
maintains a long-standing principle of the tax system;
the second clarifies the rules for allowances on contributions
to public bodies; and the third ensures that relief is
available from the first day that a structure or building
comes into use, as was always the intention of the SBA
legislation.

The final three amendments all ensure that the legislation
simplifies compliance for taxpayers, which has been a
long-standing request for the tax system in general and
for the SBA in particular. The fourth extends aggregation
of expenditure to simplify allowance calculations for
persons who are not within the charge to tax; the fifth
apportions expenditure for which an allowance can be
made and other expenditure on a just and reasonable
basis; and the final amendment eases the administrative
requirement for firms by explicitly including oral
construction contracts within the allowance statement.

New clause 10, which was tabled by the Scottish National
party, would require the Chancellor of the Exchequer
to review the impacts of clause 29 and schedule 4’s
miscellaneous amendments to the SBA legislation within
six months of the passing of the Finance Act. Specifically,
it would require the Chancellor to review the impacts
on business investment, employment, productivity and
energy efficiency in the constituent nations and English
regions of the United Kingdom.

First, I assure Members that HMRC and the Treasury
continue to monitor tax reliefs carefully, according to
the level of risk posed. It is a fact about the construction
of new buildings that often it can take many years to
erect them, and SBA claims are ordinarily settled when
businesses bring buildings into use and submit tax
returns at year-end. Given that, it would be neither
possible nor appropriate to attempt to draw conclusions
on the productivity or the energy efficiency impacts of

this change to legislation within such a short period
of time. On that basis, I therefore urge the Committee
to reject the new clause.

Increasing the SBA rate and making these technical
amendments will ensure that the SBA functions as
intended—as an important relief for businesses up and
down the country that wish to invest. I therefore commend
both these clauses and schedule 4 to the Committee.

Wes Streeting: In the case of clauses 28 and 29,
I think we have to ask some questions about what the
Government are trying to achieve, and some questions
about the frequency with which they change the rules.

As the Chartered Institute of Taxation has said,
taxpayers generally welcome any increase in a rate of
relief, but as the institute has noted on many previous
occasions, regular tinkering with rules and rates of
capital allowances brings additional complexity and
uncertainty; it also undermines investor understanding
of and confidence in what is on offer at any one time.
Most businesses cite certainty as one of the most important
factors in their business planning, and as the institute
has also said, it is perhaps more important than the
precise amount of relief available.

When the SBA was introduced in 2018, it took an
approach of introducing another type of asset classification
required only for tax purposes—something that was
previously identified by the Office of Tax Simplification
in its review of capital allowances as a source of compliance
costs. For most property investors, as there is a clawback
on disposal of a structural building, the main benefit of
the SBA is one of cash flow. As financial accounts will
have to provide for a deferred tax liability, it is questionable
how much this tax measure will act as a significant
incentive to invest or will result in a significant impact
on the UK’s competitive advantage. The Financial Secretary
ought to address that criticism.

One of the other issues I wanted to raise is something
that the Chartered Institute of Taxation has mentioned.
Broadly, the changes—particularly in clause 29 and
schedule 4—can be described as making the SBA work
as it was intended to. It is a relatively new relief, having
been introduced in October 2018, and the need for these
corrections may reflect the fact that the relief was
introduced as a done deal for immediate implementation,
with no prior consultation. I am sure the Financial
Secretary will say in defence—he can correct me if I am
wrong—that the Treasury considers this important to
deter businesses that were planning expenditure immediately
after the 2018 Budget from deferring it until a later date
of introduction, to avoid people taking full advantage
too soon. It prompts the questions of why we have a
system that apparently requires constant fine tuning,
and of whether this is really working to the extent that
Ministers intend and to the advantage of the businesses
that are supposed to benefit from the relief, if they face
additional compliance costs as a result.

I move on to new clause 10. I am in danger of
repetition, which I appreciate is not a novelty in this
place, but it is repetition that could easily have been
avoided, were it not for the same issues that I raised this
morning in relation to the “amendments to the law
resolution” that successful Governments of different
political stripes would have tabled to enable a more
wide-ranging political debate in the interests of Parliament
and, most importantly, of the wider public.
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Ms McDonagh, as you were not chairing this morning’s
proceedings, I think it is fair to say that the debate
surrounding this Finance Bill, and the clauses that we
are considering this afternoon and will consider into
next week, is a little more dry and technical than
perhaps any of us would have liked. There is a reason
for that: it comes down to the fact that the Government
are trying to restrict the ability of the Opposition,
minor parties and dissenting Back Benchers to cause
trouble. That would have been a little more understandable,
if not noble, in previous Parliaments, when Governments
operated under much tighter majorities or with no
working majority at all. That is not to say that it was
justified—the Opposition strongly argued against it in
the past and would argue against Governments behaving
in such a way in the future—but this Government have
a significant majority. They do not need to worry about
Back-Bench rebellions to the same extent as they once
did, and none of us is well served by the Government
failing to table the “amendments to the law resolution”
alongside the Finance Bill, in order to allow the more
wide-ranging political debate that our constituents would
expect us to have.

Here we are with new clause 10, just as we were this
morning, with an SNP amendment using the structures
and buildings allowances review—I hope the hon. Member
for Aberdeen South will not resent my characterising
the new clause in this way—to shoehorn in some important
wider considerations around what is happening to the
UK economy on business investment, employment,
productivity and energy efficiency, as outlined in the
new clause, in a way that would not be necessary if
Opposition parties or any hon. Members of the House
were able to table amendments in the way we would
have liked and our constituents would have expected.
The Government would be richer for the scrutiny and
would be forced to raise their game, and the Opposition
parties would be encouraged to think more carefully
about the changes that we propose to Government
policy and would be under greater scrutiny to ensure
that, where we oppose Government, we also suggest
alternatives. Previously, we would have been able to
demonstrate those alternatives more plainly by tabling
amendments, but we are curtailed by the way the
Government have gone about the process and procedure
for amending this Bill. As a result, here we are, locked in
Committee Room 14 on a moderately sunny afternoon,
debating rather dry and technical details of the Bill,
when our constituents, the Government and the process
of government would have been better served by a more
wide-ranging debate.

Stephen Flynn (Aberdeen South) (SNP): I look forward
to serving under your chairmanship, Ms McDonagh.
Before I start, I want to touch quickly on the remarks
that the hon. Member for Ilford North made about why
the new clause was tabled. This is the only opportunity
available to us to highlight the issues that we seek to
promote. Of course, that is not a criticism, and I would
certainly welcome seeing a few more new clauses from
Labour Members. Indeed, there is opportunity for all of
us to discuss what we seek to discuss, but the key thing
is that we need to move something first.

On the matter at hand, amending the tax system in
order to incentivise capital investment is a good thing—it
is something that we should all want—but when we take

such actions we also need to ensure that good governance
is put in place. We must also look at the effectiveness of
those actions, particularly when we are dealing with the
potential impact on business investment, employment,
productivity and energy efficiency.

I want to focus on energy efficiency, because it is so
important in combatting the climate crisis that we all
face. Words mean only so much, so we need action too.
We all want to understand how Government measures
incentivise energy efficiency, and we want to see further
detail behind that, but we also want to see how the
Government could go further. For instance, I wrote to
the Government—I am not sure whether I got a response—
about VAT on building repairs. I appreciate that in the
south-east of England, the need for energy efficiency in
properties is perhaps not as urgent as it is in the Baltic
north-east of Scotland, where I hail from, but that is
not to say that it is not a hugely significant issue.

Although we would like VAT to be reduced to encourage
home owners, property developers and the like to improve
the energy efficiency of older properties, that is not
something that the Scottish Parliament can legislate on;
the Scottish Government’s hands are tied by the UK
Government in that regard. I hope the Minister will
take the opportunity to clarify why there has been no
move on that issue. We want properties to be more
energy-efficient, and reducing VAT on the essential
repairs that they require would be a logical, practical
and easy step. It is deeply frustrating that such matters
are not within the Scottish Parliament’s competence,
and that we need to rely on a UK Government we did
not vote for and do not support. So much good is
happening in Scotland at the moment and the Scottish
Government are doing incredible work, but their hands
are tied. For instance, in December 2019, the Scottish
Government’s Housing Minister, Kevin Stewart, highlighted
that, by the end of 2021, we will have allocated more
than £1 billion since 2009 to tackle fuel poverty and
improve energy efficiency to make homes warmer and
cheaper to heat.

In my former life as an elected councillor in Aberdeen,
I saw at first hand the good work that housing associations
and local authorities have done to improve insulation,
use newer windows to stop energy leakage and put
better heating systems into homes. Moves are afoot to
increase our energy efficiency, and they are all positive.

In Scotland, we are blessed that we will have legally
binding standards for home energy efficiency from 2024
onwards, which will make things even better. However,
we should not have to rely on the UK Government’s
approval to put in further measures. I again ask the
Minister to clarify why the Government have been
unable or unwilling to reduce VAT to date.

As I say, so much good is being done in Scotland to
improve energy efficiency. It is only right that the UK
Government agree to the new clause, in order to then
assess their own actions and determine what more can
be done to improve the situation, not only for those in
Scotland but for those across the United Kingdom.

2.30 pm

Jesse Norman: I thank the two hon. Gentlemen for
their questions and comments on the clause. The hon.
Member for Ilford North raises the question of what he
calls tinkering, and I of course recognise the concern.
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I think it is fair to say that Governments of all kinds
were given a masterclass in the dangers of tinkering by
the Labour Government that was in power between
1997 and 2010. I will not bore the Chamber by rehearsing
the highlights, but some would give anyone cause for
concern. It is an inveterate potential risk, and the difficulty,
in this case as in others, is in trying to balance the desire
not to make change with the positive good that can be
made by a particular change.

In the case of the SBA, on which there has been
considerable discussion with stakeholders in different
ways, the effect of increasing the generosity of the relief
is that a business investing in a £10 million building will
be able to deduct an extra £100,000 a year. That is not a
trivial amount of money; any such business would
surely welcome that amount. That illustrates the difficulty
with a general worry about that tinkering. It is noticeable
that, again, this has received a lot of support.

I mentioned the CBI. The National Farmers Union
says that the increase will

“deliver more effective tax relief for farm buildings.”

Interestingly, it also goes to the point raised by the hon.
Member for Aberdeen South, by saying that this change

“will go some way to supporting farms investing in modern,
efficient infrastructure which could help to improve productivity
and deliver our net zero ambition.”

That is a worthwhile and a good thing.

There are a variety of amendments in the clause. The
difficulty is that these are minor but necessary technical
changes to ensure that the SBA legislation is fair and
equitable. As the hon. Member for Ilford North said,
there is a general problem with forestalling on much new
tax legislation. In the case of this measure, it is inevitable
that, when there is change in a complex environment,
different consequential changes will occasionally have
to be made in order to improve the functioning of the
legislation, to ensure that it works as anticipated. That is
what these changes do.

We have already discussed the amendment of the law
and I pointed out that, in some respects, proceeding
directly with an income tax resolution has the effect of
increasing overall transparency. It does not constrain
debate in any degree. If the Labour party or any other
party wishes to come forward and say that it wishes, on
balance, to have SBA at 2%, 4% or 10%, it is fully
entitled to say that in Committee now. That can then be
evaluated and used to interrogate the position of the
Government, and when we come to vote on it, the
Government and colleagues can consider what an alternative
might look like when they consider how to vote. That
debate is not constrained—formal processes of amendment
are not the same thing as the possibility of debating.

The hon. Member for Ilford North mentions his
desire to avoid the dry and technical subject matter
found in a Finance Bill Committee. He has chosen the
wrong Bill about which to have that worry, because this
is a dry and technical subject, and it is of its nature that
it is like that and will always be like that. The idea that,
before these procedures were in place, Finance Bills had
wildly exciting and disco-like sessions in which Members
of Parliament were able to propose exotic new ideas and
debate was thereby enlivened is, I think, quite far from
the mark.

The hon. Member for Aberdeen South raised a question
about energy efficiency. He is aware that a vast array of
measures have been put in place that are designed to
bolster and improve the way in which we use energy. In
due course, the Government will come forward with our
own plans for net zero, which will do more in that
regard. I think he called—or if he did not, he came close
to it—for VAT to be, as it were, nationalised within
Scotland. However, as I pointed out to the hon. Member
for Glasgow North, I wonder whether the hon. Gentleman
really wishes to overturn the fiscal framework that has
been so carefully agreed over such a significant period
and so much consultation between the then Government
and the Scottish Government. If he really wishes to
overturn the fiscal framework by demanding new powers,
let him do so, but of course that upsets a much larger
potential apple cart. On that basis, I commend clause 28
and urge the Committee to reject new clause 10.

Question put and agreed to.

Clause 28 accordingly ordered to stand part of the Bill.

Clause 29 ordered to stand part of the Bill.

Schedule 4 agreed to.

Clause 30

INTANGIBLE FIXED ASSETS: PRE-FA 2002 ASSETS ETC

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Almost as if it had been perfectly
choreographed to illustrate the underlying nature of a
Public Bill Committee on a Finance Bill, clause 30
concerns corporation tax intangible fixed assets relief
for pre-Finance Act 2002 assets, thereby supporting
UK investment in intangible assets.

Intangible assets include intellectual property rights
such as trademarks, patents and design rights. The
intangible fixed assets regime provides tax relief to
companies for the cost of acquiring intangible assets.
Relief is given either as the cost is written off in a
company’s accounts or at a fixed rate. Not all intangible
fixed assets are in the regime; there is a restriction,
known as the pre-FA 2002 rule, that excludes certain
older assets so that relief for the cost of such pre-FA
2002 assets is usually deferred until they are sold and
the capital gains rules apply. This deferral, along with
the administrative cost to companies in identifying whether
an asset is within the regime, reduces the UK’s attractiveness,
compared with other jurisdictions, as a location in
which to hold intangible assets.

The changes made by clause 30 will make it more
attractive for businesses to develop, manage and exploit
intellectual property in the UK. They will simplify the
taxation of such assets by bringing all intangible assets
into the single regime where they are acquired on or
after 1 July 2020. The clause will amend the commencement
rules in part 8 of the Corporation Tax Act 2009, which
prior to 1 July 2020 would have prevented pre-FA 2002
assets acquired by a company from a related party from
coming into the regime. Intangible assets held by a
company that is not within the charge to corporation
tax as at 1 July 2020 will all be brought within the
intangibles regime without distinction, should that company
subsequently come into charge. The tax treatment for
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pre-FA 2002 assets already within the charge to corporation
tax prior to 1 July 2020 will be preserved to protect
those companies that already benefit from the existing
rules.

There are further rules to apply the restriction to
transactions that stop short of an outright acquisition
of a pre-FA 2002 asset, but that nevertheless transfer its
substance and value to a related party, such as in the
form of a licence or some other new asset. The costs
that can initially be relieved on such an acquisition will
be restricted by reference to the market value of the
asset; the company will not obtain full relief for the cost
until it disposes of the asset. There are further rules to
prevent arrangements between related parties that are
intended to sidestep this restriction by creating or
transferring what are notionally new assets instead of
pre-FA 2002 assets.

The most immediate impact of this measure is likely
to be on international businesses importing valuable
intangible assets to the UK from overseas. These businesses
will no longer have to perform the complex task of
identifying excluded pre-FA 2002 assets, and will instead
receive tax relief on all the assets that they acquire.
Domestic companies, however, will also stand to benefit
over the longer term from the reduced administrative
burdens brought about by this measure. An estimated
1,000 companies a year acquire pre-FA 2002 assets.
There will now be less need to distinguish between
these pre-FA 2002 intangible assets and new intangible
assets when companies enter into transactions involving
such assets.

The clause enhances the availability of UK tax relief
for the costs of acquiring intangible assets. It brings
those acquired assets into a single tax code. That reduces
the effects of an arbitrary distinction between older and
newer intangible assets, and in so doing increases the
attractiveness of the UK to innovative, IP-intensive
businesses. I commend the clause to the Committee.

Wes Streeting: The Financial Secretary said that Finance
Bills cannot be exciting and fun, but I am riveted by this
particular clause—I have been looking forward to it all
afternoon. I rise not to take umbrage at what the
Financial Secretary said but to give voice to the concerns
expressed by the London Society of Chartered Accountants
and to ask the Minister to address those concerns.

As the society has acknowledged, this change will
benefit many taxpayers. However, there will also be
taxpayers who have capital losses or non-trading deficits
and would have anticipated using them against any gain
on pre-2002 intangible assets. There will be taxpayers
who, having been through the transition to the new
rules in 2002, are now quite happily running the two
regimes side by side. For them, a compulsory change to
the system would be more disruptive than maintaining
the status quo, and as a result they might be disadvantaged.
I wondered whether the Minister, speaking directly to
that point, could clarify how those taxpayers will be
impacted.

By way of slight digression, Ms McDonagh, and in
response to the point that the Financial Secretary made
during our discussion of the previous clause, I should
say that I do not remember the Labour Government
doing a great deal of tinkering between 1997 and 2007.

The Chair: Me neither!

Wes Streeting: The word that the Financial Secretary
was looking for was “transformation”.

Jesse Norman: That was an unexpected intervention
from the Chair, Ms McDonagh, but no less welcome for
that. I thank the hon. Member for Ilford North for his
question. He slightly galloped through the particular
concern, and I am afraid I did not fully catch it.

Wes Streeting: Sorry!

Jesse Norman: That is absolutely fine. What I will do
is ask the hon. Gentleman to give me the letter; I will
write to him separately with a response that addresses
the detail of the concern.

I can say to the hon. Gentleman that we do not
believe that companies will be worse off because of
these changes, which will not affect IP already held by
any company. If a company does dispose of its IP, it will
be taxed on the same basis as it would have been before
the changes. The company will still be able to make use
of reliefs that they may have been expecting to use. Any
tax change can have an impact in some particular cases,
of course, but overall we do not expect companies to be
worse off. I am very happy to take up and respond to
the specific question that the hon. Gentleman raised,
but I will do that outside this Committee Room, if
I may.

Question put and agreed to.

Clause 30 accordingly ordered to stand part of the Bill.

Clause 31

NON-UK RESIDENT COMPANIES CARRYING ON UK
PROPERTY BUSINESSES ETC

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
that schedule 5 be the Fifth schedule to the Bill.

2.45 pm

Jesse Norman: This is another kaleidoscopically exciting
measure alongside some of those that have already got
the hon. Member for Ilford North so excited. I am
happy to be able to titillate him further by discussing
further changes to the non-UK-resident companies that
carry on UK property businesses. Clause 31 and schedule
five make amendments to legislation that provides that
non-UK-resident companies carrying on a UK property
business will be charged corporation tax from 6 April 2020.

In the Finance Act 2019, the Government legislated
to bring non-resident companies that carry on a UK
property business or who received other income from
UK land within the charge to corporation tax from
6 April 2020. Until then, they are within the charge to
income tax.

These changes make four minor amendments to the
legislation that took effect in April 2020. They maintain
the treatment of non-trading interest income of non-resident
companies. They provide relief for interest expenses
paid prior to the commencement of the non-resident
companies’UK property business—a UK resident company
can already obtain relief for this type of expense. The
time limits for making certain elections in respect of
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derivative contracts will only start to run for a non-resident
company from 6 April 2020. Finally, for all companies,
there is an exception from the obligation to notify
chargeability to corporation tax if the taxable incomes
have an amount on account of tax withheld from it.
The changes clarify that the amount withheld on account
of tax must meet the tax due on that income before the
exception can apply.

These changes will ensure that there is a smooth
transition for non-UK-resident company landlords from
the income tax regime into the corporation tax regime.
I therefore commend the clause and schedule to the
Committee.

Wes Streeting: As the Financial Secretary has outlined,
the clause and schedule make minor amendments that
have arisen as a consequence of the provision made by
schedules 1 and 5 to the Finance Act 2019. There is not
much for me to add, as it is very much a consequential
and technical adjustment.

Question put and agreed to.

Clause 31 accordingly ordered to stand part of the Bill.

Schedule 5 agreed to.

Clause 32

SURCHARGE ON BANKING COMPANIES: TRANSFERRED-IN

LOSSES

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: We now enter the lush hinterlands of
the banking surcharge regime. Clause 32 makes changes
to the regime that ensures that the surcharge operates as
intended when it was introduced.

The Government believe that even as reliefs are provided
to support the economy in response to the coronavirus,
the tax rules should continue to operate fairly and
consistently for all businesses within their scope. Previously,
the Government have legislated so that banks make a
fair tax contribution, which reflects the risks they pose
to the UK economy. That is why the Government
introduced the bank levy in 2011—a tax on banks and
building societies’ balance sheet equity and liabilities. It
is also why banks have been subject to additional taxes
above and beyond general business taxation ever since
then.

In 2015, the Government made changes to the bank
tax regime to ensure the sustainability of the tax base.
They introduced the new bank levy rate, but offset that
with the introduction of a new 8% surcharge on banks’
profits over £25 million, on top of corporation tax. The
surcharge applies to corporation tax profits of banking
companies within a banking group.

For corporation tax purposes, companies are able to
make a number of adjustments when arriving at their
profits. That might include transferring losses from one
group company to another or carrying forward losses
to the next accounting period. However, to ensure that
banks are paying tax on all their banking profits, some
of these are disallowed when arriving at the profits
subject to the surcharge.

One such disallowed adjustment is for capital losses
that are transferred from a non-banking company to a
banking company and set against the capital gains of
that banking company. That transfer should be disregarded
when calculating the surcharge profit for the banking
company. Currently, where these capital losses are carried
forward to a future accounting period, that transfer is
disregarded.

However, under the legislation as it stands, such
transferred-in capital losses are not disregarded when
they are set against the capital gains of the banking
company in the same accounting period. That could,
counter to the original intention, mean banks using
losses from non-banking companies in their group to
reduce their surcharge profits. That cannot be right,
and the changes that we are making in the Finance Bill
will ensure that it cannot happen. The changes made by
clause 32 will stop surcharge profits being reduced
by all capital losses transferred in from non-banking
companies, whenever they are utilised against capital
gains.

The changes made by clause 32 will ensure that the
surcharge operates in the way that was intended when it
was introduced. They will ensure that banks cannot
reduce their profits subject to surcharge by using losses
from non-banking companies in their groups. Above
all, they will ensure that banks pay the additional tax on
all their banking profits.

Wes Streeting: We welcome clause 32 and the Financial
Secretary’s explanation of why the measure is necessary.
It is important to emphasise, particularly for those in
the banks who pay close attention to proceedings
in Parliament, a couple of points that they should bear
in mind, even a decade on from the financial crisis.

Across the House, we recognise and welcome—certainly
this is true of Her Majesty’s official Opposition—the
fact that the UK is a global financial centre and that the
financial services industry is an asset to our country. It
generates jobs and employment, and provides the oil to
grease the wheels of the economy. We can see now, in
response to the present crisis, the importance of getting
finance to where it is needed.

Whether we are talking about business or personal
customers, business loans and lending, mortgages, pensions,
savings or bank accounts, people in their day-to-day
lives understand the importance of a strong financial
services industry. Across the House we recognise the
importance of the financial services industry to the
economy as a whole. As we saw, painfully, back in
the midst of the global financial crisis, when the financial
services industry fails and suffers, the whole economy
suffers, too. It is important to acknowledge the value
that we place on it.

However, it is also important that the banks should
continue to reflect on the fact that the financial crisis—which
came about as the result of irresponsible and reckless
actions, and greed—demanded a significant price that
fell on the heads of taxpayers and citizens of this
country and around the world, who had no part in the
making of that crisis. For the past decade of cuts to
public services and pain that has been felt by businesses
and households across the country—although part of
the blame rests with Government for policy decisions
that were taken, which we have rehearsed many times in
those 10 years—it is a fact that the decisions and
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choices faced by successive Governments were made all
the more difficult because of the irresponsibility of the
spivs and speculators in financial centres, who did not
understand their responsibility to society as much as
they understood their own reckless greed.

In that context it is right that over the past 10 years
Governments have asked banks, through the bank levy
and other provisions, to pay back the debt they owe to
society, so it is disappointing when new ways are found
to try to lessen their tax liabilities. It is important that
when the Government identify gaps and loopholes in
legislation that have unintended consequences, they act
to close them.

I hope that my remarks will achieve two things, the
first of which is to reassure the financial services industry
that we value its contribution and see it as an important
part of our economic success and national life. However,
I also want to remind financial services of the responsibilities
that they have to the society they serve. The clause goes
some way to ensuring that the debt they owe to society
is properly repaid.

Jesse Norman: I thank the hon. Gentleman for his
remarks. I share his view: it is of enormous value to the
UK to have a global financial sector between the City of
London, Birmingham, Leeds and Edinburgh. The UK
is a country with astonishing heft in global markets,
which is a very good thing in many ways. As he said,
however, it is also important that those institutions pay
the full burden of taxation that is due. There is very
little concern that they have not done so in this case,
and the concern has now been addressed because a
potential loophole has been removed.

If I have understood him correctly, the hon. Gentleman
attributes the crash of 2007-08 to spivs and speculators
in the financial markets. There was a lot of that, but it is
important to recognise that it was also a function of
incentives, law and culture. Those things were all, in
some respects, out of control before 2007-08. We talked
banteringly about the level to which the Government
have attempted to tinker with the legislation. In that
case, however, it is perfectly clear that there was a failure
not of regulation, but of supervision. It was a failure
that was extraordinarily costly to this country.

In the spirit of putting things on the record, it is
important to remember that, as the Vickers report
found, the level of aggregate bank leverage in the financial
sector in this country remained roughly steady for 40 years
between 1960 and 2000 at 20 times capital. Between
2000 and 2007, it increased to 50 times capital. The
effect of that was that, when the financial crisis hit, the
UK banking sector was vastly over-leveraged. I am
thrilled that this Government, as I suspect other
Governments would have done if they were in place,
have taken steps to extract a proper level of taxation
from the banking sector and thereby set incentives that
restrain the tendencies to growth and periodic explosion
in the banking sector, because such tendencies are often
absolutely ruinous for the wider economy.

Wes Streeting: It is, of course, right to say, especially
with the benefit of hindsight, that the supervisory
arrangements governing financial services in this country
and other countries were insufficient. That is why we
have a much more robust supervisory regime in place,
which has been implemented to a large degree with

cross-party consensus over the course of the past 10 years.
I would gently point out two things. The first is the
global context, and the second is that, although the
Financial Secretary may point to the apparent failure of
the last Labour Government to put in place a greater
degree of regulation, I would challenge him—he can
write to me if he cannot answer immediately—to cite a
single example of a Conservative shadow Chancellor or
shadow Treasury Minister calling for greater financial
regulation by the last Labour Government. In fact, I
remember the charge against the Government being
that we were too prone to regulation rather than too
hands-off, but I stand to be corrected.

Jesse Norman: I do not think there is any doubt at all
that MPs and politicians across the political spectrum
were taken by surprise and were not as alert as they
should have been to the expansion in bank leverage that
took place. I was merely putting those facts on the record.
Inevitably, the responsibility lies with the Government
in power at the time, as it would do in other crises, and it
is for posterity to decide how it wishes to judge. I just
mean that this is a proper response to a crisis that is
much worse than it should have been; if those in charge
at the time had taken the measures and spotted the crisis
in advance, it would not have happened, notwithstanding
all the ameliorative points that the hon. Gentleman has
made in opposition to that.

Having said that, let me move on to points of greater
overlap and agreement, and recommend to the Committee
that the clause stand part of the Bill.

Question put and agreed to.

Clause 32 accordingly ordered to stand part of the Bill.

Clause 33

CT PAYMENT PLANS FOR TAX ON CERTAIN

TRANSACTIONS WITH EEA RESIDENTS

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
that schedule 6 be the Sixth schedule to the Bill.

3 pm

Jesse Norman: Clause 33 and schedule 6 would make
changes to UK corporation tax payment plan rules so
as to provide a deferred payment option for tax on
certain transactions with EEA residents. Again, this is a
small and technical matter.

A recent decision of the tax tribunal found that the
requirement for a taxpayer to pay tax immediately
following certain transfers of assets from a UK company
to an EEA company within the same group did not
conform with EU law. UK rules provide for tax-neutral
transfers of assets between two group companies within
the charge to UK tax, meaning that there is no immediate
tax charge. If assets are sold or transferred otherwise,
tax is payable immediately based on a disposal of the
assets at market value.

The risk to the Exchequer arises from the fact that
the tax tribunal decided that these rules could only be
justified if transfers to group companies in the EU did
not give rise to an immediate tax charge. In the absence
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of any mechanism for deferral, the tribunal decided
that tax-neutral treatment must be applied to such
transfers. Effectively, that would mean that the UK
would completely lose its right to tax any profits on
such assets. The case is under appeal, but resolution
could be some years away. In response to that decision,
the Government are acting to provide taxpayers with
the option to pay tax on such transfers in instalments,
which the judgment says would ensure compatibility
with EU law. The effect of this is to remove the uncertainty
caused by the decision and provide protection to the
Exchequer.

This new facility to defer payment of part of a
company’s corporation tax bill for an accounting period
is modelled on an existing scheme for so-called exit
taxes. Schedule 6 provides that corporation tax due on
transfers of assets from a company in the UK to an EU
company in the same group can be paid in instalments
over five years, subject to interest at the usual rate for
late-paid tax. We are making this change not to comply
with European law, but to provide certainty to UK
businesses and ensure that there is no risk to the Exchequer
while the case before the UK courts remains unresolved.
Once the risks and the uncertainty are resolved, this
deferred tax payment facility will no longer be required.

Certainty could come either through a successful
conclusion to the litigation in favour of Her Majesty’s
Revenue and Customs, or at such time as the EU treaty
freedom of establishment rules no longer apply to the
UK. To that end, schedule 6 includes a power for
the Treasury to repeal this facility by regulation; the
Government intend that this power should be used once
there is no need for the facility. These changes will
provide greater flexibility for UK businesses, remove
uncertainty and protect Exchequer revenues. I therefore
commend both the clause and the schedule to the
Committee.

Wes Streeting: Clause 33 and schedule 6 represent a
welcome and sensible response to the decision taken by
the first-tier tribunal in the case of Gallaher v. HMRC.
The only question I have for the Financial Secretary is
about the fact that the Treasury can withdraw the
facility to enter into CT payment plans by statutory
instrument, as he alluded to at the end of his remarks.
The explanatory notes to the Bill state that the power of
repeal

“is intended to be used if the Government determines that CT
payment plans are no longer required.”

Could the Financial Secretary give us some sense of the
circumstances in which the Government may determine
that CT payment plans are no longer required?

Jesse Norman: I am grateful for the question. If we get
certainty in the legislation, the effect would be that the
provision was no longer required. Certainty could come,
as I said, at the successful conclusion to litigation in
favour of Revenue and Customs, or when the EU treaty
freedom of establishment rules no longer apply to the
UK. Those are the circumstances under which we would
expect the Treasury to repeal the facility. It is done by
regulation simply because it is completely uncontroversial
and would be much better handled that way, rather than
through the primary legislative process.

Question put and agreed to.

Clause 33 accordingly ordered to stand part of the Bill.

Schedule 6 agreed to.

Clause 34

Changes to accounting standards affecting leases

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Again, this is a minor and technical
amendment that makes a change to the Finance Act
2019 to remove a potential ambiguity in the spreading
rules for businesses adopting the latest lease accounting
standards.

The Finance Act 2019 made changes to the income
and corporation tax rules for businesses leasing assets
in order to allow rules to work following the introduction
of international financial reporting standards 16. That
legislation was designed to ensure equitable treatment
for businesses by spreading the tax effects of adopting
IFRS 16 over the average remaining terms of asset
leases. Consequently, the Exchequer impact of those
changes would also be spread out.

It was subsequently brought to the Treasury’s attention
that minor aspects of the legislation did not work as
originally intended. To address that, this clause makes
minor amendments to the legislation, clarifying how
the rules ought to be implemented. The Government
published the amendments in draft on 11 July 2019, and
they were well received by stakeholders.

The changes made by clause 34 clarify that firms
ought to spread the tax effect of changes in adopting
IFRS 16 over the average remaining term of asset leases.
The changes are to be treated as having always had
effect from 1 January 2019. They will affect only businesses,
and they will have no novel impacts. They provide for
only modest amendments to deliver on the policy intent
agreed by hon. Members in the Finance Act 2019.

Making these clarificatory amendments will ensure
that the legislation introduced in the Finance Act 2019
operates as intended, and therefore that there is fairness,
certainty and stability for all businesses when applying
the relevant accounting rules. I therefore commend the
clause to the Committee.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It is a pleasure to welcome you to the Chair,
Ms McDonagh, and to take up the case for the Opposition
on what my hon. Friend the Member for Ilford North
described as the more technical aspects of the Bill. I am
sure we will continue to enjoy debating these clauses
none the less.

The Opposition do not object to the principle behind
this clause, which appears straightforward and achieves
its aim. Bringing leases on to the balance sheet is a
welcome step in achieving greater transparency in our
system. The Opposition believe that there is a very
important need for the Government to continue to do
more in this area. I simply ask the Minister why this was
not done sooner.

I am keen to raise the broader issue of tax transparency
and tax fairness in our system as a whole. Our small and
family-run businesses are operating in a very difficult
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climate due to the ongoing pandemic, and they want to
have confidence that everyone is playing by the rules
and that there is fairness across the system. We know
from various documents that we continue to have an
ongoing problem with tax avoidance and the broader
tax gap in our country.

I am always grateful to the House of Commons
Library for providing additional material in this area. It
is a wonderful source of useful information, research
and analysis, especially for Opposition Members; our
ability to undertake some of this research ourselves is a
bit more limited, as we do not have access to the fine
officials who the Minister has the privilege of working
with on a daily basis. The Library has put to us that the
wider tax gap for income tax, national insurance
contributions and capital gains tax was estimated at
£12.9 billion in 2017-18, based on HMRC documents;
there are other assessments, of course.

I am sure that the Minister will want to make sure
that we do everything in our power to ensure that there
is fairness right across the system, particularly at this
time. We believe that income must be more tightly tied
to tax treatment, with tax liability going up with income,
so that the Government can fund, and can ensure that
we have revenue available to fund, our vital public
services—not least now, at this very trying time for our
country.

We hope that this change and the future legislation
that the Government might seek to bring forward will
be developed in the same spirit of creating greater
transparency within our system. We also hope that the
pressures that Ministers and officials are under at this
time will not divert them from the necessary action that
they must continue to take, to ensure that we have
greater transparency and that everyone pays their fair
share. We also want to make sure that HMRC has all
the resources and staffing it needs to do this work to the
best of its ability.

Jesse Norman: I am very grateful to the hon. Lady—what
an effortless tag team she and the hon. Member for
Ilford North make! It is good to see them in action.

The hon. Lady’s points are very well made, and I
hope she recognises that the Government take these
issues seriously—not just avoidance and evasion, and,
in a separate category, fraud, but the wider question of
fairness. It is absolutely right that we should do so. In
an environment where the vast majority of taxpayers
pay tax as due, in good time and do not become subject
to any enforcement proceedings, it is all the more vital
to maintain that consent and recognition of the public
fairness of the system. She is absolutely right about
that.

I hope that the hon. Lady will see that some of the
issues that we have been facing in this Finance Bill and
its predecessors, be they the loan charge or IR35, have
reflected a persistent desire of the Government to see
fairness through, despite some pretty strong headwinds.
Also important is the ability to strike a fair balance
within each of those schemes; we have discussed the
loan charge and the Amyas Morse review, which is
designed to ensure the right balance, even within that
area.

However, I also draw attention to other important
aspects. As the hon. Lady will be aware, we have announced
a consultation on a strategy that takes a much more

vigorous approach towards tackling the promoters and
enablers of tax avoidance. I hope she will note that there
continues to be a robust enforcement process within
HMRC—one that has been carefully modulated and
restrained in the context of coronavirus, but has not
been in any sense left off thereby.

I will also say a couple of other things of which the
hon. Lady may be less aware. One is that because of the
concern about the balance of powers, which has been
raised in part by the Lords Economic Affairs Committee
and others, we now have a customer experience committee
within HMRC. It has also brought in a series of experts
who understand what might be called effective and
successful customer and taxpayer treatment, bringing
them in from other sources across the private sector to
make sure that people do feel well treated and well
handled, and that it is not a bruising process to have an
interaction with HMRC. That sense of the importance
of maintaining consent, and of Revenue and Customs
not being oppressive while remaining highly effective in
ensuring that people pay the right tax due, is a balance
that both HMRC and the Government are constantly
seeking to strike.

Question put and agreed to.

Clause 34 accordingly ordered to stand part of the Bill.

Clause 35

ENTERPRISE INVESTMENT SCHEME: APPROVED

INVESTMENT FUND AS NOMINEE

3.15 pm

Stephen Flynn: I beg to move amendment 4, in clause 35,
page 34, line 3, at end insert—

“(13) The Chancellor of the Exchequer must, no later than
5 April 2021, lay before the House of Commons a report—

(a) analysing the fiscal and economic effects of Government
relief under the Enterprise Investment Scheme since
the inception of the Scheme, and the changes in those
effects which it estimates will occur as a result of the
provisions of this Section, in respect of;

(i) each NUTS 1 statistical region of England and
England as a whole,

(ii) Scotland,

(iii) Wales, and

(iv) Northern Ireland;

(b) assessing how the Enterprise Investment Scheme is
furthering efforts to mitigate climate change, and
any differences in the benefit of this funding in
respect of—

(i) each NUTS 1 statistical region of England and
England as a whole,

(ii) Scotland,

(iii) Wales, and

(iv) Northern Ireland; and

(c) evaluating the lessons that can be drawn from the
effects of the Enterprise Investment Scheme with
respect to the encouragement of both private and
UK Government-backed venture capital funds in the
devolved nations of the UK.”.

This clause would require the Chancellor of the Exchequer to analyse
the impact of the existing EIS and the changes proposed in Clause 35 in
terms of impact on the economy and geographical reach; to assess the
EIS’s support for efforts to mitigate climate change; and to evaluate the
Scheme’s lessons for the encouragement of UK Government-backed
venture capital funds in the devolved nations.
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The amendment is, hopefully, straightforward and
one on which Members can agree. As things stand, as
we all know, the enterprise investment scheme facilitates
investment firms by offering a tax relief to individual
investors of up to £5 million a year, and £12 million
over a company’s lifetime. Scotland has an extremely
strong financial services sector: a recent EY survey
showed that we attract more foreign direct investment
than any part of the UK outside London. Indeed, my
own city of Aberdeen is well known for securing investment,
and regularly battles ahead of cities of a far greater scale.

However, with little financial services power, we are
unable to fulfil Scotland’s potential in respect of domestic
venture capital. Venture capital in the UK is highly
concentrated in the golden triangle—London, the south-east
of England and the east of England—which received
73% of all venture capital between 2016 and 2018,
according to the British Venture Capital Association.
That disparity is also reflected in the EIS. Between 2015
and 2018, only 210 Welsh firms benefited from the EIS,
receiving only 1.3% of the total investment. In contrast,
the golden triangle received 67% of all investment, with
the average UK angel investment per firm being 40% higher
than in Wales.

We support Plaid Cymru’s attempts to get Westminster
to own up to its failure to get investment into Wales.
The amendment would force the UK Government to
officially consider the unsustainable concentration of
private investment in one region of the UK at the
expense of all devolved nations. As the UK Government
narrow the applicability of the EIS, they need to consider
how that will affect the ability of firms in other areas of
the UK economy; how EIS—a tax really funded by
taxpayers—could benefit us all by addressing climate
change; and how they can encourage the establishment
of venture capital funds, and therefore private investment,
in the devolved nations.

I will focus briefly on climate change once again. As I
said, we cannot escape the climate crisis in front of us. If
we have the opportunity to do more, and if we have the
ability to leverage investment in a way that allows us to
combat the climate crisis, that is surely something that
we should all seek to achieve. With that, I bring my
remarks to a close. I hope that Members will be minded
to support the amendment.

Bridget Phillipson: We welcome the Government’s
attempt to draw from their capital review with industry
lenders on the enterprise investment scheme. I will come
on to our response to amendment 4.

The Government have listened and are not offering
further tax relief, instead providing additional flexibility
for fund managers to make subscriptions in shares for
investors over the years in which the relief is given.
However, the difference between adding further tax
relief and additional flexibility in this policy is not clear.

We are sympathetic to the position that the hon.
Member for Aberdeen South has outlined. We know
that there is a big imbalance across the nations and
regions of the United Kingdom. The Government talk
a lot about the need to level up; we hear about it all the
time. It has not always been entirely clear to me what
that means—not least because, over the past 10 years,
what we have seen has involved precisely the opposite.

I look forward to the days when the Government will
provide investment in parts of the country such as the
north-east of England, which will enable us to contribute
our fair share and play our full role in economic recovery
more broadly. We are therefore sympathetic to the
amendment proposed by the hon. Member for Aberdeen
South.

The requirement to release a report on the effects of
the enterprise investment scheme will enhance scrutiny
of this policy and ensure that its results are fruitful and
target the right causes. It is important to ensure that it
starts benefiting regions that need it the most. I am sure
the Minister will understand why I put in a particular
plug for the north east of England, but we want to see
this right across the country and the nations of the UK
as well.

The amendment also raises the important issue of the
climate emergency, which has not simply vanished because
we are currently focused on the pandemic. The climate
emergency is still with us and the longer we take to
tackle it, the faster we will start to feel the effects of
global warming. Research and investment must go towards
tackling the climate emergency and we need to encourage
the responsible and relevant use of Government funds
for knowledge-intensive companies to benefit from them.

In the broader sense of the clause, it is not quite clear
to the Opposition what the outcome of adjustments to
the enterprise investment scheme detailed in the clause
would be. The clause lacks some detail and clarity. We
worry that it may be open and liable to exploitation, so I
would like the Minister to say a little more when he
responds. We have seen problems in recent years in this
area and we do not want to see them repeated here.

Research conducted by Ipsos MORI for HMRC in
2016 showed that income tax relief was the main driver
for investors to use the enterprise investment scheme:
eight in 10 considered the income tax relief element of
the scheme to be very important, and 32% essential, to
their decision to invest; more than half also considered
capital gains tax exemption to be either very important
or essential. While many investors decide to invest in
the enterprise investment scheme for philanthropic reasons,
the financial incentive remains important none the less.
The concern is reflected in the scepticism of some
universities reported in the Government’s consultation
back in March 2018. It is in all of our interests that
academic institutions, entrepreneurs and fund managers
are aligned, but it is clear there are some issues around
greater cohesion between them as part of this scheme.

The hon. Member for Aberdeen South referred to the
disparity. The Government’s own figures show that
London and the south-east accounted for the largest
proportion of investment, with companies registered in
those regions receiving 65% of all enterprise investment
scheme investment in 2018-19. London and the south-east
of England does not have a monopoly on talent, innovation
or research. If the Government’s levelling-up agenda is
to mean anything in practice, we have to see much more
support targeted to those regions so they are able to
take part in the wealth of our nation and they can
contribute more. We have wonderful universities, pioneering
companies both large and small, and a wonderful and
flourishing supply chain.

I put it to the Minister that the hon. Gentleman is
quite right. We require greater scrutiny to be confident
that we are pushing in the right direction and that the
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Government are making sure that where measures are
introduced, they are targeted on the areas of the country
where additional Government support could lead to
much better outcomes for residents of those communities,
who want the opportunity to contribute more broadly
to the economic health of our nation. Especially as we
start to emerge from this crisis, we will need targeted
support that allows every nation and region to contribute
to our economy, both in terms of skills and broader
investment. For that reason, we are sympathetic to the
amendment.

Jesse Norman: I am glad to be able to address clause 35
and the questions the hon. Members for Aberdeen
South and for Houghton and Sunderland South have
raised.

Clause 35 changes the approved enterprise investment
scheme fund rules to focus investments made through
such funds on knowledge-intensive companies. It provides
additional flexibility for fund managers to make
subscriptions in shares and for investors to claim relief.
Fund managers will have more time to deploy capital
raised, and investors will be able to claim relief one tax
year earlier than previously when using an approved
fund. The EIS encourages investment in smaller, higher
risk trading companies by offering tax reliefs to individual
investors who subscribe for new shares in qualifying
companies.

A knowledge-intensive company is defined as a company
that has spent a defined proportion of its operating
costs on innovation and/or R&D and either creates
intellectual property or has a defined proportion of its
employees with advanced degrees. The intention to
change the existing approved fund structures to focus
on knowledge-intensive companies was announced at
autumn Budget 2017 as part of the Government’s response
to the patient capital review.

The Government consulted on new rules and outlined
its response at Budget 2018, which set out planned
additional flexibilities for fund managers and investors
using this structure. The changes made by clause 35 set
out the requirements that must be met for investments
to be considered as made via an approved knowledge-
intensive fund. They include investing at least 80% of
capital raised into knowledge-intensive companies and
deploying the majority of capital raised within two
years.

Amendment 4 would require the Government to
review the economic and geographical impacts of the
existing EIS and the changes to approved fund structure,
and how far they support wider efforts to mitigate
climate change. I understand and appreciate the intention
of hon. Members to use EIS more strategically to help
with mitigating climate change and to ensure that the
benefits of EIS are spread more widely across the
country, but I put it to the Committee that the amendment
is not necessary.

It is worth reminding ourselves of the principal purpose
of EIS. It is designed to address a specific market
failure, which is that younger, innovative companies
across the UK struggle to get access to patient and
long-term equity finance to grow their businesses and
to develop the innovative products that consumers may
want in future. It is not designed specifically to help
certain types of companies—for example those that
operate in certain parts of the country or certain sectors.

The scheme operates on a neutral market basis, and
there is no requirement for that companies use EIS funds
in specific ways, such as to develop products linked to
the fight against climate change.

I completely understand that Opposition Members
would like us to collect more information about how
attractive EIS is to companies in different parts of the
country. HMRC already publishes statistics about where
fundraising companies have their registered offices and
where EIS investors have their main household. However,
it is also worth reiterating the limits of what we know.

Her Majesty’s Revenue and Customs knows where a
company’s registered office is, but companies that benefit
from the scheme are free to place their registered offices
and places of establishment for EI purposes wherever
they please in the UK. A registered office in the south-east
may not mean that that investment is going into the
south-east, because a registered office does not need to
be in the same place as where the bulk of the staff are
employed.

The hon. Member for Houghton and Sunderland
South is concerned that there might be a lack of clarity
in the structure, so let me shed some light on that. The
measure limits approved fund status to companies that
invest 80% of their capital into knowledge-intensive
companies and extends the period in which approved
knowledge-intensive fund managers must subscribe for
shares in those companies from 12 months to 24 months,
provided that 50% of the qualifying individual investment
is invested within the first 12 months and 90% within
24 months. It allows the investor to carry back the claim
for income tax relief to the tax year preceding the tax
year of the fund closure. I would suggest that, within
the limits of a description within legislation, that is
relatively clear.

The hon. Lady also raised a question about regional
investment. Again, I fully share her concern, and the
Government’s levelling-up agenda is designed to address
that very issue. I must say that across my different
ministerial jobs, I seem to spend most of my life investing
in the north-east of England, one way or another—the
massive pivot towards offshore wind has been nothing
but good to that area, and I remember making a substantial
investment in the Tyne and Wear Metro and the A19
when I was at the Department for Transport—so I hope
that the hon. Lady does not feel that there is any lack of
love for or investment in that part of the world from this
quarter.

3.30 pm

Let me say one final thing. Hon. Members want us to
review the EIS more generally, and I am happy to
confirm that we are going to do that. As with all tax
reliefs, the EIS is kept under review to ensure that it
meets its policy objectives, but it is also a state aid
whose current status expires in 2024. We therefore have
a specific cause and purpose to conduct a full review of
the EIS and how it is used, ahead of decisions on
whether to renew it. I am happy to give that comfort to
Committee members.

Clause 35 provides additional support for knowledge-
intensive companies seeking long-term growth finance
through the EIS. It seeks to encourage fund managers
to specialise in knowledge-intensive investments. I therefore
urge the Committee to reject amendment 4, and I commend
the clause to the Committee.
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Stephen Flynn: There are a few points that I think are
incredibly important to pick up on. The first relates to
the Minister’s remark that the EIS is and needs to be a
neutral fund. It does not need to be a neutral fund; that
is a choice. If we seek to combat climate change and put
our words into action, we can make those decisions and
make them now—the gift to do that is in the Minister’s
hands. It is incredibly important that we focus on that
point: that it does not have to be how it is at the moment.

I respect the commitment to review before 2024, but
that is a significant time away. I am not overly comfortable
with the idea that we can allow that time to pass before
we assess whether the scheme is working as we feel it
should.

Jesse Norman: May I say what a joy it is to have the
boot on the other foot and to be able to intervene on
another member of the Committee? Of course the hon.
Gentleman is right that legislation can be changed,
subject to the will of Parliament, but this measure
cannot be changed without distorting its essential character.
Its purpose is to implement a reform that addresses, and
hopefully cures, a market anomaly.

To address the real and important wider concern that
the hon. Gentleman raises, the real question is therefore
whether there are other measures outside the EIS that
could achieve some of the aims he describes. The EIS
cures the anomaly, which is about investment—as we
know, we cannot deduce effectively where the investment
goes from where the head offices are—but there may be
other measures that the Government can take, and that
the Scottish Government may want to take, to address
more widely the concerns that he describes.

Stephen Flynn: I look forward to the UK Government
coming forward with such proposals; that would certainly
be of much interest to me and to colleagues across
the UK.

I want to home in on the climate situation in Aberdeen.
It would be remiss of me not to highlight the fact that
Aberdeen is the oil and gas capital of these islands, and
indeed of Europe, and has been so for a significant time.
However, we are extremely conscious of the situation in
Aberdeen due to the oil and gas sector downturn—we
heard earlier about the support that the UK Government
put in place during the downturn, although I was not
quite sure which downturn was being referred to since
we are currently in the midst of perhaps the sharpest
downturn of the North sea basin—but we are very
cognisant that we need to make a sustainable transition
to a net zero future.

If we look to the possibilities of the north-east of
Scotland—hydrogen technologies, carbon storage,
alternative fuel gas turbines, subsea and offshore energy—
there is a wealth of opportunity. We are blessed with
unbelievable natural resources in Scotland. If we can
have a fund that channels money into exploiting such
research and talent, we should be willing to do so.

Ultimately, amendment 4 is very clear: it is about

“analysing the fiscal and economic effects of Government relief
under the Enterprise Investment Scheme since the inception of
the Scheme”.

We are talking about analysing the scheme and whether
it is doing the job it should be doing. As I have said on a
number of occasions, the Government should not be

afraid of looking at whether their schemes are effective.
We should all retain a firm commitment not just through
our words but—I repeat—through our actions to combat
the climate emergency and the amendment is one way in
which we could do that.

The Chair: Mr Flynn, do you wish to press your
amendment to a vote or to withdraw it?

Stephen Flynn: I will press the amendment.

Question put, That the amendment be made.

The Committee divided: Ayes 6, Noes 9.

Division No. 2]

AYES

Flynn, Stephen

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Question accordingly negatived.

Clause 35 ordered to stand part of the Bill.

Clause 36

GAINS FROM CONTRACTS FOR LIFE INSURANCE ETC: TOP

SLICING RELIEF

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: The clause introduces the gripping
topic of top-slicing relief on life insurance policy gains.
It makes changes to ensure that the calculation of
top-slicing relief on life insurance policy gains operates
fairly and prevents excessive relief from being claimed.
This measure supports the Government’s objective, already
discussed in the Committee today, of promoting fairness
in the tax system by ensuring that the relief is calculated
in a fair and consistent way.

Life insurance policy gains arise, for example, when
an investment bond is surrendered or matures. In this
case, the gain accrues over the lifetime of the policy but
is taxed in one year, which can result in gains being
taxed at the higher rate. Top-slicing relief, or TSR, was
introduced in 1968 as a mechanism to mitigate the
impact of that higher tax charge. The principle behind
TSR is simple: a taxpayer should not pay a higher rate
of tax on their life insurance gain just because all of
that gain falls to be taxed in a single year. Instead, the
rate of tax on the gain should reflect the fact that it was
accrued over the lifetime of the policy, assuming it rose
in even amounts over the years during which the policy
was held.

The calculation for TSR was intended to be straight-
forward. However, changes to the personal allowance
from 2010 have led to unintended complexity. A recent
first-tier tribunal case brought into question how TSR
interacts with the restriction to the personal allowance
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for higher rate taxpayers, creating uncertainty for taxpayers
and a significant administrative burden for HMRC. It is
for those reasons that we are making a change and a
clarification to TSR in the Bill. I turn to both of those
things.

The change made by the clause will permit personal
allowances that have been reduced because the gain
arises in one year to be reinstated in the TSR calculation.
The gain will now be treated as if it arose in even
amounts over the years during which the policy was
held when determining the availability of the personal
allowance in the TSR calculation. The change comes at
an estimated cost to the Exchequer of £15 million per
annum, but it provides a fairer result for those taxpayers
who would otherwise have been taxed on their gain only
because that gain has fallen in one year and reduced
their personal allowance.

The clause will also put beyond doubt the principle
that taxpayers cannot set their gain against their personal
allowance first, in preference to their other income, in
the TSR calculation. That will ensure that higher-rate
taxpayers cannot get the benefit of the relief by effectively
taking the benefit of the personal allowance more than
once when calculating TSR. That will prevent excessive
relief from being claimed and, in turn, protect £240 million
of revenue.

The measure is estimated to affect around 2,000 of
the 45,000 taxpayers who are entitled to top-slicing
relief every year. The clause ensures that the taxpayers
receive all the relief that they are entitled to and makes
clear that taxpayers who seek to claim excessive relief
will no longer be able to do so. It will ensure that
top-slicing relief continues to operate in line with its
original policy intent, and will therefore provide a fair
and consistent outcome for those taxpayers who are
entitled to claim the relief. I commend the clause to the
Committee.

Bridget Phillipson: Before I turn to the substance of
clause 36, and without dwelling on it too much, I will
take slight exception to the Minister’s comments around
the so-called levelling up agenda and the last 10 years.
First, though, I must commend him—he is one of the
few Ministers I have come across who understands how
to pronounce my constituency name properly. He has
great north-east knowledge, which will stand us in
wonderful stead for the years ahead, when we can make
sure that Sunderland and the wider north-east get their
fair share of Government investment.

On clause 36, we note the Government’s stated objective
of creating fairness in the UK tax system, ensuring that
top-slicing relief is calculated in a fair and consistent
way, and of seeking to provide legislative clarity. However,
there are some issues that still remain around the language
of the clause, regarding the treatment of gains before
11 March 2020.

In response to the clause, the Chartered Institute of
Taxation noted:

“The amendments made by clause 36 have effect…from the tax
year 2019/20. It is not clear why the amendments, which are
clarificatory in nature and in accordance with the original policy
intent, should not be extended to years prior to 2019/20 to
provide the same clarity for taxpayers in respect of earlier gains.”

It also comments that,
“as clause 36 is not retrospective, an individual who is liable to tax
in respect of gains from chargeable events before 2019/20 and
who wishes to reinstate the personal allowance within the calculation

for TSR will instead need to rely on the basis agreed in Silver v HMRC.
Decisions of the First-tier Tribunal do not create a legally binding
precedent.”

It argues that it is

“not clear whether or not HMRC will accept claims for repayment
from taxpayers with gains in years prior to 2019/20.”

The Minister touched on this point in introducing the
clause, but I would be grateful if he could clarify
whether he intends for HMRC to accept repayment
from taxpayers with gains in years before 2019-20. If he
does not, as the language stands, do the provisions of
the clause still affect taxpayers fairly?

The Chartered Institute of Taxation also notes that
the approach is different from the approach in clauses 100
and 101, which we will come to later, which put

“beyond doubt that the relevant rules work as designed and
intended but apply both prospectively and retrospectively.”

What assessment does the Minister make of that point?

The institute also draws attention to the fact that
clause 36 specifies how reliefs and allowances are set
against life assurance policy gains:

“The personal savings allowance does not operate as a typical
allowance. It is a nil rate band of tax that does not extend the
basic or higher rate bands. The draft legislation should specify
that the personal savings allowance is not an allowance for this or
any other purpose.”

It regards the term “allowance” as “an unhelpful
misnomer”. I would be grateful if the Minister would
address that point.

HMRC also notes that the clause will only really
affect those with above-average earnings. We have considered
that point more broadly in other aspects of the Bill; it
points to something of a pattern in the measures that
the Government are bringing forward. Over a significant
period—over the last decade—we have seen that the
impact of changes, whether that is spending reductions
or the broader impact of Government policy, has fallen
more sharply on those with less ability to make a
contribution. Earlier in proceedings, we discussed the
distributional impact of Government measures after
2010. We have seen a disproportionate impact on those
from lower and middle-earning backgrounds. That cannot
be sustained, not least in the current situation.

3.45 pm

We hope the Government will continue to keep that
under review, so that we can ensure that our public
services have the funding they need, and that those who
need additional support to make a contribution do not
see themselves penalised as a result. However, we understand
the intent behind the clause—the objective that the
Government seek to promote—and I hope that the
Minister will address the issues to provide some clarification
on specific points.

Jesse Norman: I thank the hon. Lady for her questions.
Let me respond. She will understand that top-slicing
relief has been around for a long time. It is therefore
something that we have come to for specific reasons. As
she will be aware, a concern is arising that the judgment,
coupled with challenges from taxpayers, suggests that
more clarity is needed in the legislation and, therefore,
that we need to review the relief.

The review highlighted that some payers were paying
tax on their gain at the higher rate only because they
lost the personal allowance due to a gain being included
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in their income. That is why the conclusion was for the
reinstatement of the personal allowance, solely for purposes
of the top-slicing relief calculation, to address that and
to bring it back in line with the policy intent.

Of course, as the hon. Lady says, the changes work in
both directions—there is a cost to the Exchequer, which
comes from allowing the gain to be treated as though it
arose in even amounts over the years, but, at the same
time, there is also a return from the Treasury, which
prevents excessive relief from being claimed. That points
to the essential fairness of the approach, because it is
designed to restore fairness in the spreading of gain, but
also to ensure that there can be no funny business, if
you like, in the way in which the gain is treated with
regard to the personal allowance that might allow it to
be manipulated to the detriment of the taxpayer or the
system.

The hon. Lady also asked about timing. HMRC will
calculate the relief for affected taxpayers and advise
them of changes in the relief calculation. For self-assessment
returns submitted for the 2019-20 tax year, that calculation
will be performed manually. For subsequent tax years,
the calculation will form part of the automatic self-
assessment process. Detailed guidance has been put on
gov.uk setting out the changes in full. I hope that will
put the matter beyond doubt.

Question put and agreed to.

Clause 36 accordingly ordered to stand part of the Bill.

Clause 37

LOSSES ON DISPOSAL OF SHARES: ABOLITION OF

REQUIREMENT TO BE UK BUSINESS

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Again, this is a small and technical
clause. It widens the scope of share loss relief for
income tax and corporation tax so that it applies to
shares in companies carrying on a business anywhere in
the world and not just in the UK.

Share loss relief is available where an investor or
investment company makes an investment in qualifying
shares that are later disposed of at a loss. The relief
enables the loss to be set against taxable income, rather
than against capital gains under the normal rules. Qualifying
shares are shares to which the enterprise investment
scheme, EIS, or the seed enterprise investment scheme,
SEIS, are attributable, or in a qualifying training company,
as defined in statute, which can be summarised as a
small or medium unlisted trading company that carries
on its business wholly or mainly in the UK.

The measure will change the existing statute so that
investors can claim relief no matter where the business
is based, providing added protection for those investing
in high-risk enterprises. It will be backdated to proposals
made after 21 January 2019. A change will be made to
the reporting requirements so that HMRC can identify
the tax residency of the company that issued the shares.

The UK has now left the EU and has agreed to follow
its rules for the duration of the transition period. On
24 January 2019—hence the date—the European
Commission issued a reasoned opinion arguing that

applying SLR to shares only in UK companies contravened
the free movement of capital principle. The Government
accepted that the legislation as drafted was too narrow
and agreed to introduce legislation to expand the rules
and, thereby, comply with the principle.

The change made by clause 37 widens the relief so
that it applies to shares in qualifying businesses worldwide,
not just in the UK. The proposed changes are expected
to increase the cost of the relief to the Exchequer by
£5 million in 2020-21, increasing to £15 million per year
thereafter.

The Government consider that this legislation strikes
the right balance between supporting overseas investment
opportunities for UK-based investors and meeting our
residual obligations to the European Union for the free
movement of capital. I therefore commend the clause to
the Committee.

Bridget Phillipson: The Opposition welcome the intention
behind this clause, and the statement of the Minister
seems straightforward in terms of what the Government
are seeking to achieve in this area. For future trading to
be as streamlined as possible, it is important that the
Government introduce this measure to ensure compliance
with article 63 of the treaty on the functioning of the
European Union after the end of the transition period.

However, on the transition period—we touched on
this this morning, and my hon. Friend the Member for
Ilford North raised this issue—we have, sadly, not had
the kind of regular updates we would like in the House
around ongoing negotiations. We all want the Government
to succeed, and we want to secure a great deal for our
country, but we want to be confident that the Government
are making progress and are on the right track.

Some of the reporting we have seen lately suggests
that—for a number of reasons, some of which are
entirely fair, given the unprecedented crisis in which we
find ourselves—Ministers and officials have found things
hard. I understand how difficult it must be to operate
during this time, but the pandemic has highlighted how
important it is that we ensure everything is properly
aligned at the end of the transition period and that we
secure an excellent deal, because so much depends on
it—workers’ rights, businesses and our ability to export.

We want to avoid any further disruption to our
economy. We have been through a very difficult time—we
are still going through a very difficult time—for businesses
large and small, and not least for our manufacturing
sector and our world-class exporters. We want to avoid
any further disruption to the economy, at the border or
in people’s lives.

The Government have variously described the deal
they will secure as

“a great new deal that is ready to go”,

“ambitious”, “broad”, “deep”, “flexible”, “a balanced
economic partnership” and “oven ready”—that is one I
recall particularly well from the recent general election
campaign. Given all of that, I am sure that we will have
no difficulty at all, notwithstanding the big challenges
we face around the pandemic, and that we can ensure
we do not have tariffs, fees or charges, so that our
world-leading industries can continue to do well.

On clause 37, especially, businesses will, according to
HMRC, need to familiarise themselves with tax changes,
make the decision on whether to claim for the loss,
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determine the tax residency of the company that issued
that shares and inform HMRC of this information. I
would be grateful if the Minister could assure us that
there is no prospect of exploitation in this area and that
the Government will do all they can to ensure fairness
across the system, so that we do not end up with
companies potentially claiming this relief in a way that
was perhaps not intended in the scope of the legislation
and in the measures that Ministers are quite sensibly
seeking to set out here.

Jesse Norman: I feel almost sad to be winding up on
the final clause of this very good day. I thank the hon.
Lady very much for her questions. Regarding the transition
period, she has said she is sure the deal will be smooth
and tariff-free. In that, she shares the Government’s
high hopes and expectations for a deal with the EU.
There is not much more I can add to that.

On the prospect of exploitation, I cannot give her, I
am afraid, the guarantee she seeks, because if there is
anything that my five years on the Treasury Committee

and one year as Financial Secretary have taught me it is
that there are no limits to human ingenuity in exploiting
aspects of the tax code contrary to expectation, so there
is some possibility of exploitation. The comfort I can
give her is that, as this change is mandated as a result of
compliance with an EU procedure, once we are free
from the transition period, we will have the ability to
make a sovereign change to our own legislation that
remedies any concerns that are raised and any risks to
the Exchequer that thereby arise.

Question put and agreed to.

Clause 37 accordingly ordered to stand part of the Bill.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

3.55 pm

Adjourned till Thursday 11 June at half-past Eleven o’clock.
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Public Bill Committee

Thursday 11 June 2020

(Morning)

[ANDREW ROSINDELL in the Chair]

Finance Bill

11.30 am

The Chair: I remind Members to please respect social
distancing guidance. As you are aware, tea and coffee
are not permitted in Committee rooms. Please ensure
mobile phones are turned off or switched to silent
during the sitting. As I have said before, the Hansard
reporters will be grateful if Members email their speaking
notes to hansardnotes@parliament.uk.

Clause 38

DIGITAL SERVICES TAX: INTRODUCTION

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clauses 39 to 44 stand part.

The Financial Secretary to the Treasury (Jesse Norman):
Thank you, Mr Rosindell. I am grateful to all members
of the Committee for joining us this morning; I am also
grateful it is not too hot outside. It is a rare moment in
Parliament when one gets to introduce a new tax—the
digital services tax—on to the statute book. With the
clauses grouped together, it is appropriate to spend
some time in my opening remarks outlining the overall
architecture of the tax and how it is designed to work;
then we can pick up specific details in the clauses as we
come to them.

Clauses 38 to 44 introduce legislation to enact the
digital services tax, and they set the scope of this
legislation. DST will levy a 2% charge on the revenues
that groups receive from providing specific digital services
to UK users. The specific services in scope of the charge
are search engines, social media, and online marketplaces.
I will explain later why those three services are in scope
of the new tax. DST will apply only to groups with
annual global revenues from services of more than
£500 million. It will then be charged on the revenues
only where they are attributable to UK users, and only
on amounts above £25 million.

An exemption will exclude online financial services
marketplaces from the definition of an online marketplace.
Businesses making low profit margins on their in-scope
activity will be able to pay the tax at a reduced rate,
while loss makers will pay nothing; that will minimise
the distortions that a tax on revenues can create. To
further reduce those distortions, a relief for certain
cross-border transactions is also included. It will reduce
by half the revenues subject to DST where those revenues
are derived from an online marketplace transaction
between a UK user and a user from a jurisdiction that

also levies a DST. As this is a new tax, there are also
extensive provisions to ensure the framework of the tax
works as intended. These draw on many existing tax
concepts to reduce the burden of implementing the new
tax for what we hope will be a limited time.

The digital services tax was announced at Budget
2018 as a response to changes brought about by the
rapid development of our digital economy. That economy
brings many benefits, but it has posed a significant
challenge for international corporate tax rules. Under
current rules, digital businesses can derive significant
value from UK users, but in many cases they pay little
UK tax because international corporate tax rules do
not recognise the user-generated value when allocating
the right to tax profits between jurisdictions, so undermining
the fairness and sustainability of our tax system. It is
therefore now widely accepted that the rules require
updating.

The Government remain at the forefront of international
efforts to secure a comprehensive long-term solution to
the issue, and we are fully engaged in discussions with
OECD and G20 partners. Although we welcome recent
progress towards a global solution, there remain important
and difficult issues to resolve, so the Government are
acting now to address those widely held concerns in a
fair and proportionate manner. DST is a temporary
measure, until appropriate global reform is in place.

As a temporary measure, DST is targeted at those
business models that rely most significantly on user-
generated value and that place the greatest strain on
current corporate tax rules. It is the Government’s
judgement that these services are search engines, social
media platforms and online marketplaces. Of course I
recognise that a broad range of digital services could be
said to derive value from their users, and I am aware
that some hon. Members have called for the scope of
DST to be extended to include services such as media
streaming. However, the services in scope of this tax are
those that rely most significantly on user participation
in the creation of value: for example, while media
streaming platforms may utilise user contributions in
the form of reviews or recommendations, users of a
social media platform often create the content that is
shared across the platform, and users of an online
marketplace provide the market liquidity required for
the marketplace to function. Also, while we are engaged
in OECD discussions about finding a long-term global
solution and exploring the case for broader reform, we
judge that it would not be appropriate to implement a
temporary tax on a broader basis.

DST follows the recommendations of the OECD’s
2018 interim report. Targeting DST at those services
that derive the greatest value from their users minimises
the distortive consequences of a tax on revenues and
minimises the risks of introducing a temporary measure
before global reform is agreed. That will ensure that
DST is proportionate, while still raising up to £2 billion
over the next five years. That in addition to the UK
taxes that digital businesses already pay and, as I have
said, reflects the value they derive from UK users.

I will now summarise the clauses that form this part
of the Bill—clauses 39 to 44. Clause 39 sets out that
DST will apply to all revenues that arise in connection
with in-scope digital service activity. That is deliberately
a very broad test; it ensures that however these businesses
make money from their in-scope activity, that revenue
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will be subject to the tax. The clause also sets out that
revenues should be apportioned on a just and reasonable
basis when they are not wholly in connection with an
in-scope activity.

Once a group’s digital services revenues have been
established, the next step is to determine how much of
those revenues is attributable to UK users. Clauses 40
and 41 set out the five cases where revenues are attributable
to UK users. The first three cases deal with the specific
types of revenue that online marketplaces may receive.
The first case concerns the revenues that a marketplace
earns from facilitating transactions between users; this
will include a marketplace’s commission, for example.
These revenues are attributable to UK users whenever a
UK user is a party to the transaction. It does not matter
whether the UK user is the buyer or the seller, or which
user paid the revenue; where there is a cross-border
transaction between a UK user and a non-UK user, all
of the marketplace’s revenue from that transaction is
regarded as attributable to UK users, although this may
be subject to cross-border relief.

The second case concerns revenues that arise in
connection with accommodation and land in the UK—for
example when a user books a holiday let on a marketplace.
These revenues are attributable to UK users when the
property is in the UK. Where the property is overseas,
the revenue will only be UK digital services revenue
when the purchaser is a UK user. Some marketplaces
charge users to list individual items for sale; under the
third case, those revenues will be treated as attributable
to UK users whenever the user listing the item is a UK
user.

The last two cases apply to social media services and
internet search engines, as well as to online marketplaces.
The fourth case deals with online advertising revenues.
These revenues are attributable to UK users when the
advertising was viewed by a UK user; the focus is on the
viewer of the advertising, not on who paid for it. The
fifth and final case is a catch-all, to include revenue that
is not trapped by any of the other rules but that is
received in connection with UK users. This will cover
any other type of revenue earned by social media services
and search engines—for example, subscription fees.

Clause 42 defines each of the services in scope of
DST. The tax will be charged on the revenues that
businesses earn from providing a social media platform,
search engine or online marketplace to UK users. The
definitions are designed to be targeted and as clear as
possible. They have been carefully drafted after extensive
consultation periods with business to ensure that they
apply as intended. Alongside the three named services,
some businesses facilitate online advertising on other
websites. The clause ensures that revenues from that
source would also be subject to DST when the advertising
service derives a significant benefit from operating one
of the three named services.

Clause 43 clarifies the meaning of “user” and “UK
user” for the purposes of DST legislation. Clause 44
sets out the exclusion of online financial marketplaces
from the definition of online marketplaces. The highly
regulated nature of financial services limits their ability
to engage with users in the ways that other marketplaces
do. As such, the clause ensures that they are not subject
to DST.

Together, clauses 38 to 44 set out the scope of DST.
The digital services tax is a clear signal of the Government’s
commitment to ensuring that tax rules reflect the

development of our modern economy. Ultimately, as I
have said, our strong preference is for a global solution,
which will be the most comprehensive and enduring
way to address concerns about the current corporate
tax rules. Until such a solution is in place, however,
DST will ensure that digital businesses pay UK tax that
reflects the value they derive from UK users. I therefore
commend the clauses to the Committee.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It a pleasure to see you in the Chair, Mr Rosindell.
Like the Minister, I will use this opportunity to lay out
our broad views and concerns about the operation of
the digital services tax. We will pick up some of the
technical issues with the clauses as they emerge later.

We welcome the principle behind the introduction of
a digital services tax. It is regrettable, if not unsurprising,
that it has taken the Government so long to get to such
a measure, given the wider inertia when it comes to
making sure that multinational companies pay their fair
share of tax. The gap between the profits that digital
companies derive from UK users and how much they
pay in tax is stark. That fact has been evident for some
time and is recognised by Labour Members, which is
why for years we have consistently pressed for a far
more ambitious approach.

It is not right that, at a time when high street shops
are struggling in an unprecedented way, the likes of
Amazon have been allowed to pay a much lower tax
rate than British bookstores and other businesses of a
comparable nature. Our local high streets are incredibly
important; they are the backbone of our local economies.
Many family-run businesses have found this time incredibly
difficult, but they also have many long-standing problems
because of the way they have been undercut by some of
these big players, which do not have the same overheads
or level of corporate responsibility and do not make the
same impact in our communities. During this crisis,
many of our local businesses—our small businesses on
the high street—have adapted to do all they can to
make sure that vulnerable people receive deliveries and
support, and that they are open as much as they can be
within the guidelines. It is only right that we make sure
that the bigger players with large profits make a contribution
too.

There is still much unfairness built into the system.
As constituency MPs, we only have to visit the businesses
on our high streets that have been operating for many
decades to appreciate the scale of disillusionment that
many of those family-run firms feel about the lack of
fairness in the system and the need for change. The
economic crisis we are facing only strengthens the call
for action because it has compounded the impact on
our high streets, which have struggled and will continue
to struggle. It is such a shame that, in many of our
communities, affluent and perhaps less affluent, there
are clothes shops that had their shutters down even
before we felt the impact of the lockdown.

Vibrant local high streets are central to a sense of
pride in the community and to making sure that we can
support local jobs and businesses. We want to do everything
we can to support that, but hand in hand with the
pressures facing many small businesses during this time,
there has been an unexpected boon for digital and tech
giants, as we have all had to adapt to life in different and
difficult circumstances during the lockdown. It is only
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[Bridget Phillipson]

right that we ensure that those with the broadest shoulders
help to bear the cost of the recovery that we must now
achieve as a country. It is more important than ever to
make sure that those big players are taxed properly,
reasonably and fairly.

11.45 am

There is no doubt that there is public appetite for
stronger action to make sure that multinational companies
pay their fair share. Polling carried out by Tax Justice
UK in April revealed that 87% of those surveyed think
that the Government should close tax loopholes for
corporations and individuals. The measure that the
Minister has set out is better than nothing, but it is
nowhere near good enough in scope or scale. According
to the Government’s own estimate, it is set to produce
only £280 million this financial year, increasing to
£465 million by 2023-24. In contrast, TaxWatch suggests
that the UK is losing £1.3 billion in corporation tax
from five of the biggest UK tech firms each year, thanks
to complex financial structures that take profits offshore.

Let me give some examples of what that money
might be used to support. Our NHS has been under
unprecedented strain, and our NHS workers—our doctors,
nurses, cleaners, porters and everyone else who has
played a key role—have found it really challenging. We
want to ensure that we have enough money to fund our
vital public services. That is one aspect of the measures
that the Government could be looking at, but considering
the scale of the figures that TaxWatch and others have
identified, it is clear that if we are to properly fund the
vital frontline services on which we have all depended in
this time of crisis, the Government will need to reconsider
in due course whether the measure goes far enough.

The money could be used to support growth in our
economy and provide more jobs to deal with regional
imbalances. It could deal with the funding crisis in our
NHS and could almost double school funding in the
north-east of England, although I am sure other parts
of the country would have a similar case to make in
terms of need. It is not acceptable that the digital
services tax would take several years to make less than
half of that, given the unprecedent nature of the crisis
that we are living through and the strain on our public
finances from both the immediate response and the
challenges the Government will face in easing lockdown
restrictions and returning to some level of normal economic
activity.

As the Chancellor said when he announced this measure,
the tax will be narrowly targeted at the UK-generated
revenue of specific digital platform business models,
and the Minister today outlined further exactly what
that will mean. It is carefully designed to ensure that the
established tech giants, rather than our tech start-ups,
shoulder the burden. We all want to support innovation
and start-up companies right across the country, and
enable them to create local jobs, work with our universities
and bring in the new skills that many will need in the
future.

The Office for Budget Responsibly, in its 2018 assessment
of the Government’s costings methodology, said the tax
would apply to about 30 groups. There have obviously
been modifications to the tax since its announcement,
so I would appreciate it if the Financial Secretary

outlined whether an assessment has been made of the
number of companies that he thinks will fall under the
scope of the tax.

I would like the Financial Secretary also to address
the OBR’s claim in its 2018 assessment that there is a
high degree of uncertainty around the central estimates
of the yield. As of this year, the OBR maintains that
there is medium to low certainty regarding the yield.
That is hardly reassuring, given that the gap between
those companies’ profitability and what they pay in tax
remains so large. One of the reasons why the yield
projected under the Government’s costings methodology
is difficult to calculate is that, in the OBR’s words,
global revenues in scope that relate to the UK have to be
obtained through external sources for which there is
little relevant information available. Given these problems,
it is hard to know why the Government are not pushing
for country-by-country reporting where the uncertainty
around those companies’ revenues is affecting our ability
to determine how much tax they should be paying. That
campaign has enjoyed broad cross-party support in the
House, led primarily by my right hon. Friend the Member
for Barking (Dame Margaret Hodge), who has done
tremendous work in bringing public attention to what
had been an under-recognised area.

Abena Oppong-Asare (Erith and Thamesmead) (Lab):
I completely agree with my hon. Friend’s comments.
Does she agree that large companies such as Amazon
are unlikely to be substantially affected? The Bill aims
to support start-up companies, but it does not go to the
heart of addressing big digital companies that get away
with not paying enough tax.

Bridget Phillipson: My hon. Friend makes an important
point. That is one of many concerns raised by stakeholders,
and an issue that I will be raising further with the
Financial Secretary during the course of my contribution.
As the he outlined, the measure does not capture media
streaming services either, and I intend to say a bit more
about that in due course.

The broad campaigning support that we have seen
right across the House on issues of tax transparency, led
primarily by my right hon. Friend the Member for
Barking but with considerable support from Government
Back Benchers, demonstrates the appetite both within
this House and outside for greater transparency in this
area. Tremendous work has been done by the all-party
parliamentary group and by the Public Accounts
Committee, led previously by my right hon. Friend the
Member for Barking and subsequently by my hon.
Friend the Member for Hackney South and Shoreditch
(Meg Hillier), which has continued to press the need for
greater transparency in this area. It wants the Government
to act, but it also recognises the need for greater multilateral
action. I know the Financial Secretary touched on that
point and I will come back to it later.

The Opposition understand the difficulties with
multilateral action, but we think that the Government
should provide a greater degree of leadership in seeking
to resolve the problem. Another reason why the yield as
outlined might be so low is the rate at which it is being
set: it is among the lowest in Europe. I invite the
Financial Secretary to explain why the Government
have adopted such a cautious approach when other
countries are going further. How did he arrive at the
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figure? How did he and the Government determine the
level of the tax? What assessment was made not just of
the yield and the difficulties with determining it, but of
whether it is an appropriate level? Have other stakeholders
and groups made representations on the level at which
the tax has been set?

The modest nature of the measure becomes clear
when we consider what some of the tech giants might
actually have to pay under the tax. The Minister may
well be aware of the research by TaxWatch UK, which
estimates that Facebook would face an increased tax
bill of £39 million despite estimated UK venues of
almost £2.3 billion. Google would pay slightly more:
around £168 million, based on estimated UK revenues
of £9.3 billion.

Beyond the small impact on the companies to which
the tax applies, there is the question of which companies
will not be affected by the tax. That comes to the point
made by my hon. Friend the Member for Erith and
Thamesmead. Many digital businesses such as Amazon,
which blend their activities, will be unaffected by the
measure outlined by the Minister; nor, as TaxWatch
UK has illustrated, will it apply to Apple’s hardware
business, Microsoft or Cisco Systems, none of which
involve social media platforms, search engines or online
market places.

As I said earlier, my right hon. Friend the Member
for Barking has done so much work in this area. I am
aware that she pressed the Financial Secretary earlier
this year to extend the scope of the digital services tax
to include streaming services such as Netflix, which are
not included in the measure, and he set out some of the
Government’s concerns about broadening its scope. I
want to provide a bit of background on the operations
of Netflix, on which many of us have come to rely in a
much greater way during the lockdown period. Many
online streaming services have no doubt seen a real
boost at a time when we are all trying to find ways to
spend many an hour and entertain our children in the
absence of any form of proper childcare.

Netflix’s estimated revenues from UK subscribers
was £860 million in 2018, based on analysis from TaxWatch
UK, which provides an analysis of Netflix’s corporate
structure showing that the company has implemented a
similar tax avoidance structure to those used by many
other multinational companies operating in the digital
sphere. Revenues are not collected in the country where
they are made; instead, customers are charged from an
offshore company, and profits are then moved from the
hub company to a tax haven through the use of an
intra-company transaction. Netflix’s historically low
profit margins mean that the scale of any tax avoidance
will be much lower than that of many other well-known
companies that employ similar tactics. TaxWatch UK
has argued that it is relatively easy to calculate the
revenue of Netflix in the UK: there are surveys of TV
usage that tell us how many subscribers it has in the
UK, and Netflix publishes data on average revenue per
subscriber, which is something that I imagine has grown
considerably during this time.

That returns us to the issue of fairness. Despite
receiving support from Government, many high street
businesses have struggled and will continue to struggle
for a prolonged period, while other companies have
potentially seen a big increase in their revenues during
the crisis. The Opposition urge the Government to consider
whether the measure is adequate. As argued by my right

hon. Friend the Member for Barking, extending the
scope of the tax could feasibly bring other streaming
platforms, such as video game streaming platforms,
under the ambit of the tax. That would improve its
takings and ensure that all companies pay their fair
share.

The pattern of profit shifting displayed by Netflix,
which I just outlined, reflects practices adopted by
others. It is clear that the current system for taxing
streaming services is not working. The proposed measure
would go at least some way to resolving this, but it is not
adequate.

I am aware of the Financial Secretary’s response
earlier this year to my right hon. Friend the Member
for Barking, disputing the practicability of widening
the scope of the tax, but I urge him to look again at the
issue, or at the very least to consider other means at the
Government’s disposal to ensure that all companies pay
an appropriate amount of tax. We will discuss the scope
and the yield later when debating Opposition amendments,
but I urge him to consider how we can be confident that
this measure is working as intended—not only whether
it is deriving the income that we need in order to
provide support for our frontline services at this difficult
time for the country, but whether the digital services tax
is operating as it should.

I will also highlight some of the technical issues
relating to clauses 38 to 44. Clause 39 indicates that
revenue should be apportioned on a just and reasonable
basis when not wholly attributable to a digital services
activity. Does the Minister accept that there may be a
risk in taking businesses at their word here? There may
well be some issues in how that is applied, and I would
be grateful if he could offer some reassurance in this
area. Asking businesses to apportion revenue on a just
and reasonable basis may lead them to structure their
operations or disaggregate their costs in a certain way
to avoid higher liabilities. In the absence of public
country-by-country reporting measures to create full
transparency, oversight of this will be essential. Can the
Minister confirm what will be done to ensure that this
has been calculated in a fair and open manner?

A related point is capacity within HMRC. As we have
all acknowledged in earlier discussions on the Bill,
HMRC and Treasury staff are doing tremendous work
at this difficult time for our country, and we all commend
them for their dedication and hard work. I imagine it
must be a challenging environment in which to work,
responding quickly to changes in policy and with the
need to support businesses and taxpayers alike, but
given the challenges faced, can the Minister assure us
that HMRC will have the resources and staffing it needs
to make sure that this tax is being applied properly and
that revenues are being secured? Some stakeholders
have suggested putting in place a dedicated digital services
tax team, and I wonder what consideration the Minister
and officials have given to that.

Since the legislation was first announced and consulted
on, several stakeholders expressed throughout the
consultation period concerns around whether the definitions
the Government use in these clauses are clear enough
and watertight. For instance, there is uncertainty around
whether online gambling platforms will fall under the
scope of this tax, as set out by the Chartered Institute
of Taxation. I appreciate that the legislation has been
modified since it was first announced, but I would be
grateful if the Minister could clarify the position.

131 13211 JUNE 2020Public Bill Committee Finance Bill



[Bridget Phillipson]

On Clause 43, concerns have been expressed about
the difficulty in identifying a “UK user”. The use of
virtual private networks presents an obvious difficulty
in this regard. The process of monitoring users may
also raise concerns around GDPR compliance. I will be
grateful if the Minister could set out whether that is the
case, and whether there may be difficulties in this area.

I will now touch on the international context in
which this measure has been put forward, drawing in
part on the Minister’s remarks on the need for both UK
action but also global action, as companies work across
country boundaries and jurisdictions. The international
tax system is fundamentally not fit for purpose: it has
not kept pace with the changing nature of technology
and many of the changes that we have seen in our
economy and the global economy. It was modelled on
the trade in goods, rather than services. The challenge
of how we respond to the digitisation of the global
economy continues, and goes far beyond this measure
and other measures that the Government are considering,
but the OECD has been pressing on the issue for years,
as the Minister acknowledged.

12 noon

It is regrettable that no multilateral consensus has yet
been forged. Opposition Members are clear that a
multilateral solution is the best possible outcome, but it
requires leadership—something, it has to be said, that
has been sorely lacking in recent years. I hope we will
see much greater action from the Government in pressing
the case multilaterally, demonstrating international
leadership, so that we can see a fairer solution right
across the board. In the absence of such a consensus, a
unilateral approach was always inevitable. It remains, of
course, a second-best option, and the Minister will
know that it is not one that comes without risks. We
have seen just this week the US trade representative
launch an investigation into digital services taxes, including
the UK’s. The Chartered Institute of Taxation has also
highlighted the risks of provoking retaliation, which
could affect businesses based in Britain, as we have seen
in the US response to the French digital services tax, or
of copycat measures, which may be less narrowly targeted.

Earlier this year, at the World Economic Forum, US
Treasury Secretary Steve Mnuchin suggested that the
US might retaliate with a tariff on UK car exports if the
digital services tax discriminated against US multinationals.
I know that the Government have previously said that
they would not be deterred by such tactics, but I would
be grateful if the Minister could reiterate here today
that this continues to be the case. Perhaps he could also
say a bit more about what we can expect to see in
multilateral action. What meetings are planned, and
what do the Government intend to do in leading the
world in this area? I would also like to hear reassurance
that the Government will not use this measure as a trading
chip in any future trade negotiations with the US.

On the international ramifications of the UK’s digital
services tax, the Minister will no doubt be aware of
concerns about the potential for double taxation. The
publication Tax Journal has warned that the digital
services tax may well breach both double tax treaties
and international trade law, and that point is echoed by
the Chartered Institute of Taxation. Does the Minister

agree with those assessments, and will he outline the
Government’s wider thinking about the possibility that
the measure leads to double taxation?

Finally, I would like to touch on the future of a
multilateral approach to taxing digital companies. The
OECD’s public consultation last year outlined three
proposals for the way forward on taxing multinational
enterprises, including a user participation model similar
to what has been proposed today. As Tax Journal reported
in response to the consultation, the user participation
model seemed to hold least appeal. It says that it was
widely considered to be conceptually flawed because it
was too narrowly targeted on certain revenue streams
that may be impossible to ring-fence in practice. It also
highlighted practical concerns about the difficulties of
identifying users and allocating value to such users,
which it says could render the tax unworkable.

Given that the international consensus seems to be
geared against a user participation model in the long
term, why is the UK implementing such a model? Given
how complex the implementation of this tax will prove
to be, it would arguably be wiser to create a model that
closely reflects that which will eventually be implemented.
The Minister will be aware of the direction of travel on
this issue, and I would be grateful if he could update us
on any progress towards a solution.

The Minister will also know that the OECD is expected
to publish its final report, including a consensus-based
long-term solution later this year. However, even in
normal times such a solution has been difficult to come
by. The coronavirus emergency means that Governments
around the world and the OECD are focusing on their
response to that crisis. How can we be sure that this will
not be another casualty of the pandemic? This does not
mean that the challenges of taxing the digital economy
should fall by the wayside. In fact, they are more
pressing than ever—both the domestic and global
challenges—and a solution will be arrived at only if all
countries exert the political will necessary. I urge the
Minister and the Government to redouble their efforts
in pursuit of this goal. Until that is the case, the
Opposition will continue to push for a more ambitious
approach and for greater fairness and transparency
within our system as a whole so that businesses on the
high street which every year without fail pay what is
asked of them, and other taxpayers who simply pay
what is deducted from their wages, can be confident
that those big players with access to the best possible
advice do not just shift around the profits that they
derive.

We believe that a more ambitious approach is demanded
by the unique and challenging circumstances that we
are in, and we remain concerned that the measures
today simply do not go far enough.

Anthony Browne (South Cambridgeshire) (Con): I am
generally a low-tax Conservative. I prefer lower, simpler
taxes, but I thoroughly welcome this new tax. It is
clearly welcomed across the House. The public are
frustrated at seeing these big technology companies and
other multinational corporations not paying their fair
share of tax.

I have a few observations and then one question for
my right hon. Friend the Financial Secretary. It is
absolutely welcome that he is co-ordinating globally on
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this. I have led tax talks with the OECD on things like
common reporting standards, and they take a very long
time, so it is welcome that he has come forward with a
national measure aligned with what we expect from the
international measures, and we are not waiting for the
international measures to come into place.

I notice that the shadow Chief Secretary says that the
measure has not gone far enough, but it is still one of
the first in the world and it also breaks the mould in
being a turnover tax, which the UK Government have
always resisted. As globalisation continues apace, the
arguments for turnover taxes as opposed to profit taxes
get a lot stronger and we now have one in the UK on
digital services. I suspect that in years to come there will
be arguments made for expanding turnover taxes to
other sectors.

The case was made that the tax is modest in terms of
revenue, but all taxes start out modestly. When we look
at the history of value added tax, stamp duty or income
tax, they started out modestly and tended to increase as
we saw what their impact was. The digital services tax is
an entirely new tax on a sector where we do not really
know the dynamics. The data has not been collected by
the companies, so it is absolutely right that we see what
the impact is before deciding in what way to extend it.

When I was chief executive of the British Bankers’
Association, I was involved in many discussions with
the Treasury on new bank-specific taxes. With a new
tax, it is always the case that we do not know what
revenue we will get. There is always a high amount of
uncertainty because people have not collected the data
for that tax. It is inevitable that for the digital services
tax there will be a degree of uncertainty, as has been
pointed out.

My question for my right hon. Friend the Minister is
about enforcement and implementation. The digital
services companies will have to collect a lot of data that
they might not have been already collecting. HMRC
will be dependent on them for providing the data because
it will not have direct access to all their internal accounts
and that level of detail. I want to know what work is
being done with HMRC to make sure that it can get the
right data and have confidence that the companies are
paying the amount of tax that they should be paying
and not playing games, as they are sometimes wont
to do.

Andrew Jones (Harrogate and Knaresborough) (Con):
I am also not usually somebody who likes to find new
ways to tax people in the UK. The digital services tax is
totally new, but it is the right thing to do. The clauses
detail the scope and the mechanisms for the tax and its
collection. We even have a clause with an algebraic
formula, which should certainly raise an eyebrow.
[Laughter.]

The main thing to note is that the economy is changing
fast and the tax is a part of that change. The Government’s
response is to work internationally as we plot the course
to a digital economy. Such economies are by definition
international, so it is right to respond in a multinational
way. I also know that it is very hard and takes a long
time to achieve the objectives, so it is clearly right to
proceed in the short term with this measure. Digital
firms must pay their fair share.

It is increasingly hard for Governments to raise revenue
from their traditional routes. The Government obviously
have to raise revenue to fund the public services that we
want. There is therefore an underlying, fundamental
challenge for the Treasury. Work and consumption patterns
change. I recognise that I possibly view this through the
prism of somebody who has had responsibility for
raising Government revenue—once a Treasury Minister,
always a Treasury Minister—but this tax and the thinking
behind it are the shape of things to come. Tax has to
evolve to reflect the way the economy evolves.

The rise of the digital economy means different things
for different companies. The opportunities for productivity
and environmental gains are absolutely immense, so we
must do all that we can to encourage the shift into a
digital economy. Most people encounter it through
social media search engines and online retail, which are
the target areas for the tax. The growth of online retail
has placed ever greater pressure on traditional high
street retail businesses: a trend compounded, as colleagues
have said, by the current crisis.

There have been concerns about the nature of
competition and whether there has been a level playing
field between online and offline: the argument between
bricks and clicks. We should make every effort to level
the playing field and the tax is a part of that. High
streets have a role beyond their traditional economic
role. They have a social role and bring people together.
They create hubs for communities, but they also have to
evolve to reflect the changing nature of competition,
and a more level playing field in taxation will help give
them the space to evolve.

I had some concerns that the tax may discourage
digital start-ups; we have seen a good period for start-ups
in the UK and I think that we have led Europe in this
sector. However, I think those concerns have been dealt
with by the threshold at which the tax becomes payable,
which will only capture the very largest of businesses.

So, we have a very interesting new area for taxation,
which I do not think any Government can enter into
lightly. The Minister is an old friend—we have worked
together for many years—and I commend him, because
this is not easy stuff; it is pioneering for the UK and
indeed for the world. But we have found a way forward
that updates our taxation system and introduces more
fairness to it, and through the operation of the new
system we will learn how future taxation may work. So,
as we go through further clauses in detail today, perhaps
he could comment on how any learnings from this tax
might influence and develop future taxation thinking.

Jesse Norman: All I can say to my colleagues on the
Government Benches who have made their speeches is,

“soft, what light through yonder window breaks? It is the east”—

and my hon. Friends the Members for South
Cambridgeshire, and for Harrogate and Knaresborough.
What could be finer? I thank them very much for their
interventions. If I may, I will start by responding to
those interventions and then come on to the very detailed
thrust of commentary from the shadow Chief Secretary.

My hon. Friend the Member for South Cambridgeshire
rightly made the point that taxes are, of their nature,
potentially distortive, and revenue taxes, of their nature,
in particular. It is therefore appropriate to proceed with
a degree of caution in considering how to introduce a

135 13611 JUNE 2020Public Bill Committee Finance Bill



[Jesse Norman]

tax, and to acknowledge that. He also made the point
that many taxes start modestly. I could not possibly
comment on the future direction of this tax, but I will
say that I do not think that £2 billion is a trivial sum of
money to raise from a new tax. I think the tax has been
set at an appropriate level, and officials and the Government
believe that, too.

My hon. Friend also asked whether businesses affected
by the tax will have to collect a vast array of new
information, and whether that may be burdensome to
them. This is one area where, on reflection, he may be
able to take a degree of comfort, because we are only
talking about very large businesses, and about businesses
for whom tracking users and extracting revenue from
them is what they do for a living. So, it is not our
expectation that there should be any enormous additional
informational burden; there may be a selection process
of pulling information out, but not an enormous
informational burden.

I will also point out that the approach taken is one of
self-assessment, which is to say that we expect businesses
that have UK user-generated content revenue to come
forward and self-assess. In a way, that relates to the
question put by the hon. Member for Houghton and
Sunderland South about whether HMRC has enough
resources. I am pleased to tell her that it already has a
digital team in place, whose job is to monitor this
process of self-assessment. And as with other taxes, I
have no doubt that they will become increasingly expert
in doing that and evaluating the submissions that are
made; of course, submissions will vary in their quality
and I am sure that evaluating them will be, in turn, an
educative process for tax officials at HMRC.

My hon. Friend the Member for Harrogate and
Knaresborough, a beloved former Treasury Minister,
made a couple of important points. Of course, he is
absolutely right that we are talking about a dynamic market
or sector. All markets are intrinsically dynamic and we
are talking about an intrinsically highly dynamic
sector of activity, perhaps never more so than at this
particular moment in our history, when we are seeking—
internationally and nationally—to find a whole range
of new solutions to support people and maintain the
economy. So, it is a very dynamic sector.

My hon. Friend is also right to highlight—in a way
entirely unscripted and unprepared with me—the
“pioneering” nature of this tax. It is a new form of tax,
which seeks to tax UK user-generated content. Therefore,
it is an important démarche in our history to consider
whether this is an appropriate way in which to tax. I
believe it is, and I believe that Parliament will think it is,
but we will of course continue to review and take
feedback on it. I point out that there have been two sets
of consultations on this already—an original, principal
set and then a more technical one.

12.15 pm

Having said that, I return to the wide-ranging speech
made by the shadow Chief Secretary. All I can say is
that, if this is what she does to legislation she likes,
goodness knows what she does to legislation she does
not like.

Bridget Phillipson: We like to be thorough.

Jesse Norman: I appreciate that, of course. I am
grateful to the hon. Lady for welcoming the principles
behind this, as she is right to do. For the same reasons I
described to my hon. Friends, I do not think it appropriate
to think of this as in any sense delayed. We are at the
forefront of a developing area of tax law. We have not
thought it appropriate to wait for international procedures.
I am sure that, on reflection, she would prefer that we
not have waited, both because of the revenue generated
for public services but also because we deem it important—I
have no doubt that the Labour party feels the same
way—to try to make progress in this important area,
removing what we see as ineffective rules or improving
the working of the rules within the tax code.

I think it is fair to say, without blowing the Government’s
trumpet too hard, that whether it is the diverted profits
tax, work on base erosion and profit-shifting, corporate
interest restriction rules or, indeed, on private country-
by-country reporting rules, the Government have been
at the forefront of much of the most progressive tax
changes of the past few years, which is entirely appropriate.

The hon. Lady raises the question about the relationship
with high streets. No Member of Parliament does not
feel the concern about the high street, because they go
back to their constituencies every week and see the
effects of change. It is important to be aware that this
tax is about addressing changes, or the way in which the
tax rules are not fully capturing the value that is being
generated. The high street is a rapidly evolving entity, as
has been pointed out. Many high street businesses—even
quite small ones—have online businesses of their own,
which are effective supplements to what they do. They
will not be caught by this tax, because in many cases
their activity will be too small. However, it is in those
hybrid models, which are evolving, where I think much
of the future of the high street may lie.

It is not by any means obvious that the effect of the
pandemic has been solely to privilege the online versus
the offline. Plenty of online businesses have been clobbered
by the pandemic in a way that many offline businesses
have as well.

Bell Ribeiro-Addy (Streatham) (Lab): The Minister
raises a valid point about this tax generally creating
more revenue. However, he mentions the pandemic, and
I am clear that we are heading for one of the worst
recessions in history. Does the Minister not think that
we would do best to do what European countries are
doing, with a much higher rate of tax? The £1.3 billion
that we will potentially lose is no small fee. The public
coffers need that money. Does he not agree?

Jesse Norman: I thank the hon. Lady very much for
her question. As I said, the estimate by the independent
OBR is of £2 billion over a five-year period. Our
estimate is certainly £2 billion over a five-year period. I
do not think that is a trivial amount. As has been
discussed, we of course recognise the importance of
generating revenue, but we also think it important to
introduce a tax that is sustainable and that lays a
framework that can be effective while it is in operation.
There are countries that have had higher taxes, and we
have offsetting rules regarding the interaction with those
taxes in order to create equity as between the different
jurisdictions, so it is a perfectly fair question, but we
have taken the view that 2% is an appropriate level for a
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new tax. As I said, it is a tax that we will be very happy
to take off the statute book as and when the OECD
process starts to yield effective results, which it may well
do before too long.

Bell Ribeiro-Addy: What I cannot seem to understand
is why—the Minister mentioned sustainability—if other
countries in Europe see it as sustainable and we have no
evidence to the contrary, we have decided that it is not
sustainable to have a higher rate.

Jesse Norman: That is, of course, a proper question
to ask, but we have taken the view that this is a tax that
we would like to take off the books in due course, when
there is an OECD agreement. That agreement may take
a variety of different forms; it may raise more tax or
less. Different countries have different overall tax systems
and seek to address different forms of corporate behaviour
in deriving revenue. In the UK, there are plenty of
businesses deriving revenue from user-generated content.
Some of them will be over the thresholds that we are
talking about, and those are the ones that are within the
scope of the tax.

It is absolutely open to other parties to disagree
about how they would put it, but the Government have
taken the view that this is the appropriate level for a new
tax—it is on revenue and, as I have said, is therefore
potentially distortive. We have had feedback and
consultations that reflect concerns on both sides of the
issue.

Andrew Jones: My right hon. Friend makes a valuable
point about the multi-channel operations of many retailers.
I came to Parliament from a business background that
had a mixture of high street and online retailers. From a
business perspective, the key thing is to reach customers
in the way that is right for them. By choosing either the
high street or online, businesses miss out. Customers
are open to trading in whichever way is convenient for
them, as this crisis has shown.

I want to make a comment about the taxation. Higher
taxation rates do not necessarily mean higher tax collected.
We also have to recognise that having a tax environment
that is conducive to creating a business-friendly environment
is a critical part of the economic growth that we have
seen over the past few years. We should certainly be
looking around the world to see how other countries
operate their tax systems, but drawing comparisons
with countries that are not creating wealth or jobs
might not be the way forward.

Jesse Norman: I thank my hon. Friend for that comment.
In a way, he leads me on to my next remarks in response
to the hon. Member for Streatham. He is right. The
dynamic market that we are seeking to tax is one where
revenues are not absolutely predictable; they may be
higher or lower than estimated. The tax therefore stands
in contrast to a well-established tax such as VAT, because
we can be much more certain about how much that tax
will raise.

It is also important to understand that this is not a
tax designed to penalise certain companies. The strength
of our online sector in the UK has been a very important
part of the response to coronavirus, as I have mentioned.
There is no attempt to pick out companies and target

them with the tax. There is a concern about failings in
the international tax rules, and that is what the Government
seek to address.

The hon. Member for Houghton and Sunderland
South raised the issue of multilateral action and asked
whether adequate leadership had been exercised. It has
been recognised that the OECD has made some good
progress in this area recently, which has been achieved
with a lot of urging and support from this country.
Ultimately, we all agree that international and corporate
tax needs to be addressed in a global and inclusive way.
That would be the Government’s strong preference, but
we have not waited—I do not think the hon. Lady
would want us to wait—because we think it is important
to take a lead.

It is also important to say that when we have done
that, we have tried—as one might expect with a new
tax—to target an area where there is a very clear rationale
or justification for the tax that is being levied. UK
user-generated content is a strong basis on which to levy
a tax. There is a contrast with, for example, media
streaming. The hon. Lady talks about how much she
has enjoyed various media streaming services, and I
welcome that, but we can all be relatively certain that
she has not contributed a lot of UK user content to
them—[Interruption.] Unless delight and shock are
forms of UK-generated content.

I want to reassure the hon. Lady a bit about the
apportionment of revenue. She is absolutely right that,
as the history of base erosion and profit shifting around
the world shows, many companies have found it only
too easy to move the effective location where tax is
generated. In part, this tax, by taxing revenue overall, is
designed to sidestep a lot of the temptations that might
exist to work round the edges. A very wide definition of
revenue has been adopted, and we can go into that in
more detail. As I said earlier, we require companies to
do it. It is a self-assessment scheme, and we ask companies
to designate, evidence and disclose the UK user-generated
revenue of the different kinds that we have touched on.

On GDPR, which is the relative question, the legislation
has been written so that businesses are expected to use
information that they already have to make the
determination. We believe that it is compatible with
GDPR, and that it draws on data that is already collected.
We are not inviting the groups to collect new information
that might be in some sense at odds with people’s rights
or in contravention of the law, and of course they will
have their own GDPR processes to follow. As I have
said, many of them collect a great deal of information,
including IP addresses, delivery addresses, billing addresses
and so on. To come to a point that the hon. Lady made
earlier, that is another reason why the use of virtual
private networks is more of an in-principle worry than
an actual worry, because famously, so much other
information is collected about the users of those services
from multiple sources. That should help them to make
those disclosures.

The hon. Lady asked about double taxation. It is true
that some businesses will pay both UK corporation tax
and the digital services tax. For reasons of international
law, we are not capable in law of discriminating in
favour of UK businesses, and we are not going to. The
point, though, is to design a proportionate tax with a
low rate, and another reason why we have chosen that
rate is that we do not wish to be any more distortive or
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invoke any more double taxation than is absolutely
necessary. As I said, our preference is to move to a
global solution.

The hon. Lady talked about international leadership.
We look forward to a day when the OECD will be able
to pass an agreed set of rules with multinational support
that give a proper basis for the levying of tax. As she is
aware, a number of proposals are under discussion.
They and the processes that generated them are well
described in the House of Commons Library note, and
I encourage any Members who want more detail to look
at that. The Government are clear that we will maintain
this tax until the OECD passage of agreement—there
may be other supervening factors—causes us to remove
it. I commend the clause to the Committee.

Question put and agreed to.

Clause 38 accordingly ordered to stand part of the Bill.

Clauses 39 to 44 ordered to stand part of the Bill.

Clause 45

MEANING OF “THE THRESHOLD CONDITIONS”

12.30 pm

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clauses 46 to 50 stand part.

Jesse Norman: We now come to clauses 45 to 50. The
last discussion was quite a long one, but hopefully it
was helpful in framing the overall legislation within
which we can now discuss the more specific elements, so
we may not need to dwell as long on these parts.

Clauses 45 to 50 set out how the digital services tax
charge will be calculated. The Government have sought
to ensure that the DST is proportionate and charged
only to those businesses that are best able to generate
significant value from their users. As such, it will apply
only to groups with annual global revenues from the
named services of over £500 million. DST will be charged
only on those revenues where they are attributable to
UK users and only on amounts above £25 million.

Clauses 45 and 46 set out the thresholds and the
allowance, and they set the rate of the charge at 2%. A
DST tax rate of 2%, as we have discussed, ensures that
digital businesses will make a fair and proportionate
contribution to our public finances. Clause 46 also sets
out how each member of a group should calculate their
DST liability.

The Government recognise that some businesses
have concerns about levying a tax on revenues rather
than profits. That is why our strong preference is for a
long-term profits-based global solution. That can be
implemented only following an international agreement,
however, so although the DST applies to revenues, the
alternative basis of charge will reduce the charge for
businesses with low profit margins or losses on their
chargeable UK activity. Clauses 47 and 48 therefore set
out the alternative basis of the DST charge and how
DST liability should be calculated on that basis.

Online marketplace transactions will occur between
two users, and those users may be based in different
jurisdictions. Where one of those users is a UK user,
revenues attributable to the transaction will be subject
to the UK DST. Where the other relevant jurisdiction
also levies a DST, however, there is a risk that the
revenues could be taxed twice. Clause 49 sets out the
relief for certain cross-border transactions, minimising
that risk by ensuring that, in such cases, only 50% of the
relevant revenues will be subject to the UK DST. Finally,
clause 50 sets out when DST payments are due and
payable.

Together, the clauses mean that the DST charge is
proportionate while ensuring that digital businesses pay
a UK tax that reflects the value they derive from UK
users. Overall, as I have noted, the tax is expected to
raise up to £2 billion over the next five years in a
proportionate and responsible way.

Bridget Phillipson: As the Minister said, we have
discussed at length the broader implications and the
necessary measures set out in the clauses, but I have
some technical issues relating to them.

On clause 46, the Institute of Chartered Accountants
in England and Wales has said that,

“given the potential compliance burdens imposed by the DST, it
is important to ensure that smaller digital businesses are not
burdened by DST, so the inclusion of a £25m allowance looks
reasonable but should be kept under review.”

On a similar but more general note, the Chartered
Institute of Taxation has warned that some businesses
will be undertaxed while others may be overtaxed. As
we have said before, it is our position on the Opposition
Benches that in these challenging times, those with the
broadest shoulders should bear more of the load. Can
the Minister confirm that he will keep the measure
under review to ensure that companies, particularly
smaller companies, do not pay more than their larger
counterparts, to avoid the distortions that he talked
about emerging all the time?

There are perhaps more substantial concerns around
clauses 47 and 48 on the so-called safe harbour provision.
As HMRC has stated, that is intended to ensure that the
tax does not have a disproportionate effect on business
sustainability in cases where a business has a lower
operating margin from providing in-scope activities to
UK users. Its inclusion is obviously well-intentioned,
but some assurances will be welcome. It is clear that
multinational companies are often adept at structuring
their operations in a way that reduces their tax liabilities.
Are there safeguards in place to ensure that the safe
harbour provision is not used for such a purpose?

Clause 48, for instance, contains a list of excluded
expenses that cannot be deducted from a company’s net
profit, which goes on to form the basis of the alternative
charge. The list, however, does not include royalties, and
I am grateful to TaxWatch UK for drawing attention,
through the research that it has done, to the implications
that that might have, because royalties are at the heart
of tax avoidance practices perpetrated by some digital
tech companies. It describes how most of those companies’
profits are attributable to various types of intellectual
property that they have developed.

By artificially locating the intermediate and ultimate
legal ownership of the intellectual property in avoidance-
facilitating jurisdictions and tax havens, those companies
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can avoid tax on UK royalties, and ultimately reduce
their taxable profits in the UK. Why, therefore, are
royalties not included on the list of excluded expenses?
Surely the Minister would accept that that is a potential
failure to adequately tackle the use of royalties to
reduce tax liabilities, and might further incentivise the
use of the safe harbour provision by larger tech companies,
which will in turn be able to reduce their taxable profits
through their practices with regard to royalties.

More broadly on the safe harbour provisions, the
Institute of Chartered Accountants in England and
Wales has also said that in spite of those, it is still
concerned that low-margin businesses could face a very
high rate of tax on UK-allocated profits. Will the
Minister address those concerns?

On clause 49, the Chartered Institute of Taxation has
highlighted that the interaction with other national tax
regimes, including broadly similar but subtly different
unilateral taxes in other countries, will still mean some
double taxation, which the Minister talked about in our
earlier debate. It describes this as a rough and ready way
of reducing such instances by reducing the revenue
chargeable by 50% if it arises from a transaction where
a user in respect of a marketplace transaction is normally
located in a country that operates a similar tax to the
DST. Does the Minister agree with its assessment?
What analysis has been done in that area? Has consideration
been given to other possible approaches to reduce the
risk of double taxation?

Jesse Norman: I thank the hon. Lady for her questions.
She asks whether the £25 million threshold has the
effect of clobbering small businesses. Our view is that
the purpose and effect of the thresholds is to levy the
tax on the businesses that are best able to afford it, and
that to have a global revenue base of £500 million and
revenue attributable to UK users above the £25 million
threshold is in itself a basis that excludes a vast number
of small start-ups—which might turn out to be wildly
successful and effective unicorns. We do not believe that
the threshold will inhibit growth. If this is a direction in

which tax will be going over time, as I rather think it is
and as colleagues have suggested, an awareness of
how tax will bear on future revenues and profitability is
in itself an important part of any business’s market
development.

The hon. Lady raised a concern about the safe harbour
alternative charge arrangements. That is designed to
ensure that the DST is not punitive for businesses with
low profit margins or losses, and I think that is appropriate.
At the margin, there is a risk that some businesses might
try to reconfigure their activities to qualify for that, but
I think it will be relatively clear to the Revenue from
self-assessment when a business that is intrinsically
high-margin is disguising that or is, essentially, seeking
to utilise the alternative charge unfairly. It is worth
saying that the alternative calculation applies only to
in-scope UK activity, so businesses will not be able to
reduce profit margins by using out-of-scope or non-UK
activity. That is an important safeguard.

The hon. Lady asked about royalties. The tax is
designed to work based on the consolidated figures of
groups as groups. The concern about royalty payments
is that, typically, royalties are used within groups to
move revenues around, so, from a gross standpoint,
they tend not to fall within the scope of the revenue
charge, and they should not. Of course, from a tax-principle
perspective, there are perfectly legitimate royalty uses
and payments that one would want to continue to allow
in any case. The alternative charge takes into account
only expenses in the consolidated accounts, and is not
therefore principally touched by the concern about intra-
group royalties, for the reasons that I have described.

Question put and agreed to.

Clause 45 accordingly ordered to stand part of the Bill.

Clauses 46 to 50 ordered to stand part of the Bill.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

12.43 pm

Adjourned till this day at Two o’clock.
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Public Bill Committee

Thursday 11 June 2020

(Afternoon)

[SIOBHAIN MCDONAGH in the Chair]

Finance Bill

Clause 51

MEANING OF “THE RESPONSIBLE MEMBER”

2 pm

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

Clauses 52 to 55 stand part.

That schedule 7 be the Seventh schedule to the Bill.

The Financial Secretary to the Treasury (Jesse Norman):
Clauses 51 to 55 come under the broad heading of a
duty to submit returns in relation to the digital services
tax. Having established that a group has DST revenues
above the thresholds, it is appropriate for a group
member, the responsible member, to provide Her Majesty’s
Revenue and Customs with the necessary information
to assess the tax. That is a sensible way of requiring
groups to administer the tax. They need to submit a
return to Her Majesty’s Revenue and Customs only
when there is a potential liability, and they can stop
doing so when it is clear that there will not be a future
liability.

The group will be required to continue to submit a
single return for each accounting period until an officer
of HMRC provides a direction for the group to stop.
The direction to stop will be given only when it appears
that the threshold conditions will not be met. Put
simply, the responsible member will be the point of
contact between HMRC and the rest of the group. The
effect is to make administering the new tax easier for the
groups that will be liable for DST and for HMRC. It
means that only a single return for HMRC will need to
be produced when a group assesses its DST liability.

Clause 51 sets out which members of the group can
be the responsible member and what can prevent a
company from being a responsible member. Those are
sensible precautions to reduce the burden of the tax as
much as possible, recognising that it is intended to be a
temporary tax. As we have already noted in Committee,
groups are dynamic with members joining and leaving
all the time. The best choice as the responsible member
for a group at one stage may no longer be the best
choice later. It is therefore necessary for groups to have
the ability to change the responsible member, but where
that happens, it is important that nothing is lost by the
change of company, which is achieved by clause 52.

Clause 53 sets out the duty for a group to notify
HMRC when it has met the DST threshold conditions
set out in clause 45. Groups will have 90 days from the
end of the accounting period in which they meet the
threshold conditions to make the notification. It is

important to say that we have listened to businesses in
requiring notification after the period to which the
notification relates, which gives groups the opportunity
to collect the fullest information possible before making
contact with HMRC to notify it of any liability.

As I have mentioned, groups are organic and details
will change. Clause 54 sets out the duty for a group to
notify HMRC when there is a change to the details
registered under clause 53. Finally, clause 55 sets out
the obligation of the responsible member to submit a
return of information to HMRC.

The clause also introduces schedule 7, which provides
further details about the obligations of the group and
HMRC in relation to the return and ensures by that
means that the figures and the return are complete and
accurate. As the tax is new, a new set of rules is required
to ensure that HMRC has the powers necessary to
ensure that the correct amount of tax is paid by those
from whom it is due. The new rules borrow and draw
from existing concepts that will be familiar to many tax
practitioners. The schedule does not grant HMRC any
further powers in relation to the tax that do not already
apply to other existing taxes. It grants companies the
protections from those powers that they would expect
from a fair and balanced tax administration. With that
in mind, I commend the clauses and the schedule to the
Committee.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): We have no real issue with the clauses, as they are
understandable in the context of the overall measures
proposed.

I will draw the Minister’s attention to some technical
concerns raised by the Institute of Chartered Accountants
in England and Wales, which I hope he can address. In
September 2019, it wrote:

“Given the complexities which a business could encounter in
identifying and quantifying DST revenues, we are concerned that
notification within 90 days of the accounting period is unhelpful.
It would make sense to tie this notification into the deadline for
filing accounts—6 months for a plc or 9 months otherwise”.

The institute also states that there should not be a need
to notify HMRC in advance of the payment deadline,
as

“businesses will require more time to review their accounting
records, analyse and quantify revenues to decide whether they
are”

required to pay under the tax. It recognises that such
obligations would not pose a problem for larger digital
companies, but would be more problematic for marginal
cases requiring “advice and review”, so

“the notification deadline should be aligned with the payment
date.”

Regardless of whether we believe that the measures
go far enough, or whether the tax is set at an appropriate
rate, we believe that its implementation and administration
should be fair, to give businesses—in particular those
that fall on the margins of the scope of the measure—
adequate time to provide accurate calculations of what
they should be paying. I invite the Minister to respond
to those points to provide some clarification.

Robin Millar (Aberconwy) (Con): As much as we
have heard excellent contributions on matters of delivery
and on technical matters, which are far beyond my
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knowledge of accounting and such, it strikes me that, as
we are talking about the introduction of a new tax, this
is the moment at which we should reflect on its meaning
and on the purposes behind it.

The phrase that caught my eye is in clauses 53 and 54
—“Duty to”. My sense is that tax should not be, or
should not only be, a catch-up exercise—chasing after
developments in industry and the disruption brought to
different sectors. Nor should it be about how much
money we gather, although that is clearly of keen and
close interest to us. It is also about the privilege of
membership of a community and of participation in
the UK economy. I find it interesting that it falls to a
Conservative Government to introduce a tax such as
this, which I consider to be progressive in its nature and
intent.

In support of that, I pray in aid consideration of the
principle of permanent residence, for example. Permanent
residence was traditionally attached to the ability to
trade in a nation, and tax therefore followed. If not
trading in—that is, without that permanent residence—
someone would be trading with, so coming under a
different regime. Now, we have disruption in the digital
economy, which means that we are trading in even
though there is no permanent residence.

I also point to the development in the understanding
of value over the years. At one point, value was measured
in amounts of gold, so the question was one of setting a
price, or offering gold in return for something; that was
in essence a measurement of weight. The free trade
argument slugged that one out with the mercantilist
over many years, but the free trade argument won
because it made the case effectively that the value of
gold could be expressed in terms of the labour required
to extract it. Discussions of value therefore moved from
a physical object to the notion of labour.

As the Financial Secretary to the Treasury mentioned
earlier, we are now talking about user-generated value.
The notion of value itself has changed, and there are
many debates about what value is and how it is best
measured and captured. I suggest that they are extremely
relevant to a discussion of tax, especially the introduction
of a new one.

To look at tax solely in terms of being punitive, a
“fair share” or a certain quantum, is to miss the point.
Returning to the issue of leadership that was mentioned
this morning, tax properly administered is surely more
than a statement of how much money we can collect. It
is more a statement of what we are trying to become—tax
used as an instrument of government. What kind of
society do we wish to become? It is not even, as might
be suggested, a statement of how well we can co-ordinate
with other nations. For this Government—I am interested
in whether the Minister agrees with me—it is a statement
of leadership, of what we are trying to become as a
nation and, in particular, how we are trying to capture
value through the proper encouragement of those industries
as they participate in our economy.

Jesse Norman: Let me start with the interesting remarks
made by my hon. Friend the Member for Aberconwy. I
think he is absolutely right to notice and bring to public
attention the question of the basis of tax. He is absolutely
correct to call upon an idea of tax as a privilege and
obligation associated with membership of a community,

and to highlight that that notion of tax, which in some
sense has always been implicit in the idea of tax, is
being drawn upon in this wider sense of a UK user
contribution. He is absolutely right about that.

All government derives from the consent of the governed,
as the cliché goes; but in order to give that consent, the
governed must feel not merely that the tax is fair and
equitable in its own right, but that it springs from a
conception of government that fundamentally puts the
wellbeing of society at its heart. In that sense, it is about
not just an economic or fiscal change, nor necessarily
who we want to become, but, as my hon. Friend said,
who we are. It will come to no surprise to members of
the Committee that I think Edmund Burke—one of my
great heroes—put this well when he spoke about a
nation as a moral idea. That is why the nation has
historically been the basis of taxation: the nation provides
the consent and, therefore, the guarantee of future
taxation, which can underlie effective long-term public
spending.

Going slightly beyond that point, it is notable that
when crisis hits a country, that country and its Government
must draw on that moral capital in pulling the alarm
cable and using the power of taxation to secure future
borrowing or future public spending that may be required
to address the crisis. There is a very deep way in which
my hon. Friend is getting to the centre of a very
important fact about human life in democratic society,
so I thank him for that.

On the more mundane and practical, but none the
less vital points that the hon. Member for Houghton
and Sunderland South made about notification periods,
I will simply say this: these are businesses that keep this
data in real time. Of course, it is by no means only UK
companies that are caught by this tax. The whole point
of a UK user contribution is to capture companies’
revenue sources that might be derived from UK users
and from that sense of community my hon. Friend the
Member for Aberconwy mentioned, but without being
resident as such in a formal tax sense in this country.

The data is immediate. The tax does not merely apply
to UK companies. It does apply from the end of an
accounting period—90 days after the end of an accounting
period. We think that is a proportionate, appropriate
and internationally recognised way of levying this tax.

Question put and agreed to.

Clause 51 accordingly ordered to stand part of the Bill.

Clauses 52 to 55 ordered to stand part of the Bill.

Schedule 7 agreed to.

Clause 56

MEANING OF “GROUP”, “PARENT” ETC

2.15 pm

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clauses 57 to 59 stand part.

Jesse Norman: This group of clauses is again of a
rather technical character and deals with some of the
more detailed technical requirements of the new tax.
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[Jesse Norman]

Clause 56 sets out the definitions of the terms “group”
and “parent”, which are used to define the companies
and revenues that will be taxable for the purposes of the
digital services tax. It should be read along with clause
57, which makes it clear that the definition of “group”
will be the same as that used for accountancy purposes.
The choice of using accountancy definitions to define
the group is, again, to reduce the burden of this new tax
and to make it as straightforward and comprehensible
as possible. Wherever possible, the Government are
seeking to minimise the burden of administering the tax
by using concepts that already exist and are in common
use, if for other purposes.

Clause 58 sets out the conditions that determine if a
group has remained the same in different time periods.
That will be relevant when members of a group change
through acquisition, disposal or otherwise over time.
Like the changes to the responsible member, these everyday
business transactions of companies joining and leaving
groups should not prevent the tax operating correctly
and this clause ensures that these changes do not prevent
the tax from applying.

Finally, clause 59 sets out the treatment of two or
more entities that are treated as stapled to each other
and are subsidiaries of a “deemed parent”. This is a
technical measure designed to enable the tax to work as
intended in the widest possible circumstances. I therefore
commend these clauses to the Committee.

Bridget Phillipson: These clauses are technical in nature
and we have no questions to ask of the Minister.

The Chair: I cannot imagine that the Minister wants
to sum up.

Jesse Norman: No, I am entirely content with the
summary that has been given by the hon. Lady.

Question put and agreed to.

Clause 56 accordingly ordered to stand part of the Bill.

Clauses 57 to 59 ordered to stand part of the Bill.

Clause 60

ACCOUNTING PERIODS AND MEANING OF “A

GROUP’S ACCOUNTS”

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clauses 61 to 63 stand part.

Jesse Norman: These clauses, which are again of a
thoroughly technical nature, provide more details on
some of the aspects we have been discussing already in
relation to the digital services tax.

Clause 60 sets the time period over which a group will
account for revenues from relevant business activities
for DST. This will usually be the period of account of
the parent company of the group, which reduces the
administrative burden as far as possible for these groups.

They will be able to use figures they collect for other
purposes wherever possible.

Clause 61 sets out how revenues and expenditure will
be apportioned when a group’s period of account does
not coincide with an accounting period. For example,
many groups make up their accounts to 31 December
each year. For 2020, their accounts will be for the
12 months to 31 December. However, for DST, their
accounting period will only be nine months, from 1
April 2020 to 31 December. There is a mismatch in
periods, and this clause enables the accounting figures
to be used for DST by taking the correct proportion of
those accounting figures.

Clause 62 sets out what is meant by

“revenues arising, or expenses recognised, in a period”

for the purposes of the DST legislation. Both of those
terms mean the figures recognised in accordance with
the applicable accounting standards for that period.
Again, this demonstrates that the Government are seeking
to minimise the burden of administration as much as
possible by using figures that already exist for other
purposes. Finally for this group, clause 63 sets out the
definition of various terms relating to accounting standards
for the purposes of the legislation. I commend these
clauses to the Committee.

Bridget Phillipson: Once again, these clauses are technical
in nature, and we have no further comments for the
Minister in this area.

Question put and agreed to.

Clause 60 accordingly ordered to stand part of the Bill.

Clauses 61 to 63 ordered to stand part of the Bill.

Clause 64

ANTI-AVOIDANCE

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

Clause 65 stand part.

That schedule 8 be the Eighth schedule to the Bill.

Clauses 66 to 69 stand part.

That schedule 9 be the Ninth schedule to the Bill.

Clause 71 stand part.

Jesse Norman: These clauses and schedules, again
technical in nature, are also essential to the effective
working of the digital services tax. Clause 64 sets out
anti-avoidance provisions for the tax, and I make clear
that the digital services tax has not been introduced to
counteract avoidance of other taxes by digital groups. It
is not about targeting particular businesses; it is a
temporary measure designed to address failings in
international tax rules. This clause provides HMRC
with the power to counteract arrangements that may be
designed or used to reduce the amount of DST that a
group may have to pay. There are also safeguards within
the clause that ensure the counteraction provisions do
not apply when the tax advantage obtained was within
the spirit of the rules.
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Clause 65 sets out the process by which HMRC can
collect unpaid DST liabilities from other members
of the same group. This is particularly relevant to DST,
as the companies liable to the tax may not be resident in
the UK. Therefore, to assist HMRC in collecting unpaid
debts, it will be possible for it to issue a notice to other
members within a group it intends to collect the debt
from.

Schedule 8 is introduced by clause 65, and provides
further detail about how the notices operate. The combined
effect of clause 65 and schedule 8 is to ensure that
unpaid debts are collected wherever possible.

Clauses 66 and 67 set out at which rate, and when,
interest will be due or required on DST payments that
are made early or late, as the case may be. This will
mirror the rates and timings found in corporation tax,
and will therefore be familiar to many practitioners.

Clause 68 sets out that any DST liability is recoverable
as a debt due to the Crown, the effect of which is to
ensure that HMRC can collect any amount of DST that
goes unpaid.

Clause 69 simply introduces schedule 9, which sets
out provisions for minor consequential amendments in
other enactments that are required as a result of the
introduction of the DST. Primarily, these relate to interest
rates, penalties and other tax administration processes.

Clause 71 sets out the meaning of various key terms
used in the Bill relating to DST, and I commend the
clauses and schedules to the Committee.

Bridget Phillipson: We have no substantial issue with
these clauses, and obviously we welcome the inclusion
of an anti-avoidance provision. As has been evident
throughout the course of the discussions in Committee
on this section of the Bill, it is a complex area, and we
know that many large digital companies use intricate
methods with considerable skill in order to reduce their
tax liability. I mentioned earlier that some stakeholders
have referred to the need for extra capacity at HMRC to
make sure that this tax is properly administered and its
impact properly accounted for. How confident is the
Minister that anti-avoidance strategies will be adequately
detected when the overall difficulties in administering
the tax are taken into consideration?

Moreover, the Government’s website states that HMRC
must counteract such arrangements by making such
adjustments as are just and reasonable. The Minister
touched on this in some of our earlier discussions, but I
would be grateful if he could elaborate on exactly what
a just and reasonable adjustment for tax avoidance
arrangements entails. As I have already set out earlier
today and in other debates we have had, the scale of tax
avoidance practices by digital multinational enterprises
is large and the methods that they adopt are intricate.
The Government’s record so far in this area does not
inspire a great deal of confidence on the Opposition
Benches, and I would be grateful if the Minister could
allay some of our concerns in this area.

Jesse Norman: I am grateful to the hon. Lady for
raising those questions.

The first question she raised was about extra capacity.
I think we touched on this already, but it is worth just
saying that HMRC already has a digital services team in
place. The tax requires, in the first instance, companies
to come forward with a process of self-assessment, which

HMRC can then assess and view. From that point of
view, this is a tax that is designed to minimise administrative
burdens, not merely on the groups being taxed but on
HMRC itself.

It is also worth saying that one of the extraordinary
aspects of the past few months has been that HMRC
has been able to show itself remarkably flexible in the
way it has operated, and this might be a moment to pay
due tribute in respect of that. Although it is an enormous
organisation, it has been very flexible in several different
areas. The first was in reconfiguring its business to be
able to deal with staff absence in the face of coronavirus,
which has been extremely effective. The second has been
in being able to configure its services in order to match
the evolving demand. A classic example would be that
many services that were being handled by telephone
interactions are increasingly being handled by text
interactions or chats. Many services that were being
handled through office phone interactions are being
handled through phone interactions at home.

HMRC has been very flexible in that regard. Almost
the most salient aspect is that it has been able to bring a
succession of schemes into play, such as the furlough
scheme, the self-employment scheme and the statutory
sickness pay scheme. That flexibility of organisation
has allowed it to move incredibly quickly to put those
schemes in place and thereby support the lives and
livelihoods of millions of people. If someone had asked
me at the beginning of year whether I would be publicly
accountable for an organisation that would end up
supporting the lives and livelihoods of some 10 million
to 11 million people, I would have been very surprised
indeed, but that is what has happened. I pay great
tribute to the officials and staff at HMRC, and of
course the Treasury, for their public spirit and service.

The hon. Lady asked how confident I am about
anti-avoidance. Of course, anti-avoidance is an ever
shifting and evolving pattern, and it is right to raise that
question. If the past is any guide to the future, there will
prove to be aspects of avoidance that are not contemplated
at the moment and against which we may have to take
future care, but the Bill provides a very broad capacity
for HMRC to counteract arrangements that are designed
to reduce the amount of tax that the group may have to
pay through the digital services tax.

2.30 pm

This can apply to any type of arrangement that
appears to have, or in fact has, a main purpose of
achieving a tax advantage. An example might be that a
group could attempt to reduce its DST liability by
arranging with willing customers to provide valuable
digital services for free and instead charge very high fees
for an item of trivial value that the customer does not
need. The effect of that would be, pretty plainly, only to
reduce the amount of DST to be paid, and of course
the group might argue that that revenue was unconnected
to the digital service. The clause prevents such behaviour.
Were such an arrangement to exist, the taxable revenue
figure would be adjusted accordingly, to ensure that no
tax was avoided. There are also safeguards, as we have
discussed.

The tax, in general, is hard to avoid because it is
based on a group’s revenues and on the location of the
user, so although one cannot predict the future in any
great capacity, the breadth of the legislation allows it to
head off a lot of putative tax avoidance in advance.
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There is a “just and reasonable” rule. Where it can be
argued that an arrangement does not have the main
purpose of avoiding the DST, it gives scope for HMRC
to recognise that, and therefore not to catch it within
enforcement proceedings. That is a fair and equitable
adjustment process that respects the natural justice that
we would always associate with a well-levied tax.

Question put and agreed to.

Clause 64 accordingly ordered to stand part of the Bill.

Clause 65 ordered to stand part of the Bill.

Schedule 8 agreed to.

Clauses 66 to 69 ordered to stand part of the Bill.

Schedule 9 agreed to.

Clause 70

REVIEW OF DST

Bridget Phillipson: I beg to move amendment 7, in
clause 70, page 53, line 8, leave out “before the end of
2025” and insert “within a year of Royal Assent and
annually thereafter”
This amendment would require the Government to report on the DST
annually.

The Chair: With this it will be convenient to discuss
new clause 11—Digital Services Tax: review of effect on
tax revenues—

(1) The Chancellor of the Exchequer must make an assessment
of the net effect on tax revenues of the introduction of the
Digital Services Tax and lay a report of that assessment before
the House of Commons within six months of the passing of this
Act.

(2) This review must also include an assessment of the revenue
effect of the Digital Services Tax on tax payable by the owners
and employees of Scottish Limited Partnerships.

This new clause would require a Government assessment of the effect on
tax revenues of the DST, and in particular the change in revenues
associated with Scottish Limited Partnerships.

Bridget Phillipson: Clause 70 would require the Treasury
to conduct a review of the digital services tax before the
end of 2025. Our amendment 7 would require a report
to be provided annually. It has become clear from our
debates in Committee today that the tax poses a number
of different challenges to businesses and Government
alike. That is why we have tabled an amendment that
calls for a yearly report on the tax.

Earlier in our discussions, I highlighted that there is a
substantial gap between the revenues of multinational
digital companies and their tax liabilities, and that they
are ultimately estimated to be underpaying on what is
required. Even the Government’s modest predictions of
what the tax will generate are in question. I appreciate
that, as we discussed earlier and this morning, it can be
difficult to arrive at such estimates with any degree of
certainty. That said, the figures for the amounts that the
Government intend the digital services tax to generate
are quite modest.

I refer again to the OBR’s assessment of the
Government’s costings methodology in 2018. It said:

“Every stage of this costing is uncertain. We have assigned
uncertainty around data as ‘high’, uncertainty around behaviour
as ‘medium-high’ and, given the complex multi-stage costing
methodology, uncertainty around modelling as ‘very high’.”

Part of that is due, the OBR states, to behavioural
responses, which could include

“reclassifying revenue currently in scope as being out of scope,
particularly for groups with mixed business models; altering
business models to generate new revenue streams that are out of
scope; and profit shifting. The costing allows for attrition rising
to 30 per cent by 2023-24.”

It is clear that the already limited takings of this tax
could be reduced further by the practices of digital
companies to reduce their liabilities. Yearly reporting
would confirm whether such concerns are justified and
would highlight what more the Government need to do
to ensure that such companies pay a fair and appropriate
amount of tax. A detailed yearly report would also help
us to understand the distributional impact of this tax—
whether, as the Chartered Institute of Taxation notes, it
under-taxes businesses with high profit margins and
over-taxes those with low profit margins.

The merits for regular reporting are also made clear
in the Government’s response to their consultation in
July of last year. They noted that respondents to the
consultation believed that thresholds for the tax should
be reviewed and potentially increased over time, given
that the digital sector is characterised by rapid growth.
Again, as we heard from Government Members, the
pace of change in technology requires us to be fleet of
foot in our response. Does the Minister not agree that
the arguments put forward in his own Government’s
consultation make the case for more regular reporting,
and even a review of these measures?

Despite the strong justification for regular and
transparent reporting, the Government have committed
only to a review by 2025. We find it strange that they
are unwilling to consider a more regular review of
what is, to put it quite lightly, a contentious tax, even if
one accepts the principles underlying it, as Opposition
Members do.

As I have said throughout the debate, the times we
are living through demand much more ambitious action.
It is imperative that those with the broadest shoulders—
including the digital giants, who are doing pretty well
out of this crisis—bear a responsible amount of the
burden. I am sure that the Minister would acknowledge
that that reflects public sentiment on this issue, which
has shifted over time; that is why the Government felt
capable and confident about bringing forward this tax
in the first place.

Perhaps the Government’s unwillingness to report
regularly on the tax is a case of managing expectations,
as highlighted by the Chartered Institute of Taxation,
which says that the measure is not

“aimed at stopping profits arising in the UK being shifted by
multinationals out of the UK to tax havens”,

adding that

“it is unlikely to raise amounts that materially affect the country’s
finances, particularly in the context of the amounts being spent
on COVID-19 measures.”

Therein lies the importance of yearly reporting, so that
we can see how much these companies pay in tax, and
whether more needs to be done.

That brings us to some wider issues around tax
transparency and the Government’s approach to supporting
companies during this crisis. We appreciate that the
Government had to respond with real speed in making
sure that people stayed in work and that our companies
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remained afloat in order to emerge from this period.
However, at the same time, there can be no excuse for
the level of tax avoidance in the UK in recent years. The
vast majority of businesses do the right thing, including
the many on our high streets that are so well respected
and are very much regarded as part of the community,
providing a much broader service to the public. I think
there will be a growing public expectation that businesses
should see that there is fairness within the system.

That is why we have also been urging the Government,
in the measures brought forward both here and more
broadly, to consider issues around fair tax practices,
environmental standards and preventing share buy-backs
where pandemic-specific Government and public support
is offered to particular industries. One need only look at
the action taken by the Labour Government in Wales to
understand that it is possible for the Government to
bring forward additional measures to safeguard public
money, so that we do not see abuse in this area and that
we see fair and just tax practices.

We discussed international co-operation and the need
for a multilateral response. The Minister will be aware
that my hon. Friend the Member for Liverpool, Walton
(Dan Carden), who is also a member of our Front-Bench
team, has raised with him in parliamentary questions
some issues around building support at an international
level for comprehensive and effective reform of the
taxation of multinationals, instead of advocating partial
patch-up measures targeting only the very large, highly
digitalised companies, while continuing to adopt unilateral
measures such as the diverted profits tax.

The issue around tax transparency specifically is that
the UK will not allow the OECD to publish aggregate
country-by-country data. I am aware that the Minister
said in response to my hon. Friend that that was because
of technical deficiencies within the system. I would be
grateful if he said more about that. We all want to
understand any efforts being made by some of these
multinationals to avoid paying their fair share, and we
all want to make sure, at this time of national crisis, that
our public services can rely on the funding they need to
get through this time.

If the takings of the tax turn out to be as limited as
some might fear, it would of course further the argument
that we need to implement more wholesale and ambitious
measures to tax multinational digital enterprises. That
is the approach that the Opposition will continue to
call for.

I also want to highlight a concern raised by many
stakeholders, including the Chartered Institute of Taxation,
that there is no sunset clause in the legislation. Does the
lack of such a clause suggest that the Government are
willing to maintain this measure indefinitely, despite its
imperfections; or will they continue to keep it under
review? If the latter is the case, it strengthens the argument
for annual reporting.

Finally, the new clause tabled by the SNP appears
constructive. In many ways, it is similar to our amendment
on assessing the effect of the tax, although perhaps
within a timeframe within which its impact will not
have been fully felt. Although we are sympathetic to the
proposal, I should be grateful to hear a bit more about
the aspect of the new clause that relates to Scottish
limited partnerships.

Jesse Norman: I very much appreciate the hon. Lady’s
comments. I will speak to the amendment and to clause
70, as well as to the SNP’s new clause 11.

Clause 70 requires the Government to review the
DST and submit such a review to Parliament in 2025. It
is a Government priority to secure an appropriate global
solution to the corporate tax challenges posed by the
digital economy, as we have discussed. As we have also
said, once such a solution is in place, the DST will be
removed.

Should the DST remain in place in 2025, the review
will consider whether it continues to meet its objectives
and whether international reform means that it is no
longer required. However, it remains our strong preference
to agree and implement an appropriate global solution,
and to remove the DST as soon as possible.

The hon. Lady raised a point about the absence of a
sunset clause. The 2025 review allows a context in which
the Government can have an in-the-round consideration
of whether this tax—were it, unexpectedly, still on the
statute book—was doing its job and if it is, how it could
be improved, and if it is not, where it could be tweaked
to further advantage.

The amendment would require the Government to
produce a review of DST annually rather than in 2025.
It is not clear what the hon. Lady means by a review, but
there are already very substantial processes in place.
HMRC regularly reports on the taxes that it is responsible
for collecting and DST will be no exception to that. It
will be possible for parliamentarians and the public to
scrutinise what tax has been collected by this measure.
It is a new tax, so there may be some variety or it may
come in higher or lower than expectation.

A review in 2025 as a backstop ensures that, should
the DST remain in place at that point, its continuing
relevance can be considered against the relevant
circumstances at the time. However, the Government
keep tax policy under continuous review through the
annual budget process and, as I have said, it is our
strong preference to agree and implement an appropriate
global solution.

Bell Ribeiro-Addy (Streatham) (Lab): The Minister
said that tax policy was constantly under review and
that if things changed, so would the legislation. What is
the logic against an annual review? Is that not more
flexible than waiting until 2025?

2.45 pm

Jesse Norman: A review in the formal sense is a
substantial undertaking. It is something that is done
periodically to assess the viability or effectiveness of
taxes. Given the amount of scrutiny that exists on
existing tax, and given the fact that this is a new tax,
that scrutiny will be carefully exercised. No doubt it will
be scrutinised in Parliament as well, through the usual
channels.

The case for a review comes when there has been a
period of time in which one can establish and look at
the track record and effectiveness of the tax. As I have
said, however, we do not expect it to be on the statute
book, because processes are under way internationally
through the OECD that we expect to bring about a
global solution that will be satisfactory to us and to the
other countries involved.
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Bell Ribeiro-Addy: I am trying to understand what
the Government’s understanding of temporary is. How
long is temporary—five years? The Minister has said
that it is a temporary measure. I understand what he is
saying about a review being a substantial undertaking,
but if the measure is meant to be temporary, do the
Government have set guidelines about what they think
temporary is?

Jesse Norman: It is not often that I am invited to
engage in philosophical speculation on the nature of
time. Temporary, as far as I am aware, does not have a
definition in law. We are framing the measure in the
context of currently existing practices and discussions
within the OECD. We expect those to come to fruition
in the next five years.

As a long stop date, we have left a review in 2025 in
place, but of course the Treasury may decide to vary
that, or indeed the Government may decide to take it
off the statute book, if such a process is forthcoming.
The hon. Lady will be aware that taxes have a tendency
to mutate. When the income tax was introduced by
William Pitt, it was allegedly temporary, but it was
temporary only for a while and then came back. It is a
good point, however.

I will turn to a couple of wider points mentioned by
the hon. Member for Houghton and Sunderland South.
She talked about tax avoidance, and she will be aware
that, as I have touched on, the Government have done a
great deal to tackle and address tax avoidance; there are
several such measures in the Bill, which I thank the
Opposition Front-Bench team for supporting. Indeed,
it is worth noting that the tax gap has continued to fall,
which reflects the excellent work of successive
Administrations. That is over and above the passage of
a variety of measures designed to cut down on tax
avoidance and evasion and, of course, an anti-promoters
strategy, which is currently the subject of consultation
with the public and which we hope to bring to fruition
later this year. A series of initiatives is already under
way, in addition to much previous work in that area.

On the issue of country-by-country reporting, the
hon. Lady will be aware that we already, with the strong
encouragement and support of the Government and
our predecessors, have private country-by-country reporting,
which was an important move forward. The difficulty is
that public country-by-country reporting requires a measure
of international consensus. If it does not have that, it
runs the risk of setting all kinds of incentives that might
actually have the effect of undermining the policy and
the transparency that we move to, so it is an evolving
position in this country, as in the OECD. We hope that
the general move towards more integrated global solutions
and greater transparency is one that we can reach in all
those areas.

The SNP new clause 11, which would require the
Government to report to the House within six months
of the Act passing—

The Chair: Order. I am sorry to interrupt, but
unfortunately I did not see Stephen Flynn indicate that
he wanted to speak. Would the Minister mind if I
brought him in first?

Jesse Norman: I am more than happy to bide my
time, Ms McDonagh.

Stephen Flynn (Aberdeen South) (SNP): Thank you,
Ms McDonagh, and I thank the Minister for allowing
me the opportunity to speak to new clause 11, of which
there are two parts. The first relates directly to the
digital services tax and the second relates to Scottish
limited partnerships in relation to the DST. I shall come
to that in due course, to address, I hope, the concerns of
the hon. Member for Houghton and Sunderland South.

With direct reference to the new clause and DST, the
Minister has taken great pains to stress that this is a new
tax, and because of that we need to take things slowly.
However, I feel there will still be a strong element of
cynicism in the public domain about how effective the
tax will be, which his why we have tabled new clause 11.
Such cynicism would certainly be justified. Earlier we
heard about Amazon as an example of a large multinational
corporation that benefited from the lack of direct taxation.
For instance, last year I believe it paid £220 million in
direct taxation in the United Kingdom, despite revenues
in excess of about £11 billion. That is neither sustainable
nor fair.

As to fairness, we heard at great length earlier about
online retail’s impact on high streets across the United
Kingdom. We need not go far to see that many shop
fronts are now derelict because of the change in consumer
habits. I suggest that those habits are unlikely to change,
particularly for people in the younger generations who
have become accustomed to sitting in the comfort of
their home ordering what they want, and getting it
delivered in a day or two.

That being the case, we need to create an element of
fairness, which will allow revenue to be gained and
income put back into the system. I imagine Members
can think of many avenues for spending that revenue,
but perhaps it could be spent to provide local authorities
with the finance they require to invest in city centres
and transform them into something better. The issues
relating to DST have perhaps never been as relevant as
they are now, given the prevalence of online retailing.

We also need to be mindful during the pandemic of
the fact that many companies in Scotland and the
United Kingdom face an extremely bleak future, and
will still have to pay their fair share, as they have always
done. It is unacceptable for us to be in such a situation.
That is why I welcome the measure, although it could
perhaps have been dealt with in a way that sought to
bring in more revenue. Many companies will be in
extremely challenging circumstances, through no fault
of their own, and we must have a system that provides
fairness, as they would expect.

Netflix was discussed earlier. I understand, as do
Members on both sides of the Committee, that it might
not have the same financial burden of payment as
Amazon. I did not ever think I would use this phrase in
the Houses of Parliament, but rather than “Netflix and
chill” the expression should surely be “Netflix pay your
bill.” The reality is that it has coined it and has not had
to pay back. No fair-minded person can support that.

I appreciate the Minister’s comments and understand
his position: we need to see where the OECD is coming
from in its approach. Ultimately we need a global,
sustainable position on online taxation; everyone recognises
that, but the Government have been slow in getting to
the point where they are now, and they could have gone
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further. The new clause allows them to reflect on where
they will be. As I have said, public cynicism will continue
to be rife.

That brings me to the second element of the new
clause, which relates to Scottish limited partnerships.
As all those present are aware, the future of SLPs has
been contentious. My colleagues in the Scottish National
party have on numerous occasions suggested to the UK
Government that changes need to be made, and that
SLPs need to be brought under control. After all, they
are not taxable in the UK if none of their members is
resident there. There is a concern—a justifiable concern—
that SLPs may be used to avoid DST. That is the crux of
where we are coming from and it is an extremely reasonable
concern, given the propensity of SLPs to be used for tax
evasion in the past.

I do not wish to suggest that Amazon or the like will
follow the pathways that many of the organised crime
groups have in trying to funnel money through SLPs,
because that is obviously not the same argument to be
having, but the reality is that SLPs and the framework
that they provide would allow for avoidance to take
place, and we should all want to do everything that we
possibly can to limit that.

Up to now, I think it was reasonable to say that the
Government’s record on SLPs has not been good enough,
to put it mildly and candidly. I hope that a recognition
of our proposal in new clause 11 with regard to SLPs
will be taken on board, out of a commitment to end the
sorry practice of those partnerships.

Jesse Norman: I thank the hon. Gentleman for his
contribution to the debate on this clause and for the
points he has made.

It is worth pointing out a couple of things. First, I
have talked a little about the Government’s record on
issues of avoidance. The hon. Gentleman talked about
cynicism. What is interesting is that the public are
perhaps more discerning than he thinks, and I do not
think that there is cynicism about this issue. In fact,
although I have not looked at any polling on this issue, I
think the public are generally highly supportive of this
measure. It is not a tax on retail; it is a tax on user-generated
content. However, the understanding that there was a
problem in the application of international tax rules
and that it needed to be addressed is widespread, and I
think there is a recognition—for those who would get
their heads around this tax—that this measure is part of
a response to that problem, as indeed is the wider
OECD programme.

Stephen Flynn: I perhaps did not convey it correctly,
but I think the cynicism will derive from the fact that
the public will not regard the levels that are being put in
place as sufficient to bring in the revenue that they
should. These companies have benefited exponentially
in recent years, and the figures that the Government
expect in terms of revenue pale into insignificance compared
with the revenue that these companies ultimately bring
in. I think that is where the cynicism will arise.

Jesse Norman: There are two points here. One is the
question of what the right level is. As we have discussed,
this tax is designed to raise what by any other standard
would be a pretty substantial amount of revenue—

£2 billion over five years—and at the same time to
establish a category of taxation that, in and of itself, is
an important category. We have talked about some of
the wider philosophical implications of that with my
hon. Friend the Member for Aberconwy as well, so I
think there is recognition of it.

Of course, it is also worth saying that, in relation to
Scottish limited partnerships, the Government have
recognised the problem, we have consulted and considered,
and we are framing a legislative response to it. So there
is also recognition of that problem.

The effect of the new clause would be to require the
Government to report to the House, within six months
of the Bill’s passing into law, the effect of the DST on
tax revenues, and in particular the effect on the tax
payable by the owners and employees of Scottish limited
partnerships. Of course, this is a tax on groups, not a
tax on individuals, whether those individuals are employees
or owners; therefore, that is where the tax will fall.

In addition, DST payments will not be required until
after the end of the relevant accounting period for each
liable group, and thus payments will not be required
until 2021. So the report that the hon. Gentleman
describes would not contain any useful information.
The DST’s reporting deadlines mean that very few
groups would have needed to register and no groups
would have been required to send in their return by that
point. The report would not provide useful information
about DST receipts.

We have talked about the importance of reporting
and reviewing, but the effect of the new clause would be
to pass a requirement to report with very little information
and with very little purpose to it. I therefore commend
clause 70 to the Committee and urge it to reject
amendment 7 and new clause 11.

Bridget Phillipson: I would like to press amendment 7
to a vote.

Question put, That the amendment be made.

The Committee divided: Ayes 6, Noes 10.

Division No. 3]

AYES

Flynn, Stephen

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Clause 70 ordered to stand part of the Bill.

Clause 71 ordered to stand part of the Bill.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

3.2 pm

Adjourned till Tuesday 16 June at twenty-five minutes
past Nine o’clock.
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Written evidence reported to the House
FB24 WTT Consulting

FB25 Armadillo Support Limited

FB26 The Loan Charge Action Group

FB27 Self-Employed Alliance
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Public Bill Committee

Tuesday 16 June 2020

(Morning)

[ANDREW ROSINDELL in the Chair]

Finance Bill

9.25 am

The Chair: Good morning, everyone. As you are
aware, social distancing guidelines are in place, so I
remind all Members to sit only in marked seats. Tea and
coffee are not permitted in Committee Rooms. Will all
Members please ensure that mobile phones are turned
off and switched to silent mode during Committee
meetings? The Hansard reporters will be grateful if
Members email any electronic copies of their speaking
notes to hansardnotes@parliament.uk.

We now continue line-by-line scrutiny of the Bill.

Clause 72

EXCLUDED PROPERTY ETC

Question proposed, That the clause stand part of
the Bill.

The Chair: With this it will be convenient to discuss
clause 73 stand part. I call the Minister, Kemi Badenoch.
[Interruption.] Sorry—Jesse Norman.

The Financial Secretary to the Treasury (Jesse Norman):
Thank you, Mr Rosindell. My hon. Friend and I are
sharing the duties on the Front Bench today, and it is I
who rises to speak to clauses 72 and 73. The clauses
make changes to ensure that additions of assets made
by UK domiciled or deemed-domiciled individuals to
trusts made when they were non-domiciled cannot be
treated as excluded property. As that explanation indicates,
it is a somewhat technical measure, which means that
such additions are within the scope of inheritance tax.

The clauses have been introduced following a decision
by the Court of Appeal. To give some background, the
inheritance tax treatment of trusts depends on the
domicile status of the person setting up the trust when
it was made, known as the settlor, and the location of
the assets. If the settlor is UK domiciled, inheritance
tax is chargeable on their worldwide assets. By contrast,
non-domiciled individuals do not pay inheritance tax
on assets in trusts situated outside the UK.

The long-established position of Her Majesty’s Revenue
and Customs has been that a settlement is made when a
trust is created, and that a settlement is also made when
assets are added to that trust. That means that assets
would be within the scope of inheritance tax if they
were added to a trust by an individual who is currently
UK domiciled, even if the trust was set up when the
same individual was non-UK domiciled. The Court of
Appeal decision created uncertainty by ruling that a
settlement was made only when assets were first added
to the trust. That ruling meant that the domicile of the
settlor for later additions to the trust would not matter.
In turn, all subsequent settlements of assets into the
trust would not be liable for inheritance tax in the UK.

The measure was announced in the autumn Budget 2018,
and stakeholders have had nearly two years’ notice of
the change.

In July 2019, the draft legislation was published,
which provided an opportunity to give feedback to Her
Majesty’s Revenue and Customs. HMRC received feedback
from a range of bodies including the Chartered Institute
of Taxation, the Society of Trust and Estate Practitioners,
the Institute of Chartered Accountants in England and
Wales, the Tax Faculty and PricewaterhouseCoopers by
the deadline for responses. HMRC then made a number
of amendments based on the feedback provided, and
stakeholders have since provided further feedback regarding
the legislation.

Together, the measures will confirm that additions of
non-UK assets by UK domiciled or deemed-domiciled
individuals to trusts are chargeable for inheritance tax,
even when the trust was originally set up while that
individual was non-domiciled. The measures will also
ensure that transfers between trusts made by a
UK-domiciled individual are chargeable for inheritance
tax. That will affect UK-domiciled or deemed-domiciled
individuals who created an offshore trust when they
were previously non-UK domiciled and have subsequently
made additions of assets to that trust.

Although the measure will apply only to a small
number of individuals, the tax saving for them could
have been significant, and there have been claims for tax
repayments as a result of the case. The clauses will
ensure that the legislation is applied as intended and all
tax is collected as expected. The changes introduced by
the clauses will add clarity and remove any doubt from
the legislation by confirming HMRC’s published and
widely accepted views. I commend the clauses to the
Committee.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): It is a pleasure to see you back in the Chair,
Mr Rosindell. We regard the measure as a welcome
imposition to provide for a fairer tax system. HMRC
figures indicate that the number of individuals who live
in the UK but pay no tax on their offshore income has
fallen, with the number of UK-based individuals with
non-domiciled tax status falling by 13% on the previous
year. HMRC believes that that is explained by individuals
switching to domiciled status and other individuals
leaving the UK tax system. Thus the clauses reflect that
particular change. However, there are some issues reported
by stakeholders.

Responding to clauses 72 and 73, the Chartered
Institute of Taxation states that among its members
transfers between trusts are most commonly undertaken
for family or related reasons, and without any intention
to avoid inheritance tax or to circumvent the excluded
property rules. It argues that the main thrust of the
legislation should be to limit additions by the settlor
after they become deemed or actually UK domiciled.

The institute expresses concern about some scenarios
in which property could inadvertently be brought into
the scope of inheritance tax because a change is made
to a trust, not an addition of assets, that could be
treated as a resettlement, or trustees make a transfer
between two settlements, both set up when the settlor
was non-domiciled. In neither case is inheritance tax
avoidance being attempted. There are some situations
where trustees, not the settlor, are involved in transferring
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between two settlements, both set up when the settler is
foreign domiciled, or when the second is set up by the
trustees of the first. We believe that there should be no
loss of excluded property status because of the changing
status of the settlor. I would be interested to hear the
Minister’s assessment of those concerns.

Secondly, both the Institute of Chartered Accountants
in England and Wales and the London Society of
Chartered Accountants were critical of the potential for
retrospection. The former argued that if clause 72 is

“to be treated as always having been in force, this will result in
unexpected IHT charges arising as a result of past events.”

The institute says:

“Given that the clause is not countering avoidance but is
changing long-standing rules that are familiar to trustees and are
clearly stated in the existing law…new legislation on this point
should not affect events that happened earlier than the measure is
enacted, ie Royal Assent.”

Similarly, the London Society of Chartered Accountants
believes that this

“clause changes the IHT status of trusts to which assets are
added. This change will have effect from the time that the trust
was set up, so is retrospective. However, as the clause is not an
anti-avoidance measure but is just a change to the law, retrospection
is not appropriate and the clause therefore does not follow
Parliamentary convention.”

I understand that these comments presume that the
individuals in question do not seek to avoid tax when
transferring assets between trusts, but I would be grateful
if the Minister responded to these concerns.

Last, I heard the Minister’s comments, but the Institute
of Chartered Accountants in England and Wales has
raised the lack of a consultation period or of any
follow-up, despite being led to believe that that would
happen after a meeting with HMRC in November 2018.
It reported that

“trustees of offshore trusts are unlikely to have considered these
changes in the necessary detail”

and had concerns that there would be

“insufficient time for trustees to take advice to help them understand
the full implications and…whether they want to take any action
to unwind structures.”

In working with the intention of the measures the
Government have introduced, I would be grateful if the
Minister responded to those concerns and addressed
the lack of a consultation period.

Jesse Norman: I am grateful to the hon. Lady for her
questions and for her support on this technical but
important measure.

The hon. Lady asks about unanticipated negative
effects. I am happy to put on the record that HMRC has
given reassurance that it will adopt a cautious approach
if there is a case in which a taxpayer may accidently
taint a trust that contains a mixture of excluded and
non-excluded property. Hopefully, that will address many
of the concerns about unexpected consequences that
she touched on.

The hon. Lady asks whether this measure is retrospective.
As she will be aware, we do not believe that it is
retrospective. The key point is that HMRC’s application
of the legislation, and therefore the legal position, was
widely accepted in practice before the Court of Appeal
decision put that position in doubt. The effect of it is
going to be that individuals have been liable to the tax
owed in the spirit of the legislation. Formally, clause 72

is not retrospective because it does not create any new
changes pre-Royal Assent, but we recognise the concern
that is raised. It is true that in some cases there may be
what I would describe retroactable, and not retrospective,
effects. That is precisely because HMRC and the
Government are seeking to restore what might be referred
to as the position as it had always been understood
previously. That is the intended effect of the legislation.

The hon. Lady asks whether there should have been
more consultation. As I outlined in my speech, the
Government have had this in the public domain for a
considerable period and discussed it, with plenty of
occasion for people to conform their tax affairs to what
is, after all, only a reaffirmation of existing tax law
through legislation. There is also the counterpart problem,
which the hon. Lady will understand: if the clause is not
introduced now, it may allow opportunities for individuals
to avoid paying inheritance tax on assets they put into
trust or on properties transferred between trusts. I am
sure she would not wish to abet or support those
opportunities and that she would wish, overall, to join
us in protecting revenue and providing certainty to
taxpayers.

Question put and agreed to.

Clause 72 accordingly ordered to stand part of the Bill.

Clause 73 ordered to stand part of the Bill.

Clause 74

RELIEF FOR PAYMENTS TO VICTIMS OF PERSECUTION

DURING SECOND WORLD WAR ERA

Question proposed, That the clause stand part of
the Bill.

Jesse Norman: This is a small measure, but a very
important one. The clause exempts compensation payments
received under the Kindertransport fund from an
inheritance tax liability. In late 2018, the German
Government agreed to provide compensation payments
for child survivors of the Kindertransport. As you will
know, Mr Rosindell, the Kindertransport was an organised
rescue effort for Jewish children, who were transported
unaccompanied from Germany to escape persecution
from the Nazi regime. I must say, it is one of the most
shining examples of effective humanitarian action in
Germany’s history—and in our history—in a very difficult
time.

The Kindertransport fund, launched in January 2019,
awarding one-off payments of ¤2,500 to survivors is
subject to specified criteria as set out by the German
Government. The measure will ensure that Kindertransport
payments are not subject to inheritance tax. Changes
made by clause 74 will be backdated to take effect so
that no inheritance tax is paid on payments from the
scheme from its opening date on 1 January 2019.

The clause provides reassurance to the original survivors
of the Kindertransport that any payment made in
connection with or under this compensation scheme
will not be subject to IHT. While no amount of money
could ever remove the suffering those children and their
families experienced, the Government remain committed
to supporting survivors of Nazi persecution. I trust that
all agree that it is fundamental that the clause stand
part of the Bill.
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Bridget Phillipson: The Opposition welcome the
provision. As the Minister says, it is a very important
measure. Exempting from inheritance tax compensation
payments made to the survivors of the Kindertransport
is a just measure for those who had to face the devastating
experience of being torn from their families as children
in order to escape persecution. The House of Commons
Library states that around 100,000 children were brought
to the UK under the Kindertransport scheme, but of
course many of those survivors have since passed away.
It is only right that in the spirit of the Kindertransport
fund all survivors receive their compensation payment
in its fullest form and that that remains the case if the
compensation is inherited.

According to the claims conference, to be eligible for
payment survivors have to have been under 21 when the
Kindertransport took place, between November 1938
and September 1939. However, the UK set an age limit
of 17 for those transported. The oldest would therefore
be born around 1921 or 1922, suggesting that they
would be nearly 100 if they were alive today. The
average age of the children who were transported was
nine, so many would be in their mid-nineties today.
Given those figures, we know that many people claiming
compensation from the compensation fund will be survivors’
inheritors, so it is welcome that the payment is not
subject to inheritance tax. However, I gently urge the
Government to consider the issues that child refugees
face today, and I urge Ministers to show the same level
of commitment and dedication today that our country
demonstrated in the past.

The Kindertransport survivor and incredible campaigner
Lord Dubs worked tirelessly to protect child refugees
following our withdrawal from the European Union,
but the Government’s amendment of clause 37 watered
down the UK’s commitment to protect unaccompanied
child refugees in Europe who seek to reunite with their
families in the UK. I hope that the Government will
review their approach to child refugees and take seriously
their commitment to protect child refugees fleeing violence
and persecution in our present, just as they have taken
seriously compensating child refugees of the past.
Meaningful dedication to supporting child refugees requires
both.

Jesse Norman: I thank the hon. Lady for her comments.
She spoke very well about the Kindertransport scheme.
As the Committee knows, the Government stand by our
position on child refugees, and this country has a proud
record in that area.

Question put and agreed to.

Clause 74 accordingly ordered to stand part of the Bill.

Clause 75

STAMP DUTY: TRANSFERS OF UNLISTED SECURITIES AND

CONNECTED PERSONS

Question proposed, That the clause stand part of
the Bill.

The Chair: With this it will be convenient to discuss
clause 76 stand part.

Jesse Norman: In the spirit of proper scrutiny of
legislation, we should chew carefully on clauses 75
and 76. They are quite technical clauses, which address

the use of contrived arrangements involving the transfer
of unlisted securities to connected companies for an
artificially low consideration in order to minimise stamp
duty and stamp duty reserve tax liability on company
reorganisations.

In the Finance Act 2019, the Government introduced
a targeted market value rule to prevent the artificial
reduction of the stamp tax due when listed shares are
transferred to a connected company. That was introduced
with immediate effect to prevent forestalling. The
Government consulted on extending the rule to unlisted
shares, to ensure that we fully understood the potential
effect of the change on small businesses. That is why
draft legislation is narrowly targeted only at companies
that enter into contrived arrangements that are used to
minimise stamp tax on reorganisations.

The Finance Bill 2020 therefore extends the market
value rule to the transfer of unlisted shares to connected
companies. This form of avoidance seeks to exploit the
way stamp duty and stamp duty reserve tax are currently
charged: on the payment given as consideration, rather
than on the value of what is received. Some taxpayers
have been using contrived arrangements that reduce the
value of the consideration paid when they transfer
unlisted shares to a company with which they are connected
as part of a company reorganisation.

The changes made by clauses 75 and 76 will mean
that when unlisted shares are transferred to a company
and the person transferring the shares is connected with
the company, the tax charge is based on the value of the
consideration for the transfer or the market value of the
shares transferred, whichever is higher. The new rule
will apply only when there is an issue with shares by way
of consideration, narrowly targeting the measures to
the circumstances where contrived arrangements are
used to minimise the share of the tax on the transfer of
unlisted shares. The measures will have effect for stamp
duty in relation to instruments executed on or after
Royal Assent of this Bill, and for stamp duty reserve tax
in relation to agreements to transfer made on or after
Royal Assent.

Clauses 75 and 76 prevent the artificial reduction of
the stamp tax due on share acquisitions when unlisted
shares are transferred to connected companies. It is
expected to raise £25 million over the scorecard, and I
commend the clauses to the Committee.

9.45 am

Bridget Phillipson: The Opposition welcome the measures
implemented by these clauses to minimise the scope of
continuing avoidance of stamp duties by extending the
stamp duty and stamp duty reserve tax market value
rule to the transfer of unlisted securities to connected
companies. However, I raise a point regarding the impact
of the clauses.

HMRC’s impact assessment of the policy notes that
there will be a negligible impact on 250 to 350 businesses
in the first year, disproportionately affecting small and
microbusinesses. It estimates that the arrangements are
most likely to affect private companies with a small
number of stakeholders, such as owner-manager businesses,
with an average value of £2.5 million. These may include
family businesses, many of which we understand to be
struggling in the face of the current pandemic. What
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assessment has the Minister made of this, and who is
really the intended target of these clauses?

The Chartered Institute of Taxation expressed concern
that unintended consequences could arise from clause 76
due to significant additional costs that are disproportionate
to the tax at stake in many cases. It goes on to say that
this

“may in some situations prevent commercially advantageous
transactions, with no avoidance motive, from going ahead. The…vague
description of policy rationale and the contrived arrangements
being targeted has prevented stakeholders from assisting in designing
a targeted rule so as to reduce the unintended consequences.”

Similarly, legal firm Cleary Gottlieb notes that

“the new rule is not limited to cases of stamp duty or SDRT
avoidance, and it should not be assumed that transactions driven
entirely by commercial considerations will fall outside its scope.”

I will be grateful if the Minister explains how the
Government will seek to minimise unintended consequences
of this measure being the targeting of businesses that
are not seeking to avoid stamp duties.

Respondents to the consultation suggested that it
would be preferable to introduce a targeted anti-avoidance
rule into the legislation, or to extend the general anti-abuse
rule or the disclosure of tax avoidance scheme provisions.
What consideration have the Government given to inserting
a targeted anti-avoidance rule into the legislation?

Last, the Chartered Institute of Taxation points out
that, in relation to clause 77, there are a number of
circumstances in which a shareholding of 25%—required
for this exception to section 77A of the Finance Act 1986
to apply—will be an excessive hurdle, reasoning that it
is not uncommon for a company to be owned equally
by five or six entrepreneurs or a family group. It suggests
that a requirement that the relevant shareholding is at
least 10% would be more appropriate to cover a wide
range of commercial scenarios. I will grateful if the
Minister will address those concerns.

Jesse Norman: I am very grateful to the hon. Lady for
the questions she raises. Let me take them in order.

On whether these measures will affect most small
businesses or organisations, as the hon. Lady highlights,
a relatively small number of organisations will be affected.
The measures were subject to consultation, and interestingly
the respondents were satisfied that there would be little
impact on commercial activity as the measures were
suitably targeted, and expressed some pleasure that the
concerns they raised during the policy consultation
about the impact of a more wide-ranging measure had
been heard. This is, of itself, a tightly focused measure.
It falls—where it falls—on a relatively small number of
organisations, as I said.

However, it is important to pick out the logic of what
I think the hon. Lady is saying. We all recognise the
importance of combating the pandemic. She will be
aware that the Government have spent many tens of
billions of pounds on supporting businesses, families
and jobs during this process. This measure is about
something else: avoid a form of tax avoidance, or rather
heading off a form of tax avoidance; curbing and
preventing it. I do not think people’s concerns about the
pandemic should be allowed to obtrude on that.

The hon. Lady asked a question about unintended
effects. Our analysis is that precisely because of the
targeting that was noted during the consultation phase,

unexpected effects, while they can never be ruled out,
should be limited and minimal. It is also important to
say that there will be a modest additional administrative
burden that will decline over time as people become
accustomed to the new rules.

The hon. Lady asked whether it would be better to
address this with a more targeted anti-avoidance rule,
but this is quite a targeted anti-avoidance rule. It picks
out particular forms and is restricted to company
reorganisations of a certain kind, and it builds on the
existing approach for listed shares. I therefore think that
it addresses her concerns.

Question put and agreed to.

Clause 75 accordingly ordered to stand part of the Bill.

Clause 76 ordered to stand part of the Bill.

Clause 77

STAMP DUTY: ACQUISITION OF TARGET COMPANY’S
SHARE CAPITAL

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Clause 77 prevents a double stamp
duty charge from arising on some company reorganisations,
and follows on from clauses 75 and 76. During the
consultation on extending the market value rule to
unlisted securities, it was put to the Government that a
double charge could arise on a type of company
reorganisation known as a capital reduction partition
demerger. We are very heavily in the long grass of tax
intricacy. Such a demerger is where shares in a company
are cancelled and shareholders are compensated with
shares in a new company, rather than with cash. A
corporate group may pursue this strategy where, for
commercial reasons, it wants to split a group and ensure
that the companies in that group are held separately by
the original shareholders.

Currently, taxpayers who follow the rules can incur
two stamp duty charges on such demergers, while other
taxpayers use contrived arrangements to avoid paying
any stamp duty on the same reorganisation. This clause,
together with clause 75, ensures that one charge arises
on most capital reduction partition demergers by more
tightly targeting existing anti-avoidance provisions related
to company reorganisations.

Stamp duty is a transaction tax. When a company is
split using a demerger arrangement, there are a number
of steps, two of which are potentially subject to stamp
duty unless a relief applies. Usually relief applies on one
step only, so that there is just one charge on the overall
transaction. In some demergers, known as capital reduction
partition demergers, relief is unavailable on both steps
due to anti-avoidance provisions. Clause 77 will prevent
a stamp duty double charge from arising, so that only
one charge will arise on most capital reduction partition
demergers. It does this by better targeting the existing
anti-avoidance provisions. The measure applies to stamp
duty instruments that are executed on or after Royal
Assent.

Clause 77 works together with clause 75 to ensure
that one charge will apply on most capital reduction
partition demergers. This increases fairness and consistency.
I therefore commend the clause to the Committee.
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Bridget Phillipson: I raised these points in an earlier
debate, but I will do so again so that the Minister
can respond.

On clause 77, the Chartered Institute of Taxation
points out that there are a number of circumstances in
which a shareholding of 25%, which is required for the
exception to section 77A of the Financial Act 1986 to
apply, will be an excessive hurdle. Its reasoning is that it
is not uncommon for a company to be owned equally
by five or six entrepreneurs or a family group. It suggests
that a requirement that the relevant shareholding be at
least 10% would be more appropriate to cover a wide
range of commercial scenarios. I would be grateful to
hear the Minister’s response on that issue.

Jesse Norman: The hon. Lady raises a very specific
circumstance. It would be appropriate for me to write to
her about the specifics of the decision about percentages,
rather than try to go through the argument here.

The discussion has already been had between HMRC
and stakeholders, and therefore it has to some extent
already been addressed through the consultation process,
but I am happy to revisit the issue.

Question put and agreed to.

Clause 77 accordingly ordered to stand part of the Bill.

Clause 78

CALL-OFF STOCK ARRANGEMENTS

Question proposed, That the clause stand part of
the Bill.

The Chair: With this it will be convenient to discuss
new clause 13—Call-off stock arrangements: sectoral
review of impact—

‘(1) The Chancellor of the Exchequer must make an
assessment of the impact of section 78 on the sectors listed in (2)
below and lay a report of that assessment before the House of
Commons within six months of the passing of this Act.

(2) The sectors to be assessed under (1) are—

(a) leisure,

(b) retail,

(c) hospitality,

(d) tourism,

(e) financial services,

(f) business services,

(g) health/life/medical services,

(h) haulage/logistics,

(i) aviation,

(j) transport,

(k) professional sport,

(l) oil and gas,

(m) universities, and

(n) fairs.”

This new clause would require the Government to report on the effect of
Clause 78 on a number of business sectors.—(Alison Thewliss.)

Jesse Norman: Clause 78 simplifies the rules for
accounting for VAT on goods moving from the UK to
member states of the EU or vice versa in advance of
goods being “called off”, as it is known, for delivery.
This is known as “call-off stock”. These changes represent
a simplification for businesses that use call-off stock
arrangements and provide common rules across the
EU. They apply to goods removed from or to the UK

from 1 January 2020, and will apply for the remainder
of the UK’s transition period with the EU. We expect
the changes to have a negligible effect on businesses that
adopt them.

The clause transcribes EU call-off stock law—new
article 17A to the principal VAT directive—into UK
legislation. It sets out the conditions for the rules to
apply and provides sellers with statutory obligations to
adhere to strict record keeping and reporting requirements.
These changes are an administrative easement; the primary
benefit is to UK businesses that will no longer have to
register and account for VAT in the customer’s country,
and vice versa. However, the quid pro quo is additional
reporting requirements as well as EU regulations, which
have direct effect, that set out new record keeping
requirements, as I have indicated.

There is no obligation on a business to restructure
transactions so as to meet the conditions and fall within
the new rules. We expect that they would use the
simplification only because they might derive a benefit
for their business. Businesses that do not meet the
conditions and so do not fall within the new rules
should continue with the current VAT accounting
mechanisms for EU cross-border transactions.

The Government published the draft legislation and
guidance on the operation of the rules in December.
The legislation was laid before the House in the Finance
Bill at Budget earlier this year. A resolution under the
Provisional Collection of Taxes Act 1968 means that
the legislation currently has effect.

Call-off stock are goods that are bulk-shipped by a
supplier across a border to a warehouse from where
they will be supplied, or called off, as the customer
requires. Different EU member states previously had
different VAT accounting rules for call-off stock. Some
required the seller of the goods to register and account
for VAT in the country where the goods were to be
called off. The UK avoided the need for the overseas
supplier to register for VAT here. We allowed the customer
to account for the VAT when the goods first arrived and
in advance of being called off. The measure implements
the changes adopted by ECOFIN on 4 December 2018,
which were designed to simplify the rules and make
them more consistent within the single market.

In normal circumstances the new rules, like the existing
UK rules, do not require the seller to register and
account for VAT in the country where the goods are
called off. The new rules delay accounting for VAT until
the goods are called off. To avoid VAT fraud, suppliers
are required to report the initial movement of the goods
to their tax authority, and both the supplier and the
customer are required to keep additional records of the
stock. When the goods are called off, normal VAT
accounting and reporting procedures will apply and the
customer will account for the acquisition of VAT. The
Government had some concerns over the potential burden
on business of keeping the new records required under
the new rules and pushed for the right of business to
continue using the existing rules if they so wished. A
business is not required to arrange its affairs such that
the new rules must be used. A supplier and their customer
can agree to continue to use the existing UK rules for
goods called off in the UK.

HMRC has produced guidance reflecting the
introduction of the changes, and the measure is expected
to be revenue neutral. It constitutes a simplification for
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UK businesses. The measure updates UK law to take
account of the approach in the EU. It simplifies the
VAT rules for call-off stock transactions and avoids the
requirement for the supplier to register in the destination
state.

New clause 13 would require the Government to
conduct a review on the impact of the new call-off
stock rules on a variety of different sectors within
six months of the Bill receiving Royal Assent. The
new legislation provides a simplification for businesses
that choose to meet the conditions for it to apply.
With that in mind, we expect it would have a negligible
impact on businesses. I can inform the Committee
that recent figures show that fewer than 200 UK businesses
have reported that they are using the new rules, and
we are not aware of any being in the sectors mentioned
in the amendment. I therefore ask the Committee to
reject the amendment and commend the clause to the
Committee.

10 am

Alison Thewliss (Glasgow Central) (SNP): It is a
pleasure to see you in the Chair, Mr Rosindell. I take
what the Minister says about the measure affecting
relatively few businesses at the moment, but as this
develops, that might not remain the case. There is a
certain irony in the EU providing mechanisms for
simplifying and harmonising these rules and trading
across the EU—people moving their goods around the
place—when the UK stands to come out of the EU and
lose some of those benefits for businesses in all our
constituencies.

There is an irony as well that the Government have
decided to adopt these new rules. I am sure the Brexiteers
in the room are no less keen on being rule takers, but
that seems to be what the Government are doing in this
case. We want to see as much harmonisation and
simplification for businesses, because that is to their
benefit. That is why we think it is important to stay in
the EU in the first place.

Figures from the Scottish Government suggest that
Scottish GDP could be 1.1% lower after two years, on
the current cumulative loss of economic activity from
leaving the EU, and up to £3 billion over those two
years, on top of the devastating effects of the coronavirus
outbreak. There will be an impact without having a free
trade deal or an extension, at least for Scotland’s agriculture,
fisheries and manufacturing sectors.

We want to see a comprehensive assessment of how
all the sectors listed in the amendment will be affected—
leisure, retail, hospitality, tourism, financial services,
business services, health, life and medical services, logistics,
aviation, transport, professional sport, oil and gas,
universities—because they could all be affected by this
clause. It would be wise for the Government to look at
the impact of what they are proposing. It is always wise
for the Government to look at the impact of their
proposals on anything, I suppose, and we encourage
them to do that.

Because the measure is retrospective, will the Minister
say what notifications have gone out to business that
may be affected and what guidance has been given? He
said that companies can opt to use these rules or not.
How does that work, and how does the guidance ensure
that people know what they have to carry out, whether

they decide to use the rules or not? It sounds quite
confusing from what the Minister said. Finally, because
he did not make it clear, will he say what happens to
these measures after the transition period?

Wes Streeting (Ilford North) (Lab): Let me begin by
picking up on a point made by the Member for Glasgow
Central about the provenance of clause 78. As we heard
from the Financial Secretary, the clause transposes into
UK law an EU directive that provides for simplified
VAT treatment of call-off stock.

To begin, it is tempting to make the same point, and I
know that repetition is not a novelty. Let me put it this
way: it is very welcome to hear from the Treasury that
divergence from EU rules and regulations is not considered
by the Government to be an end in and of itself. I was
curious last night, as I walked past the Annunciator in
the Tea Room, to see the right hon. Member for
Wokingham (John Redwood) making a lengthy speech
on a fairly straightforward statutory instrument on
electricity. I reviewed his speech this morning in Hansard,
because it piqued my curiosity, and I received in passing
from my hon. Friend the Member for Hove (Peter Kyle)
a precis of the thrust of the right hon. Gentleman’s
argument. It seems that a number of Conservative
Members consider divergence from EU rules and
regulations to be an aim in and of itself. Regardless of
the merits of the case and the merits of continued
co-operation, it is clear that, for a section of the House,
there is a virtue in divergence.

I am glad that the Treasury does not share that view,
although of course the Treasury looks at the numbers.
We may not have had an impassioned exposition from
the Financial Secretary of the arguments in favour of
this particular alignment with EU rules and regulations,
but what we did hear was a very clear argument from
Her Majesty’s Treasury that, even having left the European
Union, there are still benefits to be found for UK
businesses from continued alignment, co-operation,
simplification, axing bureaucracy and making things
simpler.

I hope that that common-sense approach to our
future relationship with the European Union prevails.
As much as those of us who campaigned in a different
direction in the referendum accept the result and the
outcome, and accept that this is a settled political
question, it is in all our interests and in our national
interest that we maintain a future relationship with the
European Union that is based on co-operation, where
that is in the interest of our own country.

I turn to the specifics of clause 78. The Financial
Secretary’s speech seemed to me to address some of the
concerns expressed by businesses and chartered tax
advisers, but I will raise them for the sake of clarity.
Writing in Taxation, Angela Lang-Horgan, a German
and British chartered tax adviser and lawyer, said:

“If businesses have continued to operate under the old simplification
rule after 31 December 2019, VAT returns must be corrected once
the new legislation is in place. This will add additional confusion
to the situation. So far, HMRC has not indicated whether it
would apply a soft-landing period. There is no transition period
either because under EU law the UK was obliged to introduce the
changes from the beginning of this year.”

Could I get some clarity from the Financial Secretary
on those points? Will HMRC provide a soft landing
period for the implementation of the new rules, or is a
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[Wes Streeting]

soft landing period not even necessary? If I understood
him correctly—I may have misunderstood, in which
case he will clarify—it seems that there is a degree of
flexibility and choice on the part of businesses over
whether to adopt this approach. Some clarity in direct
response to the concern expressed by Angela Lang-Horgan
would be welcome.

What efforts have the UK Government made to
communicate with affected businesses in anticipation of
the rules, which are effectively already in place? It is
worth saying, although it is a mild digression from
clause 78, that concern has been expressed—particularly
by colleagues in the shadow Business team—that the
Government are not communicating with businesses in
a timely way with respect to changes in Government
policy and their impact on businesses. I think that for
some time there has been a cultural problem in government
of not giving businesses long enough to anticipate and
adjust to new rules; I wonder whether in this case that
communication has been a bit more proactive.

The explanatory notes state that
“businesses could structure transactions to remain outside the
scope of the new rules if businesses found them onerous.”

What proportion of businesses are expected to exercise
that discretionary power?

Jesse Norman: I am grateful to hon. Members for
their comments. The hon. Member for Glasgow Central
regards it as an irony that the Government are bringing
forward this rule. I would not describe it as an irony; it
is a simplification for those companies that wish to use
it, and it is optional. Some companies will prefer the
current arrangements as more settled and simpler, while
others may not—I do not think that there is anything
more to it than that. So far, 200 companies have already
taken it up; of course, we cannot say in advance how
many may have chosen to do so by the end of the
transition period, but it is a relatively small number of
companies, as I have indicated.

Alison Thewliss: Can the Financial Secretary tell us
how many companies are using the previous rules?

Jesse Norman: I certainly do not know the number of
companies operating under the previous rules, but I
would be happy to drop the hon. Lady a letter with any
number that HMRC may have that can be publicly
disclosed. The point is that there is a relatively small
number of companies; they have seen this coming and it
is an optional advantage for them. In reply to the point
raised by the hon. Member for Ilford North, it applies
only during the transition period, which will end at the
end of this year.

We will be leaving the transition period on 1 January,
which is not only stated by Government but is commonly
understood. That goes to the question of divergence,
which was raised by the hon. Member for Ilford North.
We are bound by EU law while we are in the transition
period. The Government certainly do not have any
interest in divergence for the sake of divergence; the
Government have an interest in the ability to set our
own law, including our own tax law, as we as a sovereign
nation see fit. That might or might not involve divergence,
but this measure will not apply after the transition period.

The hon. Member for Ilford North also raises an
important question about whether there is enough time
for business to accommodate rules. I cannot comment
on behalf of other Departments, but it certainly is a
concern that has been raised in relation to the creation
of tax law. Wherever possible, the Government try to
abide by rules that we introduced after 2010 in order to
have a more effective tax process. As he knows, it
involves several stages and periods of consultation. We
are coming up to an L day for legislation to be considered
for the 2020 Budget, for the autumn Budget—if there is
one—and for a Finance Bill next year. There is an
orderly process, but I take his point about the importance
of ensuring that it is as orderly and well structured as
possible.

Question put and agreed to.

Clause 78 accordingly ordered to stand part of the Bill.

Clause 79

POST-DUTY POINT DILUTION OF WINE OR MADE-WINE

Stephen Flynn (Aberdeen South) (SNP): I beg to
move amendment 10, in clause 79, page 67, line 25, at
end insert—

‘(3) The Chancellor of the Exchequer must review the
expected effects on public health of the changes made to the
Alcoholic Liquor Duties Act 1979 by this Section and lay a
report of that review before the House of Commons within one
year of the passing of this Act.”

This amendment would require the Government to review the impact of
the proposed changes to alcohol liquor duties on public health.

It is a pleasure to serve under your chairmanship,
Mr Rosindell. The amendment is quite simple and
would require the Government to review the impact of
alcohol duties on public health. It should come as no
surprise, given that the SNP has long called for duty to
reflect content, but we do not have the powers in
Scotland to do that. Instead, we have to rely once again
on the Westminster system in that regard. That is a real
pity, because where we have powers in Scotland in
relation to public health and alcohol, we have made
great strides. For instance, we have seen the banning of
irresponsible promotions and the lowering of the drink-drive
limit. We ended multi-buy discounts, something that
was certainly contentious at the time. As a young student,
I was not overjoyed about the fact that I could not buy
three crates of Tennent’s for £20. None the less, it was
an important measure that no doubt changed the behaviour
of many people, including myself at that time.

Of course, we have seen the overwhelming success of
minimum unit pricing in Scotland. That was, again, an
extremely contentious measure at the time, whereby we
placed a 50p-per-unit charge on units of alcohol. The
cumulative effect of all those measures has seen something
that we all wanted to see in Scotland, where we have a
difficult relationship with alcohol—one that was challenging
to confirm but that we needed to confirm. We saw
off-duty sales fall by 3.6% in the first year since minimum
unit pricing was introduced. In England and Wales
during the same period, off-duty sales increased by 3.2%.
That is a very telling figure.

When I first came to Parliament, one of the very first
debates that I took part in was in Westminster Hall. I
cannot remember which hon. Member secured the debate,
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but it was about alcohol duty. I think the purpose of the
debate was to galvanise hon. Members to stop the
Government increasing alcohol duty and, hopefully, to
reduce it. There was extreme passion in that Chamber
and there were a lot of hon. Members present—more
than are often seen debating any given matter in the
main Chamber. There was a lot of passion about pints,
but we cannot be passionate about pints without also
having passion for public health and the consequences
of the decisions being made. The stark reality is that the
two are inextricably linked, and the UK Government
need to be mindful of that fact. Supporting the amendment
would be a good, positive first step on that journey to a
more sensible approach that takes into account public
health.

10.15 am

In that Westminster Hall debate, in which numerous
Government Members spoke, not a single person mentioned
public health, despite the consequences of alcohol in
our communities. That is not good enough.

Alison Thewliss: Does my hon. Friend agree that the
minimum unit pricing introduced in Scotland had the
effect of removing from our shelves some of the most
harmful drinks, including the high-strength industrial
ciders that cause so much harm to so many people in
our communities?

Stephen Flynn: Absolutely. My hon. Friend makes an
excellent point. We did not have to walk far to find a
shop in Scotland that sold ciders. White Lightning is
incredibly strong. Often, individuals would buy it early
in the morning, and by the afternoon the remnants were
across our city. We were able to stop that, and that was
important because it was having an impact on every
single person who lived and worked there. This amendment
gives the Government the opportunity to make sensible
strides in recognition of the fact that public health and
alcohol are inextricably linked.

Wes Streeting: I shall begin by addressing the SNP’s
amendment 10. It is important to look carefully at the
relationship between alcohol taxation and public health.
We have seen in other areas of taxation, notably the
sugar tax, the huge impact that decisions taken by the
Treasury can have on public health and public health
outcomes. It is long past time for us to look seriously
and sensibly at whether more can be done to reduce the
impact of alcohol and alcoholism on people’s lives and
communities.

Turning to clause 79, I have had the opportunity to
do a much deeper dive into some of the issues, not least
because of the determined efforts of my hon. Friend the
Member for Chesterfield (Mr Perkins). Anyone who
has ever been lobbied by him will know that when it
comes to standing up for his constituents and for businesses
in his constituency, there is no more determined, stubborn
and irrefutable representation than that which he provides.
He has raised serious concerns about the impact of the
clause on businesses in his constituency. I shall outline
some of those concerns, in the hope that Ministers will
consider their bearing on Government policy.

We understand perfectly what the Government are
trying to achieve with clause 79. The clause amends the
Alcoholic Liquor Duties Act 1979, to introduce sanctions
for post duty point dilution of wine or made-wine, which,

if carried out before the duty point, would have resulted
in a higher amount of duty being payable. That change
has, in effect, already come into force and we are
legislating for it this morning. The change is perfectly
understandable. It is designed to bring more revenue
into the Treasury that would otherwise be, and is being,
lost. I understand the Government’s position that post
duty point dilution carries significant legal and revenue
risk for the Exchequer.

The Wine and Spirit Trade Association is against the
legislation, claiming it would put hundreds of jobs at
risk and place more pressure on the industry. Recently,
thanks to the initiative of my hon. Friend the Member
for Chesterfield, I had the opportunity to speak to
Global Brands, a business based in his constituency
that makes VK and Hooch, among other products. We
know that covid-19 is having a huge impact on the
licensed trade industry and on alcohol sales in particular,
affecting not only pubs but the producers of wines,
spirits and other beverages. Global Brands is concerned
that, because of the financial burden placed on its
business by the clause, combined with the impact of
covid-19, it expects to make 50% of its workforce redundant,
putting 200 jobs at risk as a result of this change. If I
can characterise our discussions in this way, it would be
accurate to say that Global Brands accepts that this
change is inevitable, and that the Treasury has a settled
view on it, but it hopes that the Treasury might consider
a 12-month delay in implementation—from April 2020
to April 2021—arguing that this would give it time to
recover from the covid-19 shock, leaving it better able to
absorb the change.

Global Brands makes other arguments that the Treasury
may want to take into account. In particular, Global
Brands sells what were commonly known as alcopops, a
low alcohol by volume product—typically around 4% ABV.
It is concerned that the impact of the change will be
that, ironically, its low alcohol product would be taxed
higher per unit of alcohol than much higher strength
products, which flies in the face of the Government’s
stated policy of discouraging high-strength alcohol and
its impact on public health.

It is also worth highlighting that the Government
have already announced their intention to conduct a
wider review of alcohol taxation. I wonder whether it
makes sense, from the point of view of business resilience
and of giving companies such as Global Brands more
time to cope with the covid-19 shock before absorbing
this change, for the Treasury to consider this delay
alongside the range of other issues that it will consider
as part of its wider review of alcohol taxation. We
might have been minded to table an amendment to
probe the 12-month delay, but we were advised that
such an amendment would not be in scope because the
foundation resolution is clear about the date on which
this change takes effect.

That is another reason why—I gently make this point
again to Ministers—we feel strongly about the way in
which the Treasury has restricted the scope of amendments
and the debate by not introducing an amendment of the
law resolution, as has been the case historically. As well
as denying Opposition Members the opportunity to
table broad, sweeping, political amendments to the
Finance Bill, that also has practical implications. I impress
on Ministers and the usual channels the need to reconsider
that for future Finance Bills.
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Finally, when my hon. Friend the Member for
Chesterfield and I spoke to Global Brands just the
other week, I was particularly impressed not just by the
jobs and economic activity it provides in Chesterfield,
but at the fact that its wider supply chain is virtually
entirely British. Its ingredients, packaging and labelling
are all derived from a British supply chain. I do wonder
whether the Treasury has really thought through the
timing of the change, the impact that it will have on
businesses such as Global Brands, and where it might
position such businesses in relation to their international
competitors that are not providing jobs in this country
and do not have a supply chain rooted here.

Given the unemployment statistics out today, we
know that structural unemployment will become one of
the biggest political issues and economic challenges in
our country. Structural unemployment in Britain will
become a feature of our life in a way that, frankly, it was
not 10 years ago, in the wake of the financial crisis, and
has not been for decades. The Government must do
everything they can to protect jobs, which is why we
have called today for them to come forward not just
with fiscal measures in July, but a full-on, jobs-first
Budget—because we are worried about the impact of
covid-19 on unemployment.

The representations on clause 79 from Global Brands
and from my hon. Friend the Member for Chesterfield
remind us of the risk of the unintended consequences
of Government policy. Given the impact on jobs and
the supply chain and the fact that the Treasury is in any
case preparing to undertake a review of alcohol taxation,
I wonder whether the call for the Government to delay
the measure by 12 months is not eminently reasonable—and
whether they might come forward with their own change
to the Bill on Report.

The Exchequer Secretary to the Treasury (Kemi
Badenoch): Clause 79 makes changes to alcohol duty
legislation to introduce prohibitive sanctions for anyone
who dilutes wine or made-wine once that product has
passed a duty point. It will ensure fairness by providing
equity of treatment across the drinks industry and will
tackle future revenue risks for the Exchequer.

Post duty point dilution is a practice that enables
wine and made-wine producers to reduce the excise
duty that they pay by diluting the product after duty
has been paid. Because the dilution increases the volume
of wine and made-wine for sale, with no additional duty
being paid, less duty is paid than would otherwise be
due. UK legislation does not expressly prevent post
duty point dilution for wine and made-wine, although it
is prohibited for all other alcohol products. The practice
gives certain wine or made-wine producers a tax advantage
over those who produce other categories of alcohol, of
which dilution is not permitted, and over others in their
own sector who cannot make use of the practice.

Clause 79 will introduce new prohibitive sanctions
for anyone who dilutes wine or made-wine once that
product has passed a duty point on or after 1 April
2020. Introducing new sanctions to prevent the practice
will maintain the principle that excise duty is calculated
only on a finished product when it is released from
production premises or on import. It will ensure fairness
by providing equity of treatment across the drinks industry
and will tackle future revenue risks for the Exchequer.

A review of the practice was launched at autumn
Budget 2017, during which HMRC engaged extensively
with industry and gathered a large amount of evidence
to inform a decision. At Budget 2018, the Government
announced the findings of the review and their intention
to stop the practice being used for wine and made-wine,
as is already the case for other types of alcohol. However,
the Government also announced that that would not
take effect until April 2020. That has given those businesses
affected almost three years to prepare for the change,
allowing them time to reformulate or diversify into the
production of new lines.

Amendment 10 would require the Chancellor to review
the public health effects of the post duty point dilution
sanctions. When making changes to the alcohol duty
system, the Government take into account a wide range
of factors, including economic inequalities and health
impacts. The new sanctions follow an extensive review
by HMRC in 2017. Draft legislation was published in
July 2019, alongside which a tax information and impact
note was published on the gov.uk website, detailing the
various factors that the Government have considered.
The amendment is therefore unnecessary, as the
Government have already published our assessment of
the effect on public health. For the convenience of the
Committee, I will reiterate that assessment. The Government
expect that
“wine or made-wine may become slightly more expensive…there
may be a positive health impact with less wine being consumed.
However, this benefit may be offset if any increase in price leads
to consumers switching to higher strength products.”

Alison Thewliss: I am sure the Minister has seen the
graph that sets pence per unit against alcohol by volume.
To say that it looks as though it was drawn by a child
with a crayon is being generous to children with crayons.
Will she consider a wider review of the duty per unit of
alcohol by product type, because at the moment it
makes absolutely no sense?

10.30 am

Kemi Badenoch: I thank the hon. Lady for her
intervention. I am not quite sure which chart she is
referring to, and I do not accept her comments. We
must remember that the purpose of the clause is primarily
to close a tax loophole.

Wes Streeting: I understand what the Minister says
about closing a loophole and about the time that businesses
have been given to prepare for the change, but does she
not think that the impact of covid-19 has a bearing
here? Given the representations that are being made
about the impact of the double whammy, would she at
least go away and consider the merits of a 12-month
delay, and write to me and my hon. Friend the Member
for Chesterfield to set out her thinking once she has had
a chance to do that?

Kemi Badenoch: I thank the hon. Gentleman for that
question. That is something that I have considered. I
have had representations from the hon. Member for
Chesterfield, Global Brands and other Members of
Parliament, and I will take into account the points
made by the hon. Member for Ilford North made in his
speech.

On job losses, the announcement was made with
enough time for people to prepare. We may not have
been aware of covid, but postponing implementation
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any further would mean that the companies that adapted
to the announcement about prohibiting post duty point
dilution would be disadvantaged compared with companies
that have not prepared since the announcement. We do
not believe that that is fair.

On the point about the low alcohol value and moving
the measure to stronger products, that is something that
we have factored in. We will have a wider alcohol duty
review—the hon. Gentleman referenced that. The Treasury
has considered all those things, and we still do not feel
that they are appropriate.

Wes Streeting: I am grateful to the Minister for being
generous in giving way again. She will be pleased to
hear that I will not labour the previous point.

As part of the Treasury’s review, will the Minister
take into account the case for minimum unit pricing for
alcohol? We have already heard the positive case from
Scotland, and there is an active campaign for it. It
would be useful for all of us involved in policy making if
the Treasury review looked at the merits and the arguments
against so that Parliament can make informed decisions.

Kemi Badenoch: The Government are monitoring the
emerging evidence from the introduction of minimum
unit pricing in Scotland and, recently, Wales, and we
have addressed public health concerns in the duty system.
For example, in February 2019, duty rates on white
ciders were increased to tackle consumption. We must
remember that the UK operates a single excise regime,
so it is not possible to devolve duty rates. It is worth
noting that many of the problems that have been raised
are actually caused by EU rules, according to officials. I
can write to the hon. Gentleman and other Members
who want further clarification on that point.

Felicity Buchan (Kensington) (Con): Does my hon.
Friend agree that, although this is a very interesting
debate, we are here to talk about taxation, not public
health policy on alcohol?

Kemi Badenoch: I completely agree. I hope I have
given enough answers to address the point raised by the
amendment. We have already carried out an assessment
on public health grounds, but this is tax legislation. I
therefore ask that amendment 10 be withdrawn.

Clause 79 introduces a new sanction to prevent a
practice that is currently available only in the wine and
made-wine sectors and is used by only a small number
of producers. Prevention of the practice by the use of
prohibitive sanctions will address inequity of treatment
across the alcohol industry and will create a level playing
field so that alcohol products can compete more fairly
in the marketplace. I therefore commend the clause to
the Committee.

Question put, That the amendment be made.

The Committee divided: Ayes 7, Noes 10.

Division No. 4]

AYES

Flynn, Stephen

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

Thewliss, Alison

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Clause 79 ordered to stand part of the Bill.

Clause 80

RATES OF TOBACCO PRODUCTS DUTY

Stephen Flynn: I beg to move amendment 11, in
clause 80, page 68, line 5, at end insert—

“(3) The Chancellor of the Exchequer must review the
expected effects on public health of the changes made to the
TPDA 1979 by this Section and lay a report of that review before
the House of Commons within one year of the passing of
this Act.”

This amendment would require the Government to review the expected
impact of the revised rates of duty on tobacco products on public
health.

This amendment is in part very similar to the previous
amendment, but it addresses tobacco duty, not alcohol
duty. We want to review the impact of tobacco rates on
public health. I take exception to the suggestions made
in the previous debate that taxation and public health
are not inextricably linked. The hon. Member for Ilford
North said that we need a joined-up approach in the
Treasury and across all sectors so that we can see the
impact of taxation on other aspects of life. That certainly
applies to tobacco as much as it does to alcohol duty.

Much like alcohol duty, tobacco duty is reserved to
the UK Government. Again, that is deeply frustrating
to those of us in Scotland, because it is the desire of the
Scottish Government and the SNP to have a tobacco-free
generation in Scotland by 2034. Obviously, tobacco
rates will play a role in that, but that is not necessarily
stopping us entirely and we are still making positive
efforts to get there. The raft of different measures put in
place by the Scottish Government include the 2020 ban
on smoking near hospitals. There is also the regulation
of electronic cigarettes and MVP devices, which will be
an interesting and hot topic of debate in the coming
years. A new national brand, Quit Your Way, was
launched in 2018 and is being promoted on behalf of
the stop smoking service. A Scottish ministerial working
group on tobacco control is helping develop policy to
reduce the impact of tobacco on Scotland’s health and
to manage the register of tobacco and nicotine vapour
product retailers.

That is all in addition to the Scottish Government’s
previous efforts, including making prisons smoke free in
November 2018, banning tobacco advertising in 2002,
and banning smoking in enclosed public spaces in 2006,
which is something that we all remember only too well.
There are certainly many establishments in Scotland—I
am sure the same is true in England—where one can
still get the waft of the cigarettes that used to be smoked
on those premises. A great deal of good has been and
will be done, but ultimately the key lever of power lies,
again, with the UK Government. That being the case, it
is vital that consideration is once again given to public
health and to the impact on it of decisions taken by the
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UK Government. I therefore suggest that the Government
agree to the amendment, because it will be in their
interests and in the interests of people across the United
Kingdom.

Wes Streeting: If the hon. Member for Kensington
does not think that there should be a relationship
between public health and taxation, I am afraid she is
really going to hate what I have to say on clause 80 and
the Scottish National party amendment. For the same
reason as before, I think there is a real case for looking
at these issues in a joined-up way, and ensuring that our
public health objectives are reinforced by the Treasury.

In its January 2020 Budget submission, the UK Centre
for Tobacco and Alcohol Studies, in partnership with
Action on Smoking and Health, recommended that the
minimum excise tax should be updated annually to
ensure that the minimum tax for tobacco products is the
rate due for products sold at the weighted average price.
In the light of those representations, I wonder whether
the Government will consider the advice of public
health experts, and what consideration they have given
to committing to updating the MET on an annual basis
from the date of the passing of this legislation.

As the all-party parliamentary group on smoking
and health has noted, the covid-19 crisis means that
reducing tobacco-related health inequalities should be a
priority, now and in the longer term, to improve population
health and resilience to any future disease outbreaks.
Differences in smoking prevalence and smoking-related
diseases are an important factor in the differences in
morbidity and mortality from covid-19. If we are not
going to think seriously about some of these public
health challenges in the middle of a public health crisis,
when will we, frankly?

There has also been a rise during lockdown in people’s
exposure to second-hand smoke in the home. Households
with children are twice as likely to report second-hand
smoke in the home. We have already heard about the
Scottish Government’s determination in that respect,
but the Government’s prevention Green Paper set the
target of the UK being smoke-free by 2030, which is
defined as a prevalence of 5% or less. If we are going to
do that, we really have to commit to doing it and make
changes across the board to support that important
goal, which we across the House share.

The argument that public health and taxation are not
intertwined does not hold water. It is not fashionable to
be nice about George Osborne in today’s Conservative
party—it is even less fashionable in the Labour party,
but I already have a cross to bear in my own party—and
his sugar tax was hugely controversial when it was
introduced. I do not mind saying that as I sat watching
the announcement in the Budget I was a big cynic, not
least because I am generally in favour, as a point of
principle, of progressive taxation. I worry about any
new charges or levies that have flat implications for
people and households with different levels of income.

Taxation by its nature ought to be progressive wherever
possible, but the sugar tax has been shown, over the
fullness of time, to have had a really positive impact on
sugar consumption in this country. The evidence shows
that a public health epidemic, which I think is what

obesity is, particularly affects those from the poorest
backgrounds. The same is probably true of smoking
and its health consequences not just for smokers, but
for the people—particularly children—who breathe the
smoke around them.

The all-party parliamentary group on smoking and
health, ASH, the British Heart Foundation, Cancer
Research UK, the Royal College of Physicians and
many others are calling on the Government to adopt
their road map to a smoke-free 2030. That would include
the creation of a smoke-free 2030 fund, into which
tobacco manufacturers would be legally required to
give funds to finance the action needed to achieve the
smoke-free 2030 goal.

What consideration have the Government given to
the road map to a smoke-free 2030 and, in particular,
the proposal that there should be some kind of levy on
tobacco manufacturers? In the same way as the sugar
tax was hypothecated to tackle obesity, what consideration
have the Government given to introducing a hypothecated
levy to take action to eliminate smoking?

10.45 am

Kemi Badenoch: Clause 80 increases the duty charge
on all tobacco products by RPI inflation plus 2% in line
with the tobacco duty escalator. In addition, the duty
on hand-rolling tobacco will rise by an additional 4% to
6% above RPI inflation this year.

Smoking rates in the UK are falling, but they are still
too high. Around 14% of adults are smokers. We have
ambitious plans to reduce that still further, as set out by
the Department of Health and Social Care in its tobacco
control plan. That includes a commitment to continue
the policy of maintaining high duty rates for tobacco
products to improve public health. The UK has
comprehensive tobacco control legislation, which is the
envy of the world. However, smoking is still the single
largest cause of preventable illness and premature death
in the UK. It accounts for around 100,000 deaths per
year and kills about half of all long-term users. According
to Action on Smoking and Health, smoking costs society
almost £14 billion per year, including £2 billion in costs
to the NHS of treating disease caused by smoking.

At the Budget, my right hon. Friend the Chancellor
announced that the Government were committed to
maintaining the tobacco duty escalator until the end of
the Parliament. The clause therefore specifies that the
duty charged on all tobacco products will rise by 2%
above RPI inflation. In addition, duty on hand-rolling
tobacco will rise by an additional 4% to 6% above RPI
inflation this year. The clause also specifies that for the
minimum excise tax—the minimum amount of duty to
be paid on a pack of cigarettes—the specific duty
component will rise in line with cigarette duty.

The new tobacco duty rates will be treated as taking
effect from 6 pm on the day they were announced: 11
March 2020. Recognising the potential interactions between
tobacco duty rates and the illicit market, the Government
announced at the Budget that they would publish a
consultation on proposals for strengthened penalties
for tobacco tax evasion as part of the track and trace
system, including a £10,000 fixed penalty and a sliding
scale for repeat offenders. In addition, the Government
will strengthen the resources of trading standards and
HMRC to help to combat the illicit tobacco trade,
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including the creation of a UK-wide HMRC intelligence-
sharing hub. I hope the hon. Member for Ilford North
will support that. I believe I have addressed quite a
number of the points that he has raised.

I turn to amendment 11, which is designed to place a
statutory requirement on my right hon. Friend the
Chancellor to review the public health effects of changes
to tobacco duty. The Chancellor assesses the impact of
all potential changes in his Budget considerations every
year. The tax information and impact note published
alongside the Budget announcement sets out the
Government’s assessment of the expected impacts. The
Government are committed to improving public health
by reducing smoking prevalence, and we co-ordinate
these efforts through the tobacco control delivery plan
2017 to 2022, which also provides the framework for
robust and ongoing policy evaluation. Accordingly, we
review our duty rates at each fiscal event to ensure that
they continue to meet our two objectives of protecting
public health and raising revenue for vital public services.

I hope that reassures the Committee, and I ask Members
to reject the amendment. The clause will continue our
tried and tested policy of using high duty rates on
tobacco products to make tobacco less affordable and
continue the reduction in smoking prevalence, thus
reducing the burden that smoking places on our public
services.

On the point about a tobacco levy, I believe the
Government laid out their position on introducing a
levy in 2015. We do not believe a levy is an effective way
to raise revenue or protect public health.

Amendment 11 negatived.

Clause 80 ordered to stand part of the Bill.

Clause 81

RATES FOR LIGHT PASSENGER OR LIGHT GOODS

VEHICLES, MOTORCYCLES ETC

Question proposed, That the clause stand part of
the Bill.

Kemi Badenoch: Clause 81 makes changes to uprate
the RPI vehicle excise duty rates for cars, vans and
motorcycles with effect from 1 April 2020. VED is paid
on vehicle ownership, and rates depend on the vehicle
type and first registration date. The Government have
uprated vehicle excise duty for cars, vans and motorcycles
with inflation every year since 2010, which means rates
have remained unchanged in real terms during this
time. As announced in the 2018 Budget, all vehicle
excise duty revenues will be used specifically for the
national roads fund from this year, to provide certainty
for road investment.

The changes made by clause 81 will uprate vehicle
excise duty for cars, vans and motorcycles by RPI for
the 10th successive year. As a result, the rates are
unchanged in real terms since 2010, and that comes on
top of the Government’s decision to freeze fuel duty
rates for the ninth successive year. By April 2021, this
will have saved the average car driver £1,200 in comparison
with the pre-2010 escalator.

From April 2017, a reformed VED system was introduced
that strengthened the environmental incentive when
cars are first purchased, with all cars paying a standard
rate in subsequent years. The standard rate will increase
by only £5, the flat rate for vans will increase by £5 and

the rate for motorcyclists will increase by no more than
£2. These changes will ensure that the Government
continue to support motorists with the cost of living,
and that the vehicle excise duty system continues to
incentivise the purchase of lower emission vehicles.

Felicity Buchan: Does my hon. Friend agree that as
the economy comes out of the dislocation of coronavirus,
we need to build a greener and cleaner economy?
Incentivising the use of low-carbon cars is part of that,
and clearly we cannot do so just through the tax system;
we also need a structure of electric charging points. I
am glad to say that my borough is one of the top
boroughs in the country in that regard. As we look to
build a greener economy, I commend this clause and the
related clauses.

Kemi Badenoch: I thank my hon. Friend for her
intervention, and I agree with her.

Wes Streeting: Following a previous theme, we support
this approach to incentivising the use of greener and
more environmentally friendly vehicles. It shows how
decisions taken at the Treasury can support the public
policy aims of other Departments and promote positive
consumer change. Clearly, we have to do a lot more to
ensure that people are using environmentally friendly
vehicles, which produce fewer emissions and have a less
detrimental impact on air quality and the wider environment
than other vehicles do. I, in common with many
stakeholders, welcome the reduced rate applied to
alternatively fuelled light passenger vehicles, including
hybrids and those powered by bioethanol and liquid
petroleum gas.

Kemi Badenoch: I think that is a point we can all
agree on. The Government are doing a lot to encourage
the uptake of low emission and zero emission vehicles.
As I mentioned earlier, the reformed VED system was
introduced in 2017 for new cars. To elaborate, on first
registration the owners of zero emission models pay
nothing, while those of the most polluting pay more
than £2,000. In subsequent years, most cars move to a
standard rate, which is currently set at £145. The exceptions
are electric cars, which attract a zero rate, and hybrids,
which receive a £10 discount.

In the Budget, the Government announced a number
of further steps to reduce zero emission vehicle costs,
including exempting zero emission cars from the vehicle
excise duty expensive car supplement; extending low
company car tax rates for 2024-25, as we discussed
earlier; and extending the plug-in grant scheme for zero
emission cars and ultra-low emission vans, taxis and
motorcycles until 2022-22.

Question put and agreed to.

Clause 81 accordingly ordered to stand part of the Bill.

Clause 82

APPLICABLE CO2 EMISSIONS FIGURE DETERMINED

USING WLTP VALUES

Question proposed, That the clause stand part of
the Bill.

Kemi Badenoch: Clause 82 makes changes that ensure
that CO2 emissions figures for vehicle excise duty will be
based on the world harmonized light-duty vehicles test
procedure—WLTP—for all new cars registered from
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1 April 2020. Until 1 April 2020, the owners of new cars
were liable to pay VED based on CO2 emissions figures
provided under the new European driving cycle test
procedure, which is otherwise known as the NEDC.
That test underestimates real-world driving emissions
by up to 40%. In the 2018 Budget, it was announced
that from April 2020, VED would be based on WLTP,
which closely reflects real-world driving emissions.
Consequently, vehicle excise duty liabilities for new cars
purchased from April 2020 may change.

In the 2018 Budget, the Government announced a
review of the impacts of WLTP on vehicle taxes. In July
2019, the Government announced that as mitigation to
help the industry manage the transition to WLTP, company
car tax rates would be temporarily reduced, and that the
Government would publish a call for evidence on vehicle
excise duty. Draft legislation for the Finance Bill was
published on L day 2019 to switch on WLTP from April
2020 and to implement the new CCT rates.

Clause 82 confirms that CO2 emissions figures for
vehicle excise duty will be based on WLTP for all new
cars registered from 1 April 2020, and that all cars
registered before 1 April 2020 will continue to use
existing NEDC CO2 values for VED purposes. As WLTP
is more representative of real-world driving conditions,
this measure ensures that VED is based on a more
robust regime for measuring CO2 emissions. It will also
allow motorists to make more informed purchasing
decisions when considering the CO2 impact of their
new car.

Wes Streeting: I do not think that we need to dwell
too long on this, but it is worth exploring a few points
that were made during the Government’s consultation
and to test some stakeholders’ arguments. Assertions
are sometimes made, but it is important to revisit the
arguments and see whether they stand up to the scrutiny
of evidence. It will be interesting to hear the Treasury’s
view on that.

There was a concern that the WLTP charging rates
could lead to distortion ahead of April 2020, because
consumers might bring forward purchasing decisions to
avoid potential tax increases on new cars. Given that
April 2020 has passed, it would be interesting to know
whether such distortion has actually occurred. What
assessment has the Treasury made of that?

On the environmental impact, some respondents stressed
that company cars were more environmentally friendly
than private cars. The argument goes that it is important
to keep people in that market by adjusting company car
taxation to reflect the lower impact. What analysis has
the Treasury done of that claim? Does the Treasury
think that that is a valid argument, or simply an assertion?

Finally, some concern was raised that under WLTP
values, there could be an above-average increase in the
reported CO2 emissions of cars with smaller engines,
whereas cars with higher CO2 emissions would not be
affected by the change to the same extent. How much
does that argument hold water with the Minister?

Kemi Badenoch: On the question of why we are
treating cars registered before 6 April 2020 differently
and whether that would create a distortion, the WLTP
testing standards were introduced in 2017 and EU
legislation required manufacturers to record the CO2

emissions for both regimes. We have not sought to
change the tax treatment of existing cars; we aim to
encourage people who purchase new cars to choose
low-CO2-emitting models.

On the analysis that the hon. Gentleman asks for, it is
probably too soon to tell. The impact is linear, and we
published some findings in July 2019 when we set rates.
I can have that information provided to him, and I can
write to him on that point. I do not have the full answers
for the analyses that he is asking for.

Question put and agreed to.

Clause 82 accordingly ordered to stand part of the Bill.

Clause 83

ELECTRIC VEHICLES: EXTENSION OF EXEMPTION

11 am

Question proposed, That the clause stand part of
the Bill.

Kemi Badenoch: Clause 83 makes changes to exempt
all zero-emission cars from the vehicle excise duty
supplement that applies to cars with a list price exceeding
£40,000 from 1 April 2020. The background is that the
Government use vehicle taxes, including vehicle excise
duty, to encourage the take-up of cars with low carbon
dioxide emissions to help to meet our legally binding
climate change targets. Vehicle excise duty incentives
help to reduce the cost of zero-emission cars, which is
one of the most significant barriers to uptake. From
April 2017, on first registration, zero-emission cars paid
no vehicle excise duty, while the most polluting cars
paid more than £2,000. In subsequent years, while most
cars move to a standard rate—£150 in 2020-21—electric
vehicles attract a zero rate. Previously, however, all
vehicles with a list price exceeding £40,000, including
electric vehicles, paid a vehicle excise duty supplement
of £325 in 2020-21 from years two to six following
registration.

Under the changes made by clause 83, from 1 April 2020,
all zero-emission light passenger vehicles registered from
1 April 2017 until 31 March 2025 will be exempt from
the vehicle excise duty expensive car supplement. That
will reduce vehicle excise duty liability for almost a third
of zero-emission cars by an estimated £1,625. This
demonstrates that the Government will continue to
incentivise the uptake of zero-emission cars through the
2020s. The measure will incentivise uptake by reducing
tax liabilities and aid the Government in achieving net
zero. I therefore commend the clause to the Committee.

Wes Streeting: Clause 83 is obviously a welcome
measure; we have heard from industry representatives
that removing the VED surcharge for electric vehicles
will encourage uptake. The RAC’s head of policy, Nicholas
Lyes, states:

“Our research suggests that cost is one of the biggest barriers
for drivers who want to switch to an electric vehicle and the steps
taken”

by the Government
“will provide clarity and certainty for both consumers and
manufacturers.”

I wonder whether the Government are looking at
what more they can do to reduce the cost burden for
people switching to electric vehicles. People make choices
all the time about the purchase of new vehicles, and
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price sensitivity is one of the biggest aspects of that. If
someone uses their car every day for regular journeys—to
commute to and from work, for example—and has
access to charging points at home, at work or in the
vicinity, switching to an electric vehicle will make a real
difference. It can be cost-effective as well as an
environmentally friendly choice, particularly in the light
of the clause.

However, for lots of people who do not commute
regularly but have a family car for use at weekends
and perhaps over the summer holidays, the financial
choice is not always as straightforward. Although the
environmental factors may be compelling and people
might want to switch to an electric vehicle, the financial
barrier is still too high. I wonder what more the Government
can do, through industry support or other means, to
further incentivise the switch to electric vehicles, as it
would make a real difference.

On infrastructure, it is important that more is done to
ensure that electric vehicle charging points are readily
available for use—that is really an issue for the Department
for Transport and local authorities, but at some point
they will come knocking at the Treasury’s door. The
Minister is smiling; I am sure that she is very familiar
with that experience. I wonder how favourably she is
looking on those arguments, because although progress
is being made to expand electric charging points—the
Mayor of London cares strongly about the issue, and I
discussed it recently with the Mayor of Greater Manchester,
Andy Burnham—much more progress can still be made
in all parts of the country, so Treasury support would
be very welcome.

Kemi Badenoch: The hon. Gentleman makes a point
that we hear again and again about the cost of low
emission vehicles. These changes are part of a wider
package of tax and spend incentives—I have mentioned
company car tax rates and the plug-in car grant.

On the question of what more we can do, the best
mechanism is the call for evidence that the Government
published at the Budget, which includes how vehicle
excise duty can further incentivise the uptake of zero-
emission cars. That is probably the best way for the
industry and Parliament to suggest what more we can
do to make low emission vehicles more affordable.

The hon. Gentleman is right that we get asked a lot
about infrastructure and what more we can do to provide
charge points. We understand that access to high-quality,
convenient charging infrastructure is critical if drivers
are to make the switch to electric vehicles confidently.
That was why, at the Budget, we announced £500 million
over the next five years to support the roll-out of a fast
charging network for electric vehicles, ensuring that
drivers will never be more than 30 miles from a rapid
charging station.

Question put and agreed to.

Clause 83 accordingly ordered to stand part of the Bill.

Clause 84

MOTOR CARAVANS

Question proposed, That the clause stand part of
the Bill.

Kemi Badenoch: Clause 84 reduces vehicle excise duty
liability for new motorhomes to support British motorhome
manufacturers and UK holidaymakers. From 12 March

2020, most new motorhomes pay a flat rate of VED at
£270 annually. To ensure that, in the future, motorhome
vehicle excise duty liabilities reflect environmental impact
and to incentivise the development and uptake of lower
emission motorhomes, from 1 April 2021, motorhome
VED liabilities will be aligned with graduated van vehicle
excise duty.

From September 2019, EU regulatory changes have
required motorhomes to record carbon dioxide emissions
on the vehicle type approval document. Previously, the
majority of motorhomes attracted a flat rate of £265,
but from September 2019, due to their high emissions,
new motorhomes saw a significant increase in their
first-year vehicle excise duty liabilities. Motorhome
dealerships and the main industry body, the National
Caravan Council, expressed concern about the changes.
The sector argued that, as motorhomes are generally
derived from vans, their VED liability should be aligned
with vans, rather than passenger vehicles.

The changes made by clause 84 mean that, from
12 March 2020, new motorhomes are more closely
aligned with vans for VED purposes. Manufacturers
are no longer required to provide a CO2 emissions
figure when they register the vehicle with the Driver and
Vehicle Licensing Agency. As a result, all new motorhomes
will move to a flat rate of vehicle excise duty. Most new
motorhome vehicles will be included in the private light
goods vehicle tax class, with the minority that weigh
more than 3,500 kg included in the private heavy goods
class. As a result, new motorhomes’ first-year VED
liabilities will be reduced by up to £1,905. The change
will affect owners of motorhomes first registered
from 12 March 2020. There are typically about
15,000 motorhomes registered in the UK annually.

The change will reduce new motorhome vehicle excise
duty liabilities, and better align them with vans, rather
than passenger vehicles. It will support British motorhome
manufacturers and holidaymakers using motorhomes
throughout the UK. I therefore commend the clause to
the Committee.

Wes Streeting: This debate is particularly timely, given
last night’s Adjournment debate, which was led by my
hon. Friend the Member for Kingston upon Hull West
and Hessle (Emma Hardy), who told the House that
Hull is the capital of caravan manufacturing. Along
with my hon. Friends the Members for Kingston upon
Hull North (Dame Diana Johnson) and for Kingston
upon Hull East (Karl Turner), she has been a doughty
champion of the industry. That industry has been
particularly hard hit by covid-19 because it relies so
much on the leisure and tourism industry, which is still
effectively shut down. Industry bodies and users were
looking for this change, so I am happy to indicate that
we support the clause.

Miriam Cates (Penistone and Stocksbridge) (Con): I
welcome the measure. The Moto-Trek manufacturer in
my constituency makes exclusive hand-built motorhomes,
so I know that the clause is very much welcomed by the
industry. It certainly makes sense to tax motorhomes as
vans, since they are mostly built on van chassis and do
not do many miles, although they do, of course, emit
carbon dioxide. It is right that we incentivise the
manufacture of low emission vehicles, but motorhome
users are very much committed to UK holidays and do
not fly as a result, which is very positive for the environment.
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[Miriam Cates]

As we come out of covid, it is really important that we
do everything that we can for UK manufacturers, for
UK motorhome vehicle sales and, of course, for tourism.
I therefore very much welcome the clause.

Question put and agreed to.

Clause 84 accordingly ordered to stand part of the Bill.

Clause 85

EXEMPTION IN RESPECT OF MEDICAL COURIER VEHICLES

Alison Thewliss: I beg to move amendment 12, in
clause 85, page 72, line 33, after “supplies” insert “,
including human breastmilk”.
This amendment would ensure that vehicles carrying human breastmilk
would benefit from the exemption from Vehicle Excise Duty.

I am delighted to continue my personal journey to
ensure that breastfeeding is mentioned in every possible
place in this House. I am chair of the all-party group on
infant feeding and inequalities, so I declare that interest
up front.

The measure I seek to add to the Bill would cost the
Government very little, if anything at all, but would
send a very strong signal that the Government support
and recognise breast milk banks across the UK. Sub-
paragraph 2(b) of proposed new paragraph 6A to schedule 2
to the Vehicle Excise and Registration Act 1994 refers to
“medicines and other medical supplies”.

I am not quite sure whether that would capture breast
milk. I seek clarification from the Minister on that,
because I do not think it is clear enough, which was why
I tabled the amendment.

Human breast milk banks exist across the UK. Some
do not exist quite to the size and scale that we would
like, so the amendment would help to encourage them
that there is Government support for what they are
doing. I mention the Human Milk Foundation, the
Northwest Human Milk Bank, Hearts Milk Bank and
Milk Bank Scotland, which is based in Glasgow and the
one that I know best. Having spoken to Debbie Barnett,
its donor milk bank co-ordinator, I know that Milk
Bank Scotland does not have its own vehicles at the
moment, but relies on the Glasgow Children’s Hospital
Charity volunteers, who transport the milk, after picking
it up from donors, and take it out to those who need it.
Having its own vehicles would be something for a future
point, but the amendment would certainly support the
milk bank, and others across the UK, in doing that.

Like blood, breast milk has to be properly processed,
and there are procedures in place for doing so. Like blood,
it needs special carriage to take it from donors to the
milk banks for processing, and back out again. The National
Institute for Health and Care Excellence guideline 93 on
donor breast milk banks says that, when transporting milk
to the milk bank, critical conditions for transport include
“temperature and time limit, to ensure that donor milk remains
frozen during transport.”

The guideline also states that donor milk should be
transported
“in secure, tamper-evident containers and packaging”

and that a range of procedures are in place for achieving
that.

In chapter 33 of its guide to the quality and safety of
tissues and cells for human application, on the distribution
of and transport conditions for human milk, the European
directorate for the quality of medicines states:

“During transport, milk should remain frozen and dry ice may
be used for this purpose.

The use of validated, easily cleaned, insulated transport containers
is recommended.

The transport procedure should be validated, and the temperature
of the transport container monitored during transportation.”

All those measures are relatively similar to how blood
and other blood products are transported around the
UK, and would fit quite well with the medical courier
vehicles exemption set out in the Bill. Many of these
organisations are charities, and they would very much
appreciate support in moving milk around the country.

I appeal to the Government to accept the amendment,
which is uncontentious—and indisputable, really. Doing
so would send a good signal that the UK Government
support milk banks, the people across the UK who wish
to use them, and the science behind them. They are
particularly important in supporting premature babies
in their earliest days. The World Health Organisation
recently indicated the significance of breast milk during
coronavirus, and that women should be supported whenever
possible to feed their babies with human breast milk.
Covid-19 is not present in breast milk, and the milk is
therefore of huge benefit in supporting babies in their
earliest days. I encourage Ministers to take on the
amendment, if they can take on anything at all, and to
show support for milk banks across the UK.

Kemi Badenoch: Amendment 12 would extend the
exemption so that it applied to people carrying human
breast milk. I do not think that any of us would
disagree with that, but clause 85 already covers the
transportation of human breast milk. The purpose-built
vehicles used by medical courier charities, which are
exempted from VED by the measure, transport not just
blood, but a wide range of medical products, including
X-rays, MRI scans, plasma and human breast milk.

The inclusion of the amendment in the Bill would
make things more difficult. Its wording is quite vague, it
does not clearly define the vehicles that it is trying
to capture, and it would create the risk of abuse. We
believe that the matter is already covered by clause 85.
Although the Government fully support the sentiment
of the amendment, as breast milk is already captured
under the clause, I ask the Committee to reject the it.

Alison Thewliss: I would like to press the amendment
to a vote, to add to the clarity of the clause.

Amendment 12 negatived.

Clause 85 ordered to stand part of the Bill.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

11.17 am

Adjourned till this day at Two o’clock.
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Public Bill Committee

Tuesday 16 June 2020

(Afternoon)

[SIOBHAIN MCDONAGH in the Chair]

Finance Bill

2 pm

Clause 86

REBATED FUEL: PRIVATE PLEASURE CRAFT

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

That schedule 10 be the Tenth schedule to the Bill.

The Financial Secretary to the Treasury (Jesse Norman):
It is lovely to see you in the Chair, Ms McDonagh. I
apologise to hon. Members who have had the pain of
seeing me do the urgent question in between our two
Public Bill Committee sittings; I can only admire their
strength and resilience.

Clause 86 introduces schedule 10, which enables changes
to be made to the Hydrocarbon Oil Duties Act 1979 to
require white diesel to be used for filling private pleasure
craft such as yachts and canal barges, to meet our
international obligations under the EU withdrawal
agreement. It is an enabling power, and it follows
consultation with private pleasure craft users and fuel
suppliers in 2019.

There is no current timetable for commencement of
these changes. Details of implementation via future
secondary legislation will be set out in due course, after
the consultation that the Government are planning this
summer on wider changes to red diesel that were announced
at Budget 2020. Once commenced, the changes will
affect only the type of fuel that private pleasure craft
can use and not the amount of fuel duty users pay. They
already pay the standard white diesel rate for propelling
their craft, and they are entitled to use rebated red diesel
for other, non-propulsion purposes, such as heating and
cooking. The changes will not affect that. Where craft
have a shared tank for propulsion and non-propulsion
purposes, such as heating, the Government will explore
options that prevent users from paying more duty for
their non-propulsion use than they would otherwise
have to pay.

In 2018, the Court of Justice of the European Union
ruled that the use of red diesel to propel private pleasure
craft breached the fuel marker directive, which is designed
to ensure, given the variation in duty treatment in member
states, that any misuse of diesel crossing EU internal
borders can be detected. Over the summer of 2019, the
Government consulted on how they intended to implement
the Court judgment by requiring private pleasure craft
to use white diesel for propulsion. More than 1,600 replies
were received. At the present time, private pleasure craft
use the lower-duty red diesel for both propulsion and
non-propulsion, but pay a top-up to the white diesel
rate on the proportion of fuel that they use to propel
their craft.

Last year’s consultation saw evidence on the impact
that requiring private pleasure craft to use white diesel
propulsion would have on users of diesel-propelled
craft operating in UK inland waterways and along the
coast, and on the companies that supply diesel to them.
The responses are informing implementation issues for
suppliers, known as registered dealers in controlled oils,
or RDCOs, and users of diesel fuel.

The changes made by schedule 10, once commenced
by secondary legislation, will amend sections 12 and 14E
of the Hydrocarbon Oil Duties Act 1979, to disallow
the rebates that apply to diesel, biodiesel and bioblend
not used for road vehicles on the fuel used for propelling
private pleasure craft. In practice, such craft have not
been benefiting from the rebated rate on fuel use for
propulsion, as they have been paying the additional
duty to ensure that they pay the full rate as required
while we are in the transition period.

Schedule 10 creates new penalties for using marked
fuel for propelling a private pleasure craft, similar to those
that exist when marked fuel is used in road vehicles, and
also gives Her Majesty’s Revenue and Customs powers
to take samples. It also provides for secondary legislation
to mitigate the impact of the measure on houseboats
and permanently moored residential craft; as they do
not use fuel to propel their houseboat, they should be
entitled to continue to use red diesel.

Finally, the schedule amends schedule 7A to the Value
Added Tax Act 1994, to provide for the removal, if
necessary, of the reference to marked fuel used in private
pleasure craft in respect of which a declaration has been
received. It provides that the changes will be brought
into force on the days and in the areas appointed in
secondary legislation at a future date.

This clause and schedule will ensure that we respect
our international commitments, by enabling us to make
changes to legislation covering fuel use by a private
pleasure craft to the extent required to meet those
commitments. I therefore commend the clause and the
schedule to the Committee.

Wes Streeting (Ilford North) (Lab): I should have
said this morning that, although those on the Government
Front Bench are doing a joint effort today to give each
other a break, this is my penance for the shadow Chief
Secretary, my hon. Friend the Member for Houghton
and Sunderland South, handling the digital service tax
single-handedly last week, so I am afraid that Members
will be getting even more tired of my voice than the
Financial Secretary’s voice.

I want to raise a few points on clause 86. First, as the
Minister said, this clause and schedule are intended to
enact the judgment of the European Court of Justice
and to make sure we abide by our obligations under the
withdrawal agreement. The challenge for various industry
bodies is that this proposal effectively means that we are
going to have to go through a number of changes,
unless the Government intend this to be a permanent
change in approach.

It is a significant disruption for the industry. British
Marine, the main leisure boating industry body, said the
change would present

“severe problems for boat users and the industry”,

and that was the position of all representative bodies.
Given the issues raised by industry bodies and the
strength of objections, why has the Minister sought to
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implement the judgment of the Court of Justice of the
European Union when we will have left the European
Union and, at some point in the not too distant future,
these sorts of judgments will not have to be abided by?

Suppliers and industry bodies have deemed the switch
as not viable due to its being uneconomical and impractical
to change waterside fuelling locations from red to white
diesel. What will the Minister do to support suppliers in
this transition and to ensure that commercial users,
such as fishing boats, are not negatively impacted by the
switch?

Jesse Norman: I thank the hon. Gentleman for his
questions. We fully appreciate the degree of concern
that has been shown by the industry. As he will be aware,
we are under an obligation to abide by EU judgments
while we remain under the withdrawal agreement. The
proposal underlines how seriously we take legal obligations
that have been incurred in the EU withdrawal agreement,
and that includes implementing the result of the European
Court of Justice judgment.

It should be made clear that, during the transition
period, if the Commission were not convinced that
necessary steps had been taken to implement the judgement,
it could, in principle, refer the case back to the European
Court and ask it to levy fines for non-compliance.
Those fines can be pretty substantial—up to ¤792,000 a
day plus a potential one-off fine of at least ¤10 million—so
we are very focused on communicating the seriousness
of our intent in passing this enabling legislation. We do
not believe that paying fines to the EU, especially as we
have now left the EU, would be an effective or good use
of taxpayers’ money, not least when we are making
broader changes to reduce the entitlement to use red
diesel more widely.

It is worth pointing out one other thing: we have not
set an implementation date. The reason is that we
recognise that it is important for Government to continue
to work with users of private pleasure craft and with
fuel suppliers to understand how they can implement
the changes, precisely to make sure that those changes
are as little onerous and as easy to enact as they can be.
It is only once we have seen that consultation, gone
through that process, reflected further on it and had a
chance to consider how the legislation could be framed
that we will be able to return to this issue.

Question put and agreed to.

Clause 86 accordingly ordered to stand part of the Bill.

Schedule 10 agreed to.

Clause 87

RATES OF AIR PASSENGER DUTY FROM 1 APRIL 2021

Question proposed, That the clause stand part of the
Bill.

TheExchequerSecretarytotheTreasury(KemiBadenoch):
Clause 87 makes changes to ensure that the long-haul
rates of air passenger duty for the tax year 2021-22
increase in line with the retail price index. The change
will make sure that the aviation sector continues to play
its part in contributing towards funding our vital public
services.

Aviation plays a crucial role in keeping Britain open
for business, and the UK Government are keen to
support its long-term success. Indeed, the UK has one

of the highest direct connectivity scores in Europe,
according to the latest Airports Council International
Europe report. The Government appreciate the difficulties
that the airline industry currently faces as a result of
coronavirus. That is why the Chancellor provided a
comprehensive package for all businesses affected by
the virus on 20 March. However, as air passenger duty
is paid on a per passenger basis, the recent decline in
passenger demand will have resulted in a reduction in
air passenger duty liabilities for airlines. As the industry
returns to health, it is right that the revenue raised from
air passenger duty should continue to remain in line.

The clause increases the long-haul reduced rate for
economy class nominally by only £2 and the standard rate
for all classes above economy by £4—a real-terms freeze.
The rounding of air passenger duty raised to the nearest
£1 means that short-haul rates will remain frozen in nominal
terms for the eighth year in a row, which benefits about
80% of all airline passengers. More broadly, the Government
will consult on aviation tax reform. As part of the
consultation, we will consider the case for changing the
air passenger duty treatment of domestic flights, such
as reintroducing the return leg exemption, and for increasing
the number of international distance bands.

The changes made by the clause will increase the
long-haul APD rates for the tax year 2021-22 by the
RPI. Air passenger duty is a fair and efficient tax, where
the amount paid corresponds to the distance and class
of travel of the passenger and is due only when airlines
are flying passengers. The changes ensure that the aviation
sector will continue to play its part in contributing
towards funding our vital public services. I therefore
commend the clause to the Committee.

Wes Streeting: The industry has stated that the proposed
changes do not support it and its net zero plans. The news
that the airline industry does not like air passenger duty
will come as a surprise to no one. As we are debating air
passenger duty under clause 87, and as Treasury Ministers
declined to come to the House in response to an urgent
question from the Chair of the Transport Committee,
this is an opportunity for me to raise concerns directly
with Treasury Ministers about support for the airline
industry in the light of the challenges it faces because of
covid-19.

The Minister said that the airline industry has benefited
from Government support. In so far as any industry and
employer has benefited from the general schemes made
available—the job retention scheme, the self-employment
income support scheme, the various business grants and
loans that are available—that is true. However, back in
March, the Chancellor referred to specific support for
the aviation industry. It is now June and that support
has not yet materialised. In fact, we do not even have
any outline of what that support could entail or whether
it will materialise at all.

Let us bear in mind that the industry contributes
£22 billion a year to the British economy. It supports
230,000 jobs in aviation and throughout the manufacturing
supply chain. If we take into account the broader sweep
of jobs based around the supply chain, airports and
travel, we are probably looking at something closer to
500,000 jobs.

Ministers, whether in the Treasury or the Department
for Transport, ought to be embarrassed by the fact that,
only a matter of weeks ago, a leading figure in the airline
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[Wes Streeting]

industry told the Transport Committee that the Government
have been “asleep at the wheel”. That is not the way that
the Treasury should approach a major industry. Of
course, the airline industry has a lot to change in order
to meet our country’s net zero ambitions, but I am sure
we would all agree that we would prefer it if the aviation
industry got to that point through research, innovation,
sensible application of technology, change of consumer
behaviour and a just transition to support the workforce
as the industry changes, rather than because airlines go
bust and people lose their jobs.

2.15 pm

In our proceedings this morning, we referred to the
fact that unemployment is already a serious challenge in
our country. We see that reflected in the figures today.
Unless Ministers take action, things are going to get a
hell of a lot worse for an awful lot of people. As I told
the poor aviation Minister, who was sent along to
answer for Treasury Ministers in the urgent question—with
her hands tied behind her back because she had zero
latitude to speak for the Treasury—the Department for
Transport is neither use nor ornament on this matter.

Only the Treasury can now provide the support that our
aviation industry needs. People’s jobs up and down the
country are counting on them. It is wholly unacceptable
that the Chancellor made a commitment back in March,
but has not put his money where his mouth is since. I hope
that Ministers might give some semblance of explanation
or hope to people in the airline industry and those
whose jobs rely on it more broadly that the Government
are listening and are going to act in short order.

Anthony Browne (South Cambridgeshire) (Con): This
is my first ever Bill Committee, but I was under the
impression that we were meant to talk about the actual
elements of the Bill, rather than wider economic policy
or industrial strategies for business. The hon. Member
for Ilford North has kindly emphasised all the support
the British Government are giving the airline industry,
but it is completely irrelevant for discussion now.

The Chair: I would just say to the hon. Gentleman
that the decision on what is spoken about and what is
not is mine. My general attitude is to encourage participation
and comment. I will show the same latitude to
both Government and Opposition Members. I call the
Minister.

Kemi Badenoch: On the issue of a specific support
package for the industry, the hon. Member for Ilford
North has mentioned the range of measures that we
have put in place, and we know that the DFT, the
Transport Secretary and the aviation Minister are in
close contact with the aviation sector. What the hon.
Gentleman does not know is that Treasury Ministers,
including myself, have also received lots of representations
from the industry—it is not an issue that we are
ignoring—but we need to be careful about how we
make interventions.

The aviation sector is important to the UK economy.
When those companies, as with any other companies
that make a material contribution to the economy, find
themselves in trouble as a result of coronavirus and
have exhausted the measures already available to them,

the Transport Secretary and Chancellor are listening to
understand the issues, but any intervention needs to
represent value for money for the taxpayer.

As we saw in the urgent question earlier today, there
are so many people we need to help. We need to be careful
about how we spend taxpayers’ money and where it
should be directed. At this time, the Chancellor has not
made that decision, but we will continue to work closely
with the sector, and we are willing to consider the
situation of individual firms, rather than working a
sector-wide basis, once all the other Government schemes
and commercial options have been explored and exhausted.
That includes—I am sure this is something Opposition
Members agree with—raising capital from existing investors
and approaching other investors first.

Question put and agreed to.

Clause 87 accordingly ordered to stand part of the Bill.

Clause 88

AMOUNTS OF GROSS GAMING YIELD CHARGED TO

GAMING DUTY

Question proposed, That the clause stand part of the
Bill.

Kemi Badenoch: Clause 88 increases the thresholds
for the gross gaming yield bands for gaming duty in line
with inflation. This is a very small change, which is
assumed by public finances.

Gaming duty is a banded tax paid by casinos in the
UK, with marginal tax rates varying between 15% and
50%. Public finances assume that the bands are uprated
with inflation each year to prevent fiscal drag. Without
an annual uprating, over time, casinos would pay gaming
duty at higher rates, so the change made by clause 88
uprates the bands of gaming duty in line with inflation.
That is expected by the industry and assumed in public
finances. Rates of gaming duty will remain unchanged.
The change will take effect for accounting periods starting
on or after 1 April 2020. I therefore commend the clause
to the Committee.

Wes Streeting: We have heard representations from
the chief executive of the Betting and Gaming Council,
Michael Dugher, who will be known to many hon.
Members across the House. The council is calling for
reform of business rates and casino taxation. In the
light of its representation, which, unsurprisingly, makes
the industry case, and reflecting on some of our earlier
conversations about alcohol duties, tobacco and smoking,
what plans does the Treasury have, if any, to look at
reform of gambling taxation generally and at the specific
reforms Mr Dugher is calling for of business rates and
casino taxation?

We have also heard strong representations from hon.
Members across the House, such as my hon. Friend the
Member for Swansea East (Carolyn Harris) and the
right hon. Member for Chingford and Woodford Green
(Sir Iain Duncan Smith), about their work to highlight
the impact that gambling has on people’s lives. Irresponsible
gambling blights people’s lives. In the light of our
conversation this morning about the positive role that
Treasury decisions can play in promoting good public
health outcomes, is the Treasury minded to look at
those issues in the round as part of a wider review of the
gaming duty and gambling taxation more generally?
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Kemi Badenoch: The answer is to look at what the duty
is designed to do. It is a change to gambling taxation; it
is not related to the regulation of gambling activity, which,
as we know, is the remit of the Department for Digital,
Culture, Media and Sport.

The Government continue to monitor the effectiveness
of existing gambling controls. As the December 2019
election manifesto set out, we intend to review the
Gambling Act 2005. We will always consider the potential
impact of tax changes at the same time.

We should remember that freezing the duty bands
would have a small impact on public finances, while
pushing smaller, generally regional, casinos into higher
duty bands. The casino industry paid about £220 million
in duty in the last financial year. The Government
believe that the sector already makes a fair contribution
to the public finances. I do not believe it is the small
regional casinos that we would be looking to affect in
terms of problem gambling.

Question put and agreed to.

Clause 88 accordingly ordered to stand part of the Bill.

Clause 89

RATES OF CLIMATE CHANGE LEVY UNTIL 1 APRIL 2021

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
clause 90 stand part.

Kemi Badenoch: Clauses 89 and 90 ensure that the
climate change levy main and reduced rates are updated
for the years 2020-21 and 2021-22 to reflect the rates
announced at Budget 2018. The climate change levy
came into effect in April 2001. It is a UK-wide tax on
the non-domestic use of energy from gas, electricity,
liquefied petroleum gas and solid fuels. It promotes the
efficient use of energy to help to meet the UK’s international
and domestic targets for cutting emissions of greenhouse
gases. Energy-intensive businesses that participate in
the climate change agreements scheme run by the
Department for Business, Energy and Industrial Strategy
qualify for reduced rates in return for meeting energy
efficiency or carbon reduction targets.

Budget 2016 announced that electricity and gas rates
would be equalised by 2025, because electricity is becoming
a much cleaner source of energy than gas as we reduce
our reliance on coal and use more renewable resources
instead. These changes give effect to rate changes announced
in 2018 and reaffirm the commitment to equalise the
main rates for gas and electricity. The reduced rates will
be subject to increases in line with inflation, as in previous
years. In order to ensure better consistency in the tax
treatment of portable fuels and the off-gas grid market,
it was announced in the 2017 Budget that the climate
change levy rate for liquefied petroleum gas would be
frozen at the 2019-20 level in the years 2020-21 and
2021-22. For that reason, the reduced rate for liquefied
petroleum gas that applies to CCA participants will
remain set at 23% for the years 2020-21 and 2021-22.

Clauses 89 and 90 will update the climate change
levy’s main and reduced rates for 2020-21 and 2021-22,
as announced in the 2018 Budget, to reflect that electricity
is now a cleaner energy source than gas. The electricity
main rate will be lowered, whereas the gas main rate will
increase so that it reaches 60% of the electricity rate in

2021-22. The rates were announced over two years ago,
to give businesses plenty of notice to prepare for the
rate changes. To limit the impact on the CCA scheme,
participants will see their climate change levy liability
increase by retail price index inflation only. That protects
the competitiveness of over 9,000 facilities in energy-
intensive industries across 50 sectors. I therefore commend
the clause to the Committee.

Wes Streeting: The Chancellor suggested that pollution
taxes would increase as a result of his Budget, but Jayne
Harrold, PwC’s UK environmental tax leader, said that
under the 2020 Budget:

“There was not really an increase in pollution taxes as the
Chancellor suggested with the climate change levy (CCL) changes
announced. In fact, freezing CCL rates on electricity to level up
the gas rate faster based on carbon emissions will reduce the
amount of pollution tax applied. Extending climate change agreements
for two years is equally minor good news for energy intensive
businesses who get significant CCL reliefs.”

Can the Minister give us a sense of what more the
Treasury will do to ensure that taxes from polluting
behaviour increase?

I also want to probe on the green gas levy. The 2020
Budget promised the introduction of a green gas levy to
help fund the use of greener fuels, to work in conjunction
with the rise in the climate change levy. When and how
do the Government plan to introduce the levy?

Kemi Badenoch: I missed the hon. Member’s last
question, but I can write to him on this issue, if he is
happy with that. I go back to the question whether we
are doing enough to achieve net zero. The answer is that
we are going as far as we can, but we must also ensure
that we protect the competitiveness of businesses throughout
the UK. As announced in 2016, the changes to the
climate change levy rates will see electricity and gas
main rates equalised. That is being done incrementally—not
because we do not want to go far enough, but in order
to protect the tax liability of businesses. The Treasury
review on the cost of transitioning to net zero will
consider the role of tax in the transition. Does that
answer the question?

Wes Streeting: My question was specifically about
the changes that the Government plan to make in
relation to the green gas levy, which had been announced
in the Budget. When and how do the Government plan
to introduce the green gas levy?

Kemi Badenoch: I cannot give the hon. Member an
answer to that, but I will definitely write to him. I think
officials will be able to brief him on the green gas levy. I
cannot talk about it in the context of the climate change
levy, which is what we are discussing, but I take his
point. It is a good question. It is a Department for
Business, Energy and Industrial Strategy competency,
which is why I do not have an answer from a Treasury
perspective, but I can speak to my counterparts in that
Department and get back to him.

Wes Streeting: Thank you.

Question put and agreed to.

Clause 89 accordingly ordered to stand part of the Bill.

Clause 90 ordered to stand part of the Bill.
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Clause 91

RATES OF LANDFILL TAX

Question proposed, That the clause stand part of the
Bill.

2.30 pm

Kemi Badenoch: The clause increases both the standard
and lower rates of landfill tax in line with inflation from
1 April 2020, as announced at Budget 2018.

Landfill tax has been immensely successful in reducing
the amount of waste sent to landfill. Landfill tax provides
a disincentive to use landfill and has made it the most
expensive waste treatment method in terms of average
gate fees. The success of the tax has contributed to a
70% decrease in waste sent to landfill since 2000. Household
recycling has increased to 45%, from 18%, over the
same period. The benefits of this reduction are twofold:
first, there are economic benefits as valuable resources
are used better, rather than being simply tipped into a
hole in the ground, and secondly, there are environmental
benefits, not only from the increased efficiency in the
use of our precious resources, but through a reduction
in greenhouse gas emissions from decomposing waste.

When waste is diverted from landfill we promote
more sustainable waste treatment practice, such as recycling.
The Government want to move towards a more circular
economy and we are working together with business,
industry, civil society and the public to achieve that aim.
Landfill tax is one of the Government’s primary levers
in achieving this.

When disposed at a landfill site, each tonne of standard-
rated material is currently taxed at £91.35 and lower-
rate material draws a tax of £2.90 per tonne. These
changes will see rates per tonne increase to £94.15 and
£3 respectively from 1 April 2020. By increasing rates in
line with RPI we maintain the crucial incentive for the
industry to use alternative waste treatment methods
and continue the move towards a more circular economy.
The increase in landfill tax will affect businesses and
local authorities that send waste to landfill, but by
continuing the positive trend of managing waste more
sustainably businesses and local authorities will be able
to reduce their landfill tax liabilities.

In conclusion, clause 91 increases the two rates of
landfill tax in line with inflation from 1 April 2020, as
announced in the autumn Budget in 2018. The clause
maintains the incentives in the landfill tax for businesses
and local authorities to divert waste treatment away
from landfill and to continue to invest in sustainable
methods of waste disposal, helping the Government
meet their environmental objectives. I therefore commend
the clause to the Committee.

Wes Streeting: Aside from paying tribute to my own
local authority, the London Borough of Redbridge, and
other local authorities for the efforts they have made to
reduce the amount of waste going into landfill, there is
only so much that can be said about an inflationary
increase in landfill tax. I am happy for us to support the
clause.

Question put and agreed to.

Clause 91 accordingly ordered to stand part of the Bill.

Clause 92

CARBON EMISSIONS TAX

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss,
That schedule 11 be the Eleventh schedule to the Bill.

Kemi Badenoch: At Budget 2020 the Government
announced that they would make the necessary legislative
changes to the carbon emissions tax in Finance Bill 2020
to ensure that this policy remained a viable option to
maintain carbon pricing in the UK after the transition
period, in the event that a trading system proves undesirable.
If the Government decide to use the tax as their carbon
pricing policy after the transition period, the tax would
be commenced, by secondary legislation laid in late
2020, from 1 January 2021.

The clause and schedule strengthen the effectiveness
of the carbon emissions tax by ensuring that penalties
can be issued for non-compliance and late payment and
the legislation is updated to reflect developments since
the tax was established in the Finance Act 2019. In line
with the withdrawal agreement, the UK will remain in the
EU emissions trading system, known as the EU ETS,
until the end of the transition period on 31 December
2020. The UK will continue to have legally binding
carbon reduction targets after leaving the EU.

As set out in the UK’s approach to the negotiation,
the UK would be open to considering a link between
any future UK emissions trading system and the EU
ETS, if it suited both the UK’s and the EU’s interests. If
a linked trading system between the UK and the EU is
not agreed, the UK would introduce an alternative
carbon pricing policy. The Government are therefore
preparing both a UK standalone emissions trading
system and a carbon emissions tax.

Budget 2020 announced that legislation would be
included in this Finance Bill to provide a charging
power to establish a UK ETS linked to the EU ETS or a
standalone UK ETS, and update the existing legislation
relating to carbon emissions tax. This schedule amends the
Finance Act 2019 to ensure that the tax will be ready to
be operational from the end of the transition period, if
needed. The clause and schedule deal with the latter.

Clause 92 introduces schedule 11, which makes
amendments to part 3 of the Finance Act 2019, which
established the carbon emissions tax. Schedule 11 will
amend the Finance Act 2019 so that the carbon emissions
tax is ready to commence from 1 January 2021 if
needed.

I will briefly highlight the most significant changes in
what is a fairly technical schedule. Paragraphs 9 and 10
add provisions to the tax for a penalty for failure to
make payments of tax to HMRC on time. That would
be achieved by adopting the existing provisions on late
payment penalties in schedule 56 to the Finance Act 2009.
The penalty would be commenced by appointed day
regulations if the tax were introduced.

Similarly, paragraph 4 allows for provisions to be
made for the imposition of civil penalties for failure to
comply with a requirement of the regulations; the review
of, and a right of appeal against, a specified decision
relating to the tax; and the modification of domestic
and EU regulations relating to the monitoring and
regulation of emissions.

Paragraph 8 amends the commencement and transitional
provisions to ensure that the regulations needed to
operate the tax may be made before the tax has commenced.
It also removes provisions that were needed when we
were planning to commence the tax partway through an
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emissions reporting period. Those are no longer needed,
as we would now start the tax on 1 January, the first day
of an emissions reporting period.

Paragraph 3 allows the Treasury, by regulations, to
exclude regulated installations of a specified description
from the charge to tax. That enables the Government,
for example, to exclude Northern Ireland power generators
from the tax, were they to continue to participate in the
EU ETS as provided for in the Northern Ireland protocol.
Paragraph 6 ensures that regulators will be able to recover
costs incurred in doing work connected with carbon
emissions tax, even if that work is done before regulations
are made.

In conclusion, the clause and schedule ensure that the
carbon emissions tax is ready to commence from 1
January 2021 if needed. It would provide a stable carbon
price and help the UK to meet its carbon reduction
commitments. I therefore commend the clause and schedule
to the Committee.

Wes Streeting: The clause and schedule that we are
discussing make perfect sense in light of the impact of
our exiting the European Union. I just have a few
questions for the Minister.

This clause gives the Government the power to introduce
a UK emissions trading scheme or carbon tax via a
statutory instrument. As we have already heard from
the Minister, and as we have heard from public statements
on both sides of the channel this week, we will leave the
EU emissions trading scheme on December 31 2020,
when we leave the transition period.

I think the Minister alluded to the fact that so many
of the questions that stakeholders have remain unanswered.
I accept that this is just an enabling clause in anticipation
of the further detail, and I appreciate that some of
these questions may relate to responsibilities in the
Department for Business, Energy and Industrial Strategy,
so I will accept it if she sends me in that direction, but
does she know when the Government plan to respond
to chapters 1 to 3 of the consultation on the future of
UK carbon pricing? Can she give assurances that there
will be time to scrutinise Government proposals and
implement a new scheme by the end of the year, bearing
in mind that the proposals will have an impact on a
wide range of organisations?

Touching on a theme I raised this morning about
support for businesses as they undertake a transition to
new frameworks, how do the Government intend to support
UK companies during the transition, bearing in mind
that, just as we are feeling the impact on Government
business of disruption caused by the pandemic, many
businesses are feeling exactly the same disruption? Is it
realistic or desirable for companies across the country
to be adapting to a new scheme that is not yet known
and that may need to take force by the end of this year?

Kemi Badenoch: We published a consultation response
on 1 June, and the carbon emissions tax consultation is
due to be published shortly. I will say to the hon.
Gentleman, “Watch this space.”

In terms of the impact on businesses, the carbon
emissions tax would have an impact on around 1,000
installations that currently participate in the EU emissions
trading system, most of which are operated by large
businesses. Businesses whose emissions exceeded their
allowance would need to familiarise themselves with the
tax and pay a bill once a year, in lieu of surrendering

trading allowances under the EU emissions trading
system. It must be said, however, that the administrative
burdens of complying with this tax are not expected to
be more than what they would have been under the EU
emissions trading system.

Question put and agreed to.

Clause 92 accordingly ordered to stand part of the Bill.

Schedule 11 agreed to.

Clause 93

CHARGE FOR ALLOCATING ALLOWANCES UNDER

EMISSIONS REDUCTION TRADING SCHEME

Question proposed, That the clause stand part of the
Bill.

Kemi Badenoch: The clause provides the power to
auction carbon emissions allowances, to establish a UK
emissions trading system, which could be linked to the
EU’s or operate independently. Alongside clause 92, to
update the carbon emissions tax, this clause ensures
that a strong carbon price remains in all scenarios, while
supporting the ongoing negotiations.

The UK’s membership of the EU emissions trading
system will end following the transition period. As
mentioned in the previous clause, the EU ETS covers
around a third of UK emissions, including the power
sector, heavy industry and aviation. It has been an
important tool, alongside other taxes and regulations,
in helping to reduce emissions.

Following the UK’s exit from the EU, we have choices
about how best to put a price on carbon, tailoring our
approach to the UK economy. Carbon pricing will
continue to play an important role to help meet the
UK’s legally binding carbon budgets and net zero. The
Government are preparing an independent UK emissions
trading scheme, which could be linked to the EU ETS.
As set out in the UK’s approach to negotiations, we are
open to considering a link if it suited both sides’ interests.

Clause 93 is essential to the establishment of a UK
ETS, as it provides the power for Government to auction
emissions allowances and intervene in the market to
deal with any price volatility. As I mentioned earlier, the
Government are also preparing a carbon emissions tax
and a possible alternative in clause 92. Introducing
legislation to support potential negotiated options, as
well as legislating for alternative approaches to carbon
pricing after the transition period, will provide certainty
that we maintain an effective carbon price in all scenarios,
continuing to drive reductions in emissions on our
journey to net zero.

The changes made by clause 93 introduce a charging
power. This means that through regulations, emissions
allowances can be auctioned by the Government in any
future UK ETS, ensuring that participants pay a price
for their pollution. The clause will also enable regulations
to be made for additional market stability mechanisms,
to operate in an independent UK emissions trading
scheme. That will ensure a smooth transition for businesses.
First, a price rule, known as the auction reserve price,
will maintain a carbon signal when allowance prices are
low. Secondly, a cost containment mechanism will respond
to in-year price fights, protecting the competitiveness of
UK business when allowance prices are high. Further
detail on these measures has been set out in the
Government’s recent response to our consultation on
the future of UK carbon pricing.
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[Kemi Badenoch]

This clause is a prudent and sensible one to legislate
for. It will pave the way for an emissions trading scheme,
which could be linked to the EU ETS, if that is in our
interests. It also ensures that a stand-alone emissions
trading scheme could be implemented as an alternative
policy, should a link not be agreed. Alongside that,
legislation will be updated related to the carbon emissions
tax, so we are keeping all options on the table for
maintaining a carbon price signal from 1 January 2021.

Wes Streeting: The Minister asked us to watch this space.
We will certainly do that and wait to see how discussions
progress. We look forward to seeing the details of future
arrangements in the not-too-distant future.

Question put and agreed to.

Clause 93 accordingly ordered to stand part of the Bill.

Clause 94

INTERNATIONAL TRADE DISPUTES

Alison Thewliss (Glasgow Central) (SNP): I beg to
move amendment 14, in clause 94, page 76, line 33, at
end insert—

“(2) The Government must lay before the House of Commons
by 9 September 2020 a statement of the conditions under which
it would consider it appropriate to vary rates of import duty
under this Section.”

This amendment would require the Government to state the conditions
under which it would consider it appropriate to vary rates of import duty
in an international trade dispute.

The Chair: With this it will be convenient to discuss
the following:

Amendment 15, in clause 94, page 76, line 33, at end
insert—

“(2) No regulations under this section may be made unless a
draft has been laid before and approved by a resolution of the
House of Commons.”

This amendment would require the Government to seek the approval of
the House before making regulations varying rates of import duty in an
international trade dispute.

Amendment 16, in clause 94, page 76, line 33, at end
insert—

“(2) The Chancellor of the Exchequer must, no later than a
month before any exercise of the power in subsection (1), lay
before the House of Commons a report containing the following—

(a) an assessment of the fiscal and economic effects of the
exercise of the powers in subsection (1);

(b) a comparison of those fiscal and economic effects with
the effects of the UK being within the EU Customs
Union;

(c) an assessment any differences in the exercise of those
powers in respect of—

(i) England,

(ii) Scotland,

(iii) Wales, and

(iv) Northern Ireland; and

(d) an assessment of any differential effects in relation to
the matters specified in paragraphs (a) and (b) between—

(i) England,

(ii) Scotland,

(iii) Wales, and

(iv) Northern Ireland.”

This would require a review of the economic and fiscal impact of the
use of the powers in section 94 including comparing those effects with
EU Customs Union membership.

Clause stand part.

2.45 pm

Alison Thewliss: This is a small clause in the Bill, but
hidden within it is the Government’s intention to set the
conditions under which they would consider it appropriate
to vary the rates of import duty in an international
trade dispute. With amendments 14 to 16, we seek to
amend clause 94 because we are concerned that it gives
the Government a huge amount of additional power,
with which they will avoid scrutiny. The explanatory
notes state that the clause
“replaces the requirement for ‘authorisation’ with a requirement
to have regard to international obligations.”

The Government need to explain why they feel they
need the additional power, what the safeguards to it will
be and why they think it is appropriate at this time.

Trade wars are damaging and should be very much a
last resort. If the Government intend to take such
actions, they deserve the scrutiny of the House. It should
not just be about what the Secretary of State deems to
be appropriate. I remind Members of the dispute affecting
the Scotch whisky industry in Scotland, which is facing
a 25% tariff because of US actions regarding Airbus
and Boeing. Disputes have spillover effects that affect other
parts of the economy, so we need a good understanding
of why the Government are seeking these powers.

Amendment 14 would force the Government, by
9 September 2020, to set out the conditions under
which they would breach international law to engage in
a trade war. If none exist, they can surely remove the
clause from the Bill. If there are conditions under which
they would jeopardise our economic prosperity, the
House deserves to know. Amendment 15 would require
Commons approval before Ministers could follow such
an irresponsible course of action. Brexit campaigners
said they wanted to restore parliamentary sovereignty.
If that is the case, the Government should accept that
Parliament must have a say in such important matters.

Amendment 16 would force UK Ministers, no later
than a month before any exercise of power, to make an
economic assessment of the implications of the power
and compare it with the economic health that the UK
would be enjoying within the EU customs union. Ensuring
that the public are informed of the impact of such an
act of economic vandalism should not be controversial.
We were promised a veritable land of milk and honey
during the EU referendum campaign, so we certainly
deserve to see the truth about these kinds of actions.
The Government must explain why they think it is
important to remove that authorisation and allow the
Secretary of State to do what they want without the
check and balance of this House.

Bridget Phillipson (Houghton and Sunderland South)
(Lab): The Opposition have considerable sympathy with
the hon. Lady’s arguments and the amendments tabled
by the SNP. We have many concerns about clause 94,
which seems buried, given that it is of such considerable
importance for the years ahead.

The change to the language in section 15 of the
Taxation (Cross-border Trade) Act 2018 has worrying
implications for the Government’s adherence to the
World Trade Organisation’s dispute settlement system.
Replacing the requirement for authorisation under
international law with the more nebulous consideration
of appropriateness is extremely concerning, and implies
that the Government may seek to sidestep international
law regarding trade disputes. The matters set out in
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section 28 of the 2018 Act already give the Government
considerable flexibility over what they consider to be
appropriate action in the light of international law. It is
effectively up to the Secretary of State to decide which
international agreements are relevant to the exercise of
the function. Loosening up the language even further in
this clause is thus highly questionable.

The proposed changes seemingly downgrade the
Secretary of State’s responsibilities when it comes to their
international obligations. Having regard is nowhere near
as onerous as having authorisation. That would allow
the Secretary of State to operate at a much lower
standard of requirement, and move away from recognised
EU standards. We therefore seek to understand the
reasoning behind the change. What is wrong with the
current provisions regarding the variation of import
duties in trade disputes?

There are further questions to which we seek answers
from the Government. What will they use the clause
for? It does not detail what kind of dispute is in question.
How might the Trade Remedies Authority be involved
in the decision-making process? Could this be an upshot
of the digital services tax? The US has already found
similar measures by France to be trade-restrictive, leaving
the office of the United States trade representative to
authorise retaliatory tariffs, as we discussed last week in
Committee with reference to the digital services tax.
While both parties are in the process of reaching a deal
over the matter, it is possible that the Government wish
to introduce this clause in preparation for a similar
confrontation with the US. I hope the Minister can assure
us that that is not the case, but why do the Government
wish to reduce their responsibilities in adhering to
international law?

The amendments tabled by the hon. Member for
Glasgow Central and her colleagues go some way towards
responding to that. The production of a report by the
Chancellor no later than a month before any exercise of
the power regarding the economic impact of such an
action might enable Parliament to better scrutinise the
actions taken through the clause. As it stands, other
than through the scrutiny of primary legislation, Parliament
has little say over international trade. I welcome the
amendment to seek approval of any regulations deriving
from the clause by resolution of the House of Commons,
in the spirit of parliamentary scrutiny. However, the
Government hold a considerable majority, and therefore
I question how far the amendment would go in practice
towards ensuring that the Government act in accordance
with international law.

I welcome the amendment regarding the requirement
for the Government to detail the conditions under which
they would consider it appropriate to vary the rates of
import duty under the clause. However, I believe that
the implications of the wider clause are of significance
and that the Government ought to provide these details
during debate, rather than by September, although we
are sympathetic to the intention behind the amendment.
I stress that I would like the Minister, when he responds
to the hon. Lady’s concerns, to explain the reasoning
behind this change, what kinds of disputes the clause
would cover, and whether the Trade Remedies Authority
will be involved.

If the changes in the clause are in anticipation of a
dispute with the US over the digital services tax, does
this not involve giving the Government permission to

ignore international trade rules when disputes arise,
undermining the authority of the WTO in the process?
I hope that the Minister will provide assurances on the
issue of appropriateness and respond to the concerns
that the hon. Lady and I have, because this is a significant
change. We have reservations about the measure that
the Government are putting forward, and we would like
to understand much more about their intentions.

Jesse Norman: I thank hon. Members for their comments,
and pay tribute to my colleague the Exchequer Secretary
for rattling through the clauses we debated earlier with
such effectiveness. The hon. Member for Glasgow Central
has raised important questions, which I want to address
properly, so I will give this issue quite a considerable
amount of discussion because it is an important aspect
of the Bill.

Clause 94 makes a change to the criteria in section 15
of the Taxation (Cross-border Trade) Act 2018 to ensure
that the UK can vary the amount of import duty in the
context of an international trade dispute. Provisions in
various international trade agreements allow for the
UK to vary the amount of import duty applied to
goods in the context of an international trade dispute.
There is existing provision in section 15 of the 2018 Act
that gives the Secretary of State the power to

“make regulations varying the amount of import duty”

where

“a dispute or other issue has arisen between Her Majesty’s
government…and the government of a country or territory”.

Currently, section 15 of the 2018 Act is worded in a
way that could be interpreted to mean that a binding
ruling of the World Trade Organisation is needed before
the UK can impose a duty, which would be restrictive.
In certain circumstances, countries are within their WTO
rights to impose additional tariffs quickly in relation to
the actions of other WTO members and, where necessary,
outside of WTO dispute proceedings.

In addition, since section 15 of the 2018 Act was
enacted, there have been developments in the wider
sphere of trade policy, including increasing trade
protectionism and problems with the WTO dispute
settlement system. The WTO appellate body has stopped
functioning, and it has now become possible for final
and binding resolution of a WTO dispute to be blocked
by a party to the dispute by appealing a panel report.
That means it may not be possible to apply retaliatory
duties, even where a panel report has found in the
complaining body’s favour and the respondent has failed
to bring itself into compliance.

Against this background, it is essential to ensure that
the UK has the appropriate tools to respond to any
unilateral measure or action taken by a WTO member
that is not compatible with its obligations to the UK
and that harms UK interests. Clause 94 therefore amends
the original provision to ensure that, after having regard
to relevant international arrangements, the Government
may deal with such an issue by varying the amount of
import duty. The EU is seeking similar powers, it should
be noted, through amendments to its enforcement
regulation, because it too recognises the importance of
being able to respond quickly in the event of illegal
measures being taken against it. What we are talking
about is therefore in parallel to a process seeking similar
powers within the EU.
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At present, section 15 of the 2018 Act permits variation
of import duty only where the UK is authorised under
international law to deal with the issue. Clause 94 will
amend section 15 to allow the Government to vary
import duty where they consider it appropriate, having
regard to relevant matters, including the UK’s international
obligations, as set out in section 28 of the 2018 Act.
That amendment will allow the UK to respond more
effectively to developments in the international trading
system, in line with international laws and our rights as
an independent WTO member.

To come to the question asked by the hon. Member
for Glasgow Central, there are a number of situations
in which it would be appropriate to vary rates of import
duty. The most likely situation is that in which the UK
has successfully challenged another WTO member’s
measures in the WTO dispute settlement system, and
the other member has failed to bring itself into compliance.
The UK could then impose retaliatory measures, including
higher import duty against the other member. That is
not contrary to and does not undermine the international
rule of law; it insists on the international rule of law, in
the face of measures that could disable it.

Import duty variations might also be imposed following
a dispute brought under a free trade agreement or in the
context of a WTO member applying a safeguard measure
but failing to agree an adequate level of trade compensation
for the adverse effects caused by the measure. It is also
possible that the UK could lose a dispute under a free
trade agreement and could agree compensation with
another country. The compensation could take the form
of lower import duty on certain goods.

In each of those circumstances, the Government are
still required by the 2018 Act to have regard to our
international arrangements that are relevant to the exercise
of this power. It need hardly be said that the UK strongly
supports the rules-based international trading system
and appropriate enforcement of WTO agreements. It is
because appropriate enforcement would be otherwise
lacking that this clause is being brought into effect.

Amendment 14 would require the Government to
state the conditions in which they would consider it
appropriate to vary rates of import duty. As you will
know, Ms McDonagh, international trade disputes are
broad and varied, depending on the nature of the
international agreement under which they are conducted
and on the subject matter of the dispute. It would limit
the Government’s ability to respond effectively in a
particular dispute if they were required to list in advance
conditions for varying import duty in a dispute. I have
already set out several situations in which it would be
appropriate to vary rates of import duty. Examples
have also been provided in the explanatory notes to
both the Taxation (Cross-border Trade) Act 2018 and
the Finance Bill.

Amendment 15 would require the Government to
seek the approval of the House of Commons before
making regulations varying rates of import duty in an
international trade dispute. It is important to say that
clause 94 is not an unchecked power. Any specific tariff
measure introduced under section 15 of the 2018 Act
would require secondary legislation, as is prescribed in

that Act. The requirements set out in amendment 15 are
therefore not necessary. Secondary legislation will involve
the public passage of a piece of legislation. The Government
need flexibility to respond effectively to state-to-state
disputes, but with the understanding that they must
have regard to the international arrangements to which
the UK is party.

Amendment 16 would require the Chancellor of the
Exchequer to lay before the House of Commons a
report containing an assessment of the economic and
fiscal effects of the exercise of the powers in clause 94,
including a comparison of those fiscal and economic
impacts with the effect of the UK being within the EU
customs union, and an assessment of any differences in
the exercise or effects of those powers in respect of
England, Wales, Scotland and Northern Ireland.

Information on the expected impacts of import duty
variations will be provided in the documentation
accompanying any and each statutory instrument. However,
it would not be appropriate to publish extensive detail,
because doing so could undermine the effectiveness of
the UK’s response. It would also not be appropriate to
compare the economic and fiscal impact of the use of
the powers in clause 94 with EU customs union
membership. First, the EU may not itself have a dispute
with the WTO member against which the UK has
brought an action. Secondly, even if the EU were applying
retaliatory measures against that WTO member, the
EU’s retaliatory tariffs would be based on the impact on
the EU27 and would not take into account impacts on
UK industries and sectors. The amendment would therefore
invite the Governments and others to compare apples
with oranges.

3 pm

Amendment 16 would place a reporting requirement
on the Chancellor; however, it is the Secretary of State
for International Trade who will utilise the power to
make regulations varying tariffs in order to deal with a
trade dispute or other issue, as is stipulated in section 15
of the 2018 Act. It would not be appropriate to require
the Chancellor to lay a report when it is the Secretary of
State who is responsible for making the regulations.

Clause 94 makes an amendment to section 15 of the
Taxation (Cross-border Trade) Act 2018 that is needed
to ensure that the UK can respond to developments in
the international system, in line with international laws
and the UK’s rights as a WTO member. To be clear, this
measure does not impose any new import duties. Changes
to import duties would require secondary legislation. It
is needed because of the evolution in the trade and
policy context that I have described, and it is designed
to uphold our rights and the proper exercise of what
amounts to international law in a context where the
existing mechanisms are not functioning adequately. I
therefore commend the clause to the Committee, and
ask that it rejects amendments 14, 15 and 16.

Alison Thewliss: Although the Minister spoke for a
long time, he did not get to the nub of why the clause is
necessary, what safeguards are in place, and why the
requirement for authorisation is replaced with a requirement
to have regard to international obligations. I will press
my amendment to a vote.

Question put, That the amendment be made.
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The Committee divided: Ayes 6, Noes 10.

Division No. 5]

AYES

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

Thewliss, Alison

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Amendment proposed: 15, in clause 94, page 76, line 33, at
end insert—

“(2) No regulations under this section may be made unless a
draft has been laid before and approved by a resolution of the
House of Commons.”—(Alison Thewliss.)

This amendment would require the Government to seek the approval of
the House before making regulations varying rates of import duty in an
international trade dispute.

Question put, That the amendment be made.

The Committee divided: Ayes 6, Noes 10.

Division No. 6]

AYES

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

Thewliss, Alison

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Clause 94 ordered to stand part of the Bill.

Clause 95

HMRC DEBTS: PRIORITY ON INSOLVENCY

Alison Thewliss: I beg to move amendment 17, in
clause 95, page 77, line 5, after “tax” insert

“which is due at the relevant date from the debtor and which
became due in the 12 months immediately preceding that date,
and/”.

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

The Chair: With this it will be convenient to discuss
the following:

Amendment 18, in clause 95, page 77, line 6, after
“deduction”, insert

“from a payment made by the debtor in the period of 12 months
immediately preceding the relevant date.”

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Amendment 19, in clause 95, page 77, line 29, after
“tax”, insert

“which is due at the relevant date from the debtor and which
became due in the 12 months immediately preceding that date,
and/”.

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Amendment 20, in clause 95, page 77, line 30, after
“deduction”, insert

“from a payment made by the debtor in the period of 12 months
immediately preceding the relevant date.”

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Amendment 21, in clause 95, page 78, line 9, after
“tax”, insert

“which is due at the relevant date from the debtor and which
became due in the 12 months immediately preceding that date,
and/”.

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Amendment 22, in clause 95, page 78, line 10, after
“deduction”, insert

“from a payment made by the debtor in the period of 12 months
immediately preceding the relevant date.”

This amendment seeks to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Amendment 23, in clause 95, page 78, line 26, at end
insert—

“(8) The amendments made by this section do not apply to any
debt secured by a floating charge in respect of monies were
advanced to the debtor before 1 December 2020.”

These amendments seek to limit the extent of HMRC’s status as a
preferential creditor in insolvencies by preventing the policy from being
applied retrospectively and by limiting that preference to only those
taxes which became due in the 12 months before the relevant date as
given in the Bill (1st December 2020).

Clause stand part.

Clause 96 stand part.

Alison Thewliss: The amendments seek to limit the
extent of HMRC’s status as a preferential creditor in
insolvencies by preventing the policy being applied
retrospectively, and by limiting that preference only to
taxes that became due in the 12 months before the
relevant date as given in the Bill, which is 1 December
2020. In the current context, that is particularly important.
With firms increasingly running the risk of insolvency,
it really is unfair to give HMRC a queue jump to recoup
lost funds, when other businesses and individuals in the
real economy may be well out of pocket.

The plan is to grant HMRC preferential status in
insolvency proceedings from December 2020, and measures
will make directors personally liable for a company’s tax
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liabilities where HMRC considers that avoidance or
evasion is taking place or where there is evidence of
phoenixes in the tax abuse using company insolvencies.
I understand that the insolvency and restructuring trade
body R3 is very concerned about the prospect of the
policy. It feels very strongly that introducing such a
policy would damage business lending and impede business
rescue. UK Finance has suggested that the measure
could hit lending to small firms by over £1 billion.

When I made representations in the Chamber on
Second Reading, I explained that the policy is incredibly
problematic. On the issue of phoenixism, R3 has suggested
that the policy could lead to blameless shareholders,
lenders, businesses and rescue professionals being made
liable for the tax avoidance activities of rogue directors.
What do Ministers intend to do to protect those who
are innocent in the system from becoming liable under
the proposals?

As well as having a detrimental impact on business
and economic growth, restricted lending will make it
harder to rescue businesses, increasing the knock-on
effect of one business’s insolvency on other businesses
and individuals further down the line. Business investment,
returns to creditors and confidence in the UK’s corporate
framework all stand to be damaged as a result. Ministers
really need to give us a bit more detail about why they
feel the policy is necessary.

Although the measure on tax abuse using company
insolvencies can be mitigated through accurate legislative
drafting and detailed guidance from HMRC, the SNP
feels strongly that the policy to grant HMRC preferential
creditor status should be withdrawn in its entirety. It is
an introduction that could well prove a hammer blow to
business rescue money across the UK, at exactly the
same time as the Government are seeking to level up the
economy and support businesses as they try to make
their way through these difficult days. We all know of
businesses in our constituencies that are really struggling
and might not make it further than a couple of months
ahead. Knowing that the policy is being introduced
could have a detrimental effect on those who are supporting
such businesses and on lenders.

In addition to scrapping the clause, the SNP believes
that the UK Government must urgently introduce a
comprehensive financial package to ensure a strong
economic recovery, protect jobs and prevent new businesses
from going under. With dire warnings emerging that up
to half the loans issued under the bounce-back loan
scheme are at risk of not being paid back, and with
businesses defaulting on payments due to financial
difficulties, it is vital that the Government introduce
strengthened and tailored financial support urgently.
The Treasury must heed the calls and turn its bounce-back
loan scheme into grants for those who require them.
It should write off debts for businesses that are facing
increased hardship to ensure that they can survive in the
long term and that jobs are protected wherever possible.

Many businesses are struggling to stay afloat during
these challenging times, and despite the extensive financial
support that has been provided by the Government,
which we do not dispute, loans will not be the answer
for every business. For many businesses, it is not income
deferred, but income lost completely. For example,

hospitality and tourism businesses will not be able to
recoup that money, and loans will just put them further
into debt.

It is important that the Government look at this
matter very carefully and take on board the very substantial
concerns that R3 has raised about the proposed policy,
hence why we have tabled so many amendments. I
would be grateful if the ministerial team could tell us
exactly why this change is required and why it has been
brought about.

Wes Streeting: I must confess that I come to this
clause with a slightly different set of questions for
Ministers to respond to. There is no doubt that in the
current climate, the risk of insolvency to businesses is
much greater, and it is right that the Government do all
they can to stop preventable collapses, to safeguard jobs
and to ensure that the UK is well positioned for the
economic recovery that we hope will follow in short
order, with the aim of making this recession as short
and shallow as possible.

That is why my right hon. Friend the shadow Secretary
of State for Business, Energy and Industrial Strategy
and the shadow Minister for business and consumers,
my hon. Friend the Member for Manchester Central
(Lucy Powell), were prepared to work closely with their
opposite numbers in the Department for Business, Energy
and Industrial Strategy to expedite through the House
of Commons the recent Corporate Insolvency and
Governance Bill.

Turning to clause 95, the question I wish to pose to
Ministers is why HMRC is only a secondary preferential
creditor. HMRC will remain an unsecured creditor for
the taxes that the bankrupt businesses owed, and we
have had strong representations for HMRC to be a
preferred creditor across the board, to ensure certainty
and to recognise the fact that HMRC contributes, through
tax collection and maintenance of general rules, to the
general operating environment from which all businesses
benefit.

Although we have heard that the risk exists that
businesses may lose out as a result of HMRC having
greater preferential status in the process of recovering
money, it does not necessarily follow that the businesses
that would lose out are those that most of us would
have in mind as being of greatest concern, such as small
to medium-sized enterprises. When a business becomes
insolvent, bank loans need to be paid off first; unpaid
bills to SMEs would have a much lower priority and be
less likely to be paid off anyway.

I recognise the concerns expressed by UK Finance.
They are concerns I heard in my previous life on the
Treasury Committee, and I am always open to talking
to colleagues at UK Finance and across the across the
banking industry. However, they have to go somewhat
further to make a more convincing case than they have
outlined. It would be interesting to hear from the Minister
why HMRC is only a secondary preferential creditor
and why, on this occasion, the Treasury has not gone
further.

To respond to the lobbying from the financial services
industry, I would say that it was ever thus—when measures
like are brought forward, it says that the sky will fall in
and business lending will stop. There are challenges
with business lending in this country, but it is stretching
the imagination somewhat to say that such challenges
will be presented by this modest clause.
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Anthony Browne: As somebody who used to run the
British Bankers Association, which turned into UK
Finance, I was very involved in some of those earlier
lobbying efforts. I must say that in this case, I simply do
not believe it. I do not think this measure would have
any impact on business lending; it is quite clear that the
tax has already been paid by employers or customers,
and it would have a very limited impact—virtually no
impact—on the actual risk of a loan or the risk of
default. I fully support the Government on this.

Jesse Norman: I am grateful to colleagues for their
comments. I will talk about the clauses in a moment,
but I will first enjoy this moment in Committee: a senior
Opposition Member of Parliament says that he is resistant
to financial sector lobbying, which I am thrilled about;
and on the other side, someone who headed up the
lobbying organisation says that, from an inside standpoint,
we are talking about irrelevant minutiae. Let us enjoy
for a second that rare moment of harmony and joy in
Committee.

3.15 pm

I will outline the measure and then respond to the
concerns that have been expressed. Clauses 95 and 96,
as has been noted, amend the Insolvency Act 1986, the
Bankruptcy (Scotland) Act 2016 and the Insolvency
(Northern Ireland) Order 1989 by giving HMRC greater
statutory priority in the recovery of certain tax debts in
insolvency situations. The clauses apply to PAYE income
tax including student loan repayments, employee national
insurance contributions, construction industry scheme
deductions and VAT.

Clauses 95 and 96 are interlinked and intended to
work together. The clauses ensure that more of the
taxes paid in good faith by employees and customers,
but held temporarily by a business, go to fund public
services as intended, rather than being distributed to
other creditors such as financial institutions.

The changes will apply across the UK from 1 December
2020. This measure was first announced at Budget 2018.
The Government then consulted on implementation
and published a response to that consultation exercise
in July 2019, along with draft Finance Bill legislation
for technical consultation.

The Government’s aim is to support companies and
to help them to avoid insolvency, especially at this
challenging time, and the measures recently announced
to restructure the UK’s insolvency framework support
that. This legislation will not impede those restructuring
plans. It focuses solely on the recovery of certain tax
debts after a business becomes insolvent, and it has no
detrimental impact on the measures that the Government
have taken to support business in the light of the
challenges posed by the coronavirus.

I will briefly explain the context for the changes
introduced by the clauses. Estimated tax losses were
£4.5 billion in 2018-19. That is when a taxpayer and
HMRC have agreed the amount of tax that is due, but
the tax is never paid. Centrally, in this case, a business
could become insolvent after the tax becomes due but
before it is paid to HMRC.

It is important that I explain the order of distribution
as it currently operates in an insolvency. When a company
becomes insolvent, the order of distribution for assets
from that company—the order in which creditors recover

their debts—is set out in legislation. First in the queue,
typically, are banks that have charges over fixed assets,
such as buildings, followed inevitably by the fees for the
insolvency practitioners who administer the insolvency
process.

Next come preferential creditors, such as employees
who are entitled to wages in arrears, followed by secured
creditors with floating charges. Those creditors hold
floating charges against liquid, less secure assets, such
as stock and machinery. Those charges are often held by
banks and other lenders. Claims from unsecured creditors,
including suppliers and customers, have the lowest priority.
Typically, they recover nothing at all, in the majority of
insolvencies certainly.

HMRC is an unsecured creditor for all tax debts—that
is, it is last in the queue—but, as a result of the clauses we
are debating, it will become a secondary preferential creditor
for the taxes I have mentioned from 1 December 2020.
The reforms therefore do not place HMRC at the top of
the creditor hierarchy. Preferential creditors, such as
employees entitled to their wages, will continue to come
first.

The reform represents a fair and proportionate position,
balancing the needs of the Exchequer, taxpayers and
other creditors alike. As I have mentioned, the reforms
apply only to taxes that have been deducted from employees’
salaries—this question was asked—or paid by customers.
It is a tax that those employees and customers consider
to have been paid successfully. Many will assume, and
rightly expect, that the money will be passed to the
Government to fund important public services.

The measure will increase the amount of tax debt
that HMRC recovers through insolvency, and it will
ensure that up to an additional £220 million is available
for public services each year, while not adversely affecting
the wider economy. The impact on the economy overall
is expected to be negligible and, although there may be
modest impacts on some forms of commercial lending,
those impacts are expected to be small.

The changes made by the clauses will reduce losses to
the Exchequer when companies and individuals become
insolvent, ensuring a greater recovery of outstanding PAYE
income tax, employee national insurance contributions,
construction industry scheme deductions and VAT debts.
Those tax regimes are included because they represent,
as I have said, a proportionate approach.

The tax debts included will be secondary preferential
claims and will sit below the fixed charges held by banks,
other lenders and, as I have outlined, the fees owed to
insolvency practitioners. HMRC will move ahead of
some other less secure creditors for those tax debts, but
the other tax debts that are levied directly on businesses,
such as corporation tax, will remain unsecured claims;
that relates to the question asked by the hon. Member
for Ilford North. When most people pay their taxes,
they expect them to be used to fund public services, and
they would be shocked to discover that when an employer
or business goes insolvent, the deductions of PAYE
income tax from an employee’s wages and the VAT that
a customer paid on their goods end up in the pockets of
creditors ahead of the public purse.

Amendments 17 to 23 seek to limit the extent of
HMRC’s status as a preferential creditor in insolvencies
by preventing the policy from being applied retrospectively.
Furthermore, the amendments seek to limit preference
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to those taxes that became due in the 12 months before
1 December 2020. We believe that the reforms being
made by the clause have a strong and principled rationale
to ensure that more of the taxes paid in good faith by
employees and customers go to pay for public services.

The tax debts are not an income for business, and they
are not taxes that the businesses themselves pay, but
merely taxes that those businesses hold temporarily before,
in a normal case, passing them on to the Government.
They are not income for businesses, and should not be
treated as such. The timing of the business’s accumulation
of debts should not be a consideration. As I have said,
the measure represents a proportionate approach.

I turn to the questions raised by the hon. Member for
Glasgow Central, who is concerned about pushing
businesses into insolvency. It is important to be aware
that the reforms will apply to insolvencies only from
1 December 2020, as announced in the Budget. The
reform is not expected to have a significant impact on
access to finance or, indeed, a significant marginal
impact on pushing businesses into insolvency. Let it be
remembered that the package of support that the
Government have announced for businesses and individuals
to protect against the current economic emergency includes
£330 billion of guaranteed loans, which is equivalent to
15% of GDP.

To respond to the point raised by my hon. Friend the
Member for South Cambridgeshire, the reforms will
not have an effect of any significance on financial
institutions, the lending market or the wider economy.
After all, we are talking about a measure that is forecast
to raise £220 million, when bank lending to small and
medium-sized businesses alone in 2019 was £57 billion—a
massively different order of magnitude. We do not
believe that the reforms will have the negative effects
that the hon. Member for Glasgow Central outlines.

The hon. Lady asked whether the reforms might
somehow affect blameless shareholders. It is important
to say that we do not expect that to happen. No one can
be issued with a notice—this is really a clause 97 issue,
but we have come to it now—unless their connection to
the company is significant. Where a person may potentially
fall into the regime through connection to repeated
insolvencies, HMRC will not issue a notice if it is
satisfied that the person acted in good faith and had no
material impact on the company’s affairs.

That being the case, the Government believe that the
measures represent a balanced position, protecting taxes
that are held by businesses but have been paid by
employees and consumers. I therefore commend the
clauses to the Committee.

Alison Thewliss: From what the Opposition Front-Bench
team said, I do not think that I have support for the
amendment, so I am content to withdraw it, but I may
return to the subject later. I beg to ask leave to withdraw
the amendment.

Amendment, by leave, withdrawn.

Clause 95 ordered to stand part of the Bill.

Clause 96 ordered to stand part of the Bill.

Clause 97

JOINT AND SEVERAL LIABILITY OF COMPANY DIRECTORS

ETC

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss,
That schedule 12 be the Twelfth schedule to the Bill.

Jesse Norman: Clause 97 and schedule 12 introduce a
new power to allow HMRC to tackle the behaviour of
tax avoiders and evaders who seek to reduce their tax
bill unfairly through the misuse of company insolvency.
This measure tackles the small minority of people who
use insolvency intentionally to sidestep tax liabilities. It
does so by allowing HMRC to issue notices that make
directors and other persons connected to the company
jointly and severally liable for the company’s avoidance,
evasion or phoenixism debts, as they are described, if
insolvency is threatened. It is not linked to clauses 95
and 96, which make HMRC a secondary preferential
creditor for certain tax debts.

The Government announced our intention to consult
on tax abuse and insolvency at Budget 2017. The
consultation ran from April to June in 2018, and the
Government published a response document in November
2018. The Government also published draft finance Bill
legislation for technical consultation in July 2019.

As I made clear when I discussed earlier clauses, it is
the Government’s aim to support companies and help
them to avoid insolvency, particularly at this very difficult
and challenging time, and the measures recently announced
to restructure the UK’s insolvency framework support
this aim. This legislation will not impede those restructuring
plans, and the measure focuses firmly on those who
misuse insolvency in connection with tax avoidance or
evasion, or who run up repeated liabilities that they
then step away from.

In ordinary times, insolvency is a highly unfortunate
but necessary part of commercial life. However, a small
minority of people misuse insolvency for their own
ends. They hide behind a company to engage in tax
avoidance or evasion, or repeatedly build up tax debts,
and then strip out the assets, liquidate the company and
leave nothing to meet outstanding tax liabilities. Not
only does this deprive the Exchequer of funds for
important public services, but it undermines the insolvency
process and adversely affects creditors and other businesses,
and it casts the whole reputation of insolvency into
disrepute. It is only right that we should act to discourage
such misuse, and that is what this measure is designed
to do.

Clause 97 introduces schedule 12, which contains
details of the new regime and sets out conditions that
must be met before the legislation will apply. First,
paragraph 2 sets out the conditions that must apply
before HMRC can issue a notice to an individual connected
to a company that has engaged in tax avoidance or evasion.
The conditions are: that the company has begun an
insolvency procedure, or there is a serious risk that it
will; and that the person was responsible for, facilitated
or knowingly benefited from the avoidance or evasion.

Paragraph 3 sets out the conditions that must apply
before HMRC can issue a notice to an individual who is
connected to companies that repeatedly go insolvent
with significant outstanding debts. Such companies are
often referred to as phoenix companies, and it is widely
agreed across the House that they are a blight on
commercial life. The conditions are: that the person
must have had a connection in the previous five years to
at least two companies that began insolvency; that the
person has a connection to a new company that carries
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out the same trade as the old ones; and that the amounts
due to HMRC from the old companies total at least
£10,000 and at least 50% of the amount due to unsecured
creditors overall. That is an important safeguard to
ensure that the measure focuses on catching those who
play fast and loose with their tax. Paragraph 4 allows
the amounts to be varied by a statutory instrument.

3.30 pm

Turnaround specialists try to rescue companies that
are in financial difficulty. Obviously, they cannot always
be successful, so HMRC will not issue notices to those
whose connection to a company is part of a genuine
attempt to save the business. The third area that the
legislation tackles is set out in paragraph 5, which deals
with cases where companies have been issued with
penalties for facilitating tax avoidance or evasion, and it
sets out the conditions that must apply. Paragraph 9
ensures that a person is not exposed to a double liability
for penalties transferred from a company, and paragraph
10 ensures that a notice must be withdrawn if it is no
longer needed: for example, because the threat of insolvency
has passed.

Paragraphs 11 to 16 deal with rights of appeal against
notices and the right to join or take over a company’s
appeal. Those are powerful safeguards intended to ensure
that all taxpayers continue to be treated fairly by the tax
system, and the new powers apply only in strictly narrow
circumstances. Paragraphs 6, 7, 8 and 19 provide some
definitions. Paragraph 17 ensures the measure continues
to work where companies have ceased to exist, and
paragraph 18 brings in limited liability partnerships.

The insolvency process is an important part of our
commercial life and an important part of the process of
encouraging investment in British business. A small but
persistent minority take advantage of the rules to sidestep
their tax responsibilities, seeking to keep the benefits of
their avoidance or evasion while denying funds needed
for public services. That is bad for the Exchequer, bad
for business, bad for consumers and bad for other
creditors. It is bad for society. Limited liability is an
important part of our legal system, but that protection,
intended to benefit honest businesses, should not extend
to those who misuse the system to avoid their tax
obligations. The Government are clear that everyone
must pay the tax that is legally due, no matter who they
are. It is therefore only right that we tackle such misuse.
For that reason, I commend the clause and schedule to
the Committee.

Wes Streeting: It is always the case that when a new
measure is introduced, criticism can be made of it simply
because it had not existed previously. In this case, it
really is a reflection of the Treasury’s failure to clamp down
effectively on the abuse of the system and the people trying
to avoid and evade their taxes. Despite the Government’s
previous efforts to impose greater accountability for tax
avoidance and evasion, there are still too many holes in
the system, but I welcome the fact that clause 97 and the
schedule will go some way to addressing that.

What is the threshold of responsibility for the conduct?
When will HMRC consider the serious possibility that
the tax liability might not be paid? At what stage will
HMRC conclude that there is likely to be a tax liability
arising from the avoidance? Might the Treasury go
further, for example, by asking HMRC to report on
how much money is lost by companies participating in

or promoting tax avoidance schemes and then becoming
insolvent before HMRC can counter the schemes and
collect the money owed? Following on from that, how
much money would be collected if those companies’
directors, participators and associated persons were
made jointly and severally liable?

Alison Thewliss: I want to comment briefly on the
huge gap that exists within Companies House as part of
this process. If we go after companies and directors that
are involved in phoenixing, why can that not be stopped
at source when those companies are registered at Companies
House? Why is there no link to the Government’s Verify
scheme for those who wish to register companies there?
Companies House is obliged only to register the
information, not to check whether any of the information
is accurate, correct or related to any other kind of
activity. It is not involved in anti-money laundering
obligations, but it really should be. Will the Minister
look carefully at the question of Companies House?
That could be a key part of preventing phoenixing in
the first place. For example, I have a friend who employed
a builder to do work on his house for his disabled son.
The builder went bust and phoenixed, as he has done on
several occasions. My friend is out of pocket, and that
company continues to trade. It is employing sub-contractors
who lost out last time because there is nobody else to
hire them in that small community. There needs to be a
stop on those types of people and behaviours, and I
urge the Minister to consider ensuring that Companies
House is a big part of that.

Jesse Norman: I thank both hon. Members for their
comments. I draw from them strong support for the
clause, although it was caveated in the way they described.
Let me address the issues that they raised.

The hon. Member for Ilford North asked, “Why not
do this earlier?” There is a long-standing principle in
company law that the corporate veil should not be
pierced, and limited liability should exist in place. As he
will recall, there was a moment not so long ago when
HMRC had Crown preference and was always the first,
or close to the first, creditor to get paid out. It then got
moved to the back of the queue.

As we think about the current insolvency and abuse
regime, there has been a process of further reflection on
all the different aspects of it, and that inevitably includes
the phenomenon that we have seen. My impression—I
do not know whether it is true—is that phoenixism is a
better recognised phenomenon and a more widely
understood problem than it has been. This is part of a
much wider effort that has been made—particularly
since I have been Financial Secretary to the Treasury,
but before that, too—to really push on the issue of
avoidance and evasion, and that is what we are doing.

The hon. Gentleman also asked about process. It is a
perfectly good, important question, and I have been
through it myself with HMRC officials. I will not read
out the conditions in each case, but there are central
cases for the issuance of avoidance and evasion notices,
avoidance and evasion facilitation notices, and repeated
insolvency notices. Each has some quite specific criteria
sitting underneath it. For avoidance and evasion facilitation
notices, a company must have begun an insolvency
procedure or given assurance that it will; it must have
incurred a penalty for facilitating tax avoidance or
evasion; there must be a serious risk that some or all of
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that liability will not be paid; and the person must have
a relevant connection to the company at the time that
the behaviour leading to the penalty occurs. There are
important threshold tests that must be met, and there
are appeals processes against notices that have been
filed, which are designed to provide safeguards, for all
the reasons that one might imagine.

I have a degree of sympathy for the point that the
hon. Member for Glasgow Central makes about Companies
House. In the promoter strategy, which we published at
the time of the Budget, we looked to create a more
integrated approach to trying to crack down on abusive
avoidance and evasion, and the promotion of avoidance
and evasion. It has been in part about pulling together
different entities, one of which might be Companies
House and another of which might be the Advertising
Standards Authority, if the two had been outside the
purview of a more traditional approach. I take the hon.
Lady’s point, and I thank both hon. Members for their
support for this important clause and schedule.

Question put and agreed to.

Clause 97 accordingly ordered to stand part of the Bill

Schedule 12 agreed to.

The Chair: Do I take it that that was the last group?

The Lord Commissioner of Her Majesty’s Treasury
(David Rutley): One more!

Clause 98

AMENDMENTS RELATING TO THE OPERATION

OF THE GAAR

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
the following:

New clause 12—General anti-abuse rule: review of
effect on tax revenues—

‘(1) The Chancellor of the Exchequer must review the effects
on tax revenues of section 98 and Schedule 13 and lay a report of
that review before the House of Commons within six months of
the passing of this Act.

(2) The review under sub-paragraph (1) must consider—

(a) the expected change in corporation and income tax
paid attributable to the provisions in this Schedule;
and

(b) an estimate of any change, attributable to the provisions
in this Schedule, in the difference between the amount
of tax required to be paid to the Commissioners and
the amount paid.

(3) The review under subparagraph (2)(b) must consider taxes
payable by the owners and employees of Scottish Limited Partnerships.

This new clause would require the Chancellor of the Exchequer to
review the effect on public finances, and on reducing the tax gap, of
Clause 98 and Schedule 13, and in particular on the taxes payable by
owners and employees of Scottish Limited Partnerships.

That schedule 13 be the Thirteenth schedule to the
Bill.

Jesse Norman: One more clause unto the breach,
dear friends; or close the wall up with our English dead,
and possibly our Scottish dead as well—our British
dead. We will rephrase the bard.

Clause 98 makes minor procedural and technical
changes to the general anti-abuse rule referred to as the
GAAR to strengthen its procedural efficiency and ensure
that it operates as originally intended. The clause tackles
a small minority of taxpayers who deliberately avoid, in
this case, providing information and thereby frustrate
HMRC’s ability to pursue inquiries into abusive tax
arrangements under the GAAR.

The clause also introduces some minor amendments
to remove ambiguity and to ensure that, where HMRC
decides not to pursue a case using the GAAR, inquiries
can continue using other arguments. This measure was
announced at Budget 2018 and the Government published
draft legislation for technical consultation in July 2019.
The changes will help to protect over £200 million in tax
revenue by ensuring that the GAAR works effectively.

As I have often said, the Government take a firm line
against those who seek to avoid tax and try to circumvent
the rules. The GAAR was introduced in July 2013 and it
has become an important part of the Government’s
strategy to clamp down on tax avoidance; to deter
individuals from engaging in it in the first place; and to
prevent promoters from marketing and selling such
arrangements.

The GAAR focuses on tackling abusive tax avoidance.
By abusive, I mean the sort of arrangements that push
the boundaries of the law and are clearly not within the
spirit of what Parliament intended. The GAAR legislation
asks whether a specific tax arrangement is abusive and
applies what is known as the “double-reasonableness”
test. Tax arrangements are considered abusive if they
cannot reasonably be regarded as a reasonable course
of action. An independent advisory panel provides an
opinion to HMRC on whether a tax arrangement
constitutes a reasonable course of action.

The clause will strengthen procedural changes made
to the GAAR previously in 2016 which tackle mass-
marketed tax avoidance schemes. The changes in 2016
introduced provisional counter-action notices, which
allowed HMRC a 12-month window to gather information
and consider whether to continue a GAAR challenge or
pursue a different approach.

Some taxpayers and advisers, I am sorry to say, have
deliberately refused to co-operate with HMRC during
that window, deliberately withholding information to
prevent HMRC from making an informed decision. In
effect, those people are seeking to run down the clock
and it is right the Government take action to prevent
this. At the moment, HMRC has no recourse against
such people. Once that window closes, no further GAAR
action is possible and HMRC is unable to pursue any
alternative non-GAAR approaches.

The clause replaces the provisional counter-action
notices introduced in 2016 with a simpler protective
GAAR notice. This will enable HMRC to carry on its
investigations beyond 12 months and it mirrors the way
normal tax inquiry notices work. The amendments will
also confirm that where HMRC decides not to pursue
the GAAR, cases can still be pursued using a technical
non-GAAR argument. That has always been the intention
of the legislation.

The changes remove the incentive not to co-operate
with requests for information and ensure that appropriate
safeguards, such as appeal rights and the oversight
exercised by the independent GAAR advisory panel
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remain in place. Given that the GAAR targets the
abusive end of the avoidance spectrum, the changes
proposed here will only affect a small minority—those
who persistently go to extreme lengths to sidestep the
rules. These changes are needed now to ensure that
HMRC can take action against those who are constantly
looking for new ways to avoid paying their fair share of
tax.

New clause 12 in the name of the SNP requires the
Chancellor of the Exchequer to review the impact of
clause 98 and schedule 13 within six months of the Bill
receiving Royal Assent. Specifically, it would require the
Chancellor to review the effect on public finances and
on reducing the tax gap, particularly on taxes payable
by earners and employees of Scottish limited partnerships.

In response, I highlight to hon. Members that
amendments to the GAAR are minor procedural changes
designed to ensure the policy operates as originally
intended. The effects of these changes to the regime will
not be visible within six months’ time. As with all tax
measures, however, we will continue to review and monitor
the effect of this change, as is standard.

HMRC already publishes the “Measuring the tax
gap” report annually which shows how the tax gap has
changed year on year for different forms of behaviour
and different taxpayer groups. HMRC also publishes an
annual report and accounts that provide specific information
on the impacts of the GAAR, including the number of
GAAR opinion notices issued. For that reason, I ask
the Committee to reject new clause 12.

To sum up, these amendments ensure that the GAAR
remains an effective tool in HMRC’s armoury for tackling
abuse of tax avoidance. I therefore commend the clause
and the schedule to the Committee.

3.45 pm

Wes Streeting: As the Financial Secretary outlined,
this clause is designed to tweak the system. Therein lies
my criticism and my concern. The challenges we face
when it comes to tax avoidance and abuse have been
well documented during this Committee in relation to
the loan charge. Even where Government have sought
to clamp down on avoidance and HMRC has put in
place controversial but rigorous arrangements, there
continue to be, to this day, companies and promoters
that tout schemes that are patently against the spirit and
letter of the law. HMRC has made it clear that such
schemes do not work, but those companies and promoters
are still at it.

The most recent examples I have seen are of umbrella
companies targeting public sector workers in the NHS.
Rather than just tweaking, Ministers should be trying
to give the general anti-abuse rule more bite. For example,
they could extend the general anti-abuse penalty rules
to apply a 100% penalty for any tax avoidance scheme
that fails the GAAR or, more likely, fails for some other
reason, but would have failed the GAAR as well. They
could prevent operators of avoidance schemes simply
running away from their liabilities and victims, making
directors, shareholders and other associated persons
jointly liable for the new GAAR penalty, as I alluded to
in the previous discussion.

Umbrella companies create a unique opportunity to
flog tax avoidance schemes to low-paid workers. We see
that exploitation taking place. We could counter that by
making umbrella company directors and associated

persons jointly liable for unpaid PAYE, national insurance
and VAT. We should make the promoters, scheme designers
and independent financial advisers jointly liable for
unpaid tax and penalties from a failed scheme, with a
safe harbour designed to protect people acting in good
faith. For example that could be where a promoter
followed specific tax advice from a regulated adviser,
where factual assumptions in advice were reasonable or
where advice was shared with scheme participants; the
list goes on. There are reasonable exemptions, or reasonable
assessments could be made, where people are acting in
good faith, but we still see far too many examples of
people designing or promoting schemes in the full
knowledge that they will make a quick buck but will not
pay the consequences.

As we have seen, the Government and HMRC are
trying to clamp down. When they catch up with people
who have followed advice, often in ignorance of tax
rules and in the belief that they were following
good, independent financial advice, the bite really hurts.
Why are we not going after the scheme promoters much
more aggressively? Despite all the controversy—the
headlines generated off the back of the loan charge,
the debates in Parliament, inquiries and grillings before
the Treasury Committee—we still have not got to the
heart of the issue.

In my opinion, and that of many people following
our proceedings, the people who design, contrive and
promote such schemes are still not paying the price for
giving bad advice to their customers, who believe they
are following good advice and the law. We are not going
to quibble about clause 98 and the tidy up it is doing,
but I am disappointed by the lack of aambition. The
Treasury has to be much more aggressive with the
promoters than it is currently.

Alison Thewliss: In new clause 12, we mention the
issue of Scottish limited partnerships. I make no apology
for doing so, as they are still a problem. We only need to
look at the ongoing campaign journalism by Richard
Smith and David Leask on this issue to know that
Scottish limited partnerships are being used in nefarious
ways to move money and goods around the world.
They have been involved in war crimes and all kinds of
things. The loopholes existing in Scottish limited
partnerships and Companies House must be closed by
the Government. They are harming not only individuals
who suffer the effects of these crimes, but Scotland’s
reputation. They are called Scottish limited partnerships,
but Scotland really has no part in it; they are an historic
arrangement, but they are governed here.

There are still people not doing the simplest things
such as registering persons of significant control. The
answer to my recent parliamentary question suggested
that 948 companies have still not registered a person of
significant control. That is dramatically down from
where it was, but it tells me that people are using other
means to hide their money, rather than going through
Scottish limited partnerships, and that no Government
fines have been levied on the 948 companies that have
not registered a person of significant control. That is
money that the Government could have in their pocket.
They are deciding that they do not want to pursue that
for their own reasons. It really does stick in my craw
that this is a continual issue: I have to raise it on the
Finance Bill and the Scottish National party has to
raise it in this House.
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We are also concerned about the tax gap. The tweaks
being made here are not really going to change that
significant gap. In June 2019, HMRC published revised
estimates, which put the tax gap at £35 billion for
2017-18, representing 5.6% of total tax liabilities. The
Minister, no doubt, will say that the tax gap has fallen—it
has—but that does not disguise the fact that it still
exists, and that tax is money that could be coming into
the revenues. It could be supporting businesses and
individuals across the country and we could be abolishing
policies such as the two-child limit, because the money
would be there in the Government’s bank account. The
Government could use that money rather than not
collecting it. I could go into great detail, which I have
here, about all the anti-avoidance mechanisms that have
happened. I am sure other hon. Members are as warm
as I am and would like to get some fresh air, so I will
skip that in the interest of the patience of all colleagues.

We do need workable general anti-avoidance rules.
They must tackle tax avoidance in all its forms. They
must not exempt existing established abuse from action
being taken. They must include international tax abuse
within their scope. They must give the right to the tax
authority to take action against tax avoidance, defined
in an objective fashion capable of being numerically
assessed, without the consent of the unelected authority.
They must increase the burden of proof on this issue on
to the taxpayer.

In 2014, the coalition Government announced the
introduction of a system of follower notices and accelerated
payment notices. In cases where someone is in dispute over
their assessment, HMRC may issue a follower notice if
this arises from the use of an avoidance scheme that is
the same or similar to arrangements that HMRC has
successfully challenged in court. In July 2017, HMRC
reported that it issued over 75,000 such notices worth in
excess of £7 billion and managed to collect nearly
£4 billion. That is still a significant gap of £3 billion.
HMRC must be able to collect the taxes it is due in real
time instead of waiting for those judicial decisions.

With Scottish limited partnerships, the extent of the
abuse of the current system is laid bare in the Global
Witness report “Getting the UK’s house in order”,
which highlights the deficiencies at Companies House
that have been going on for many years. This needs to
be dealt with soon. Reviews have been carried out,
things have been talked about, but there has not really
been any action. It makes no sense to me that we have
such a system but do not allow it to catch the people it
should be catching.

I sat on the pre-legislative Joint Committee for the
Registration of Overseas Entities Bill in the last Parliament.
That Bill seems to have disappeared completely. It would
help to tackle some of the money laundering that goes
on with property registered in the UK. People across
the country, particularly in many London boroughs, see
blocks of flats with nobody living in them. People could
live in those flats. They are being used for money
laundering and moving money about. We need to bring

that Bill back and ensure those people are held to
account. We should close these loopholes in the system
and ensure that the tax that is due is collected for the
benefit of all of us.

Jesse Norman: I am grateful to colleagues for their
contributions. I want to take up some of the points
made by the hon. Member for Ilford North. The delicacy
and agility in his ability to pivot from detailed scrutiny
to a swingeing extension of tax powers, and new taxes
galore, is interesting to watch, but the fertility of his
invention is great, and I will read his suggestions with
some care, in the record. I am grateful to him for that.

The ugly truth of the matter is that tax avoidance
and, in particular, the promotion of it, is an amoebic
activity that tends to flow into empty spaces and to be
parasitic, if amoebas can be parasitic—I am not sure
whether they can—on good activity. So, right next to
where we see good or lawful and legal activity, we can
see some unpleasant, nasty and abusive tax avoidance.

The hon. Gentleman is right to focus on how we see
new forms emerging. It means that the battle against tax
avoidance and evasion is never fully won. I hope that he
will take some comfort from all the work we are doing
on the promoter strategy. It is designed not merely for
potential new powers, but for a different way of thinking
about disrupting the economics of the supply chain. To
pick up on a point that he raised about effectiveness, the
GAAR can lead to a fine of 60% of the counteracted
advantage. It can be pretty substantial, and it has
genuine teeth.

I hope what I say in responding to the point made by
the hon. Member for Glasgow Central on Scottish
limited partnerships falls within the framework of the
Bill. The issue is well understood, and there is public
concern about it, which is shared across the House. She
will be aware that BEIS introduced some new reporting
requirements for Scottish limited partnerships in June
2017. Since then, new registrations have declined sharply.
Of course, there is a sump of existing partnerships and,
as she will be aware, BEIS is consulting on wider
reforms to prevent the criminal misuse of those partnerships
but retain their core and, in many ways, effective and
important other purpose. It announced reforms in that
area as of December 2018, and the Government have
made clear that they will legislate when parliamentary
time admits. So although the matter does not, in its
preponderance, fall directly within the clause, she is
right to raise it and the Government are fully sighted in
that regard, and fully seized of it.

Question put and agreed to.

Clause 98 accordingly ordered to stand part of the Bill.

Schedule 13 agreed to.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

3.58 pm

Adjourned till Thursday 18 June at half-past Eleven o’clock.
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Public Bill Committee

Thursday 18 June 2020

(Morning)

[SIOBHAIN MCDONAGH in the Chair]

Finance Bill

Clause 99

TAX RELIEF FOR SCHEME PAYMENTS ETC

11.30 am

Question proposed, That the clause stand part of the
Bill.

The Chair: With this it will be convenient to discuss
schedule 14.

The Financial Secretary to the Treasury (Jesse Norman):
It is a delight to see you in the Chair, Ms McDonagh.
Welcome to day six of our deliberations—or is it day
five? It feels like many more. At the start of the Committee,
I said that we were like pilgrims in “The Pilgrim’s
Progress”, and that hopefully we would get through the
slough of despond. I venture to say that we have made it
over the hill of difficulty, but perhaps not quite reached
Calvary or the place of deliverance.

Clause 99 and schedule 14 exempt payments made
under the Windrush compensation scheme and the
troubles permanent disablement payment scheme from
income tax, capital gains tax and inheritance tax. The
Government deeply regret what happened to many
members of the Windrush generation. The Windrush
compensation scheme was launched in April 2019 and
is a key part of the Government’s righting those wrongs.
It compensates individuals who have suffered loss by
being unable to demonstrate their lawful status in the
United Kingdom. The compensation covers a number
of areas, including loss of income, denial of access to
social security benefits and incorrect detention. Similarly,
the troubles permanent disablement payment scheme
makes payments in acknowledgment that, during the
troubles, many individuals suffered permanent injury
through no fault of their own. It also aims to address
the adverse financial impact that troubles-related
disablement can have on individuals and families.

Payments made under schemes such as these are
often made entirely free of income tax without the need
for legislation, but there are circumstances where income
tax may apply. Payments could be taxable if they were
made to reinstate taxable social security benefits or in
respect of a terminated employment. All types of payments
could be subject to inheritance tax or capital gains tax if
they exceed the relevant thresholds. Clause 99 and
schedule 14 will ensure that payments made under
the Windrush compensation scheme and the troubles
permanent disablement payment scheme are exempt
from income tax, capital gains tax and inheritance tax.

The changes reaffirm the Government’s commitment
to the Windrush generation and to those who suffered
as a result of the troubles, and give certainty about
compensation to claimants. The clause also introduces
a new power to allow the Government to extend the

definition of “qualifying payment”to other compensation
schemes, allowing the Government to act more quickly
to clarify the tax treatment of any necessary future
compensation schemes, including those set up by foreign
Governments. As we have seen, payments from such
schemes can begin before it is possible to pass legislation
in a Finance Act to exempt them from those taxes.
Exempting such payments from tax in the past has not
been controversial, and I hope it will not be so today
and in the future.

The clause provides tax exemptions and gives clarity
to those eligible for payments under the Windrush
compensation scheme and the troubles permanent
disablement payment scheme. I therefore commend the
clause and the schedule to the Committee.

Wes Streeting (Ilford North) (Lab): It is a pleasure to
be here for what is likely to be our final day of line-by-line
scrutiny of the Bill. It is important to remember that the
reason why we are discussing clause 99 is in no small
part, as the Minister alluded to, due to the Windrush
compensation scheme, which is the culmination and
inevitable consequence of the appalling circumstances
of the aggressive and deeply destructive hostile environment
pursued by the Government over the course of the past
10 years. As Wendy Williams said in her review, the
Windrush scandal, which saw so many people’s lives
completely disrupted, and in many cases ruined, was
the result of “foreseeable and avoidable” systematic
operational failings, so it is right that the Windrush
compensation scheme was established. The House has
considered those issues many times.

It is a source of deep regret, to put it mildly, that
fewer than one in 20 people who have made claims
under the Windrush compensation scheme have been
paid so far. I want to take the opportunity, as we are
discussing clause 99, to restate again our view that the
Government must act much more quickly. People are
owed that compensation, although the financial
compensation will never fully compensate for the emotional
and mental trauma that British citizens suffered as a
result of the Windrush scandal.

It is appalling that we have added insult to injury by
moving so slowly on compensation claims, even where
they have been made. Of course, as the Minister outlined,
the clause improves conditions for people accessing
such schemes, whether the Windrush compensation scheme
or the troubles permanent disablement payment scheme,
so we have no objection to the clause.

Alison Thewliss (Glasgow Central) (SNP): It is regrettable
that so many people are still waiting for their money
through the Windrush compensation scheme. I urge the
Minister to do everything he can to make sure that the
money gets out the door.

It is useful that the clause allows for future schemes
so that there will, hopefully, be fewer delays and less
confusion for people in future about the impact of
those schemes. We want to make sure that, where wrongs
have been done, people can get the money that they are
entitled to in compensation as swiftly as possible.

Jesse Norman: I thank both hon. Members for their
comments. To pick up on the last point, the hon. Lady
is absolutely right about the value of building in capacity
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to respond more quickly in future. It is noticeable that
the Chartered Institute of Taxation, which is well respected
across the Committee, commented that,

“This is a sensible move from the government to help… It is
also encouraging to see that the bill…will make it easier in the
future for payments…to be made tax-free, without the need for
fresh legislation.”

That very much remakes the point she made, and I
thank her for that.

On the point about the numbers paid out, I completely
understand the concern and I know that other Ministers
do as well. There is a balance between due process and
speed. Of course, the compensation claims have to be
agreed on both sides—the offers have to be accepted—for
them to be payable. It is important that the hon. Members
have put their concerns on the record, and I fully share
them.

Question put and agreed to.

Clause 99 accordingly ordered to stand part of the Bill.

Schedule 14 agreed to.

Clause 100

HMRC: EXERCISE OF OFFICER FUNCTIONS

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Clause 100 is a technical measure that
makes changes to put it beyond doubt that tasks that
are being done by an individual officer of Her Majesty’s
Revenue and Customs may be carried out by HMRC
using a computer or other means. It ensures that the
intention of Parliament is appropriately reflected in the
legislation and confirms that the rules work as they have
been widely understood and applied over many years.
No new charges or obligations for taxpayers will result.
The changes merely clarify legislation.

If I may explain the context for the introduction of
the clause, the Government announced by written
ministerial statement on 31 October 2019 that it would
legislate retrospectively and prospectively to confirm
notices to file tax returns and penalty notices issued by
HMRC through automated processes as valid. That
long-standing practice has been challenged in the courts
on the basis that the legislation states that some tasks
are to be carried out by

“an officer of the Board.”

The relevant legislation in the Taxes Management Act
1970 is 50 years old and was designed to support a
paper-based manual tax system.

The way in which HMRC administers the tax system
has evolved over time, in line with taxpayers’ expectations
for a modern and digital system. Decisions made by
HMRC officers are often given effect by computer-driven
processes, so that HMRC can assess and collect taxes in
the most efficient and cost-effective way.

Harriett Baldwin (West Worcestershire) (Con): As he
expatiates on the value of digital technology to tax
collection, will my right hon. Friend share with the
Committee his thoughts on making tax digital and how
the recent opportunity to make furlough payments has
shown the value of a digital tax system?

Jesse Norman: My hon. Friend makes an acute comment.
The response to covid has undoubtedly highlighted the
need for greater investment in digitisation within the tax
system, and specifically put a greater emphasis on the
ability to reach taxpayers quickly to respond to a national
emergency and to improve resilience.

As my hon. Friend will be aware, we are introducing
making tax digital for VAT, but it is widely thought that
there is a case for taking it further. We have it under
close consideration. As her question highlights, taxpayers—
and people more generally—expect nothing less than to
have a tax system that is digital, effective and integrated,
and not one where the lack of digitisation can be
exploited for the purposes of legal suit.

To avoid any doubt, the clause clarifies the legal basis
for the existing policy, which has been in place for many
years, allowing for the use of automated processes. It
puts beyond doubt that the law operates in the way
Parliament intend it to and as it has been widely understood
to work to date. It does not introduce new or additional
obligations, and will help to ensure the tax system
applies fairly to all, while preventing loopholes opening
up in tax law that could be exploited by people who do
not wish to pay their proper share of taxes.

The changes made by the clause will clarify that tasks
being done by an individual officer of HMRC may be
carried out by HMRC using a computer or other means.
The legislation is treated as always having been in force.
The effect of that is to protect over £100 billion in tax
revenue, already collected. Failure to legislate would
result in enormous disruption and uncertainty for taxpayers
and HMRC alike. For these reasons, I commend the
clause to the Committee.

Wes Streeting: The Government have brought forward
clause 100 for obvious reasons. As we have heard from
the Minister, it is patently absurd that we would be in
position where HMRC was dragged through legal processes
simply because section 8 notices were issued used automated
processes, for example.

There is obviously a good case to be made for applying
ever-changing technology to improve the efficiency of
processes within HMRC’s systems, to try to improve the
customer experience of HMRC customers, which, as we
know as constituency MPs, can sometimes be very good
and sometimes be absolutely abysmal. Where HMRC
can automate processes to free up people time, the focus
should be on redeploying those people to try to give
people and the state overall a better service. There is
nothing to quibble about there.

It is important to lay down a cautionary note about
how automated processes and algorithms are used,
particularly when it comes to decision making that can
have substantial impact on citizens, organisations and
businesses. Writing in Tax Journal, Catherine Robins
and Steven Porter of Pinsent Masons were critical of
the Government’s announcements, arguing that:

“Some of HMRC’s powers can have very serious consequences
for taxpayers and the fact that a human being has to decide to
exercise them is an important safeguard, which should not be
eroded.”

I share their concern, up to a point. I think it is
important that there are safeguards, checks and balances
and, ultimately, opportunities for people to appeal to
human judgment, to account for technical error and to
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appeal technical error. As the capacity and scope of
technological change continues to widen, it is even more
important that Ministers and civil servants think very
carefully about the application of technology and whether
it is indeed right and proper for a decision to be made
by an automated process rather than a human being.

Those are much bigger, wider principled and ethical
considerations. For the reasons that the Minister has
outlined, clause 100 is a perfectly reasonable and sensible
provision, and it is one that we are happy to support.

11.45 am

Alison Thewliss: I want to raise some of the concerns
expressed to us by the Institute for Fiscal Studies’ Tax
Law Review Committee, which sent an extensive note
earlier in the week. It is looking for ministerial reassurance
that the powers will not be used without proper consultation
and discussion of safeguards to replace the discretionary
decisions, especially about penalties, currently made by
human officers. It is the discretionary point that I am
most worried about. We must not get to a situation
where computer says no and that is the end of the story,
because sometimes it can be quite difficult for businesses
to get the decision pulled back and unpicked, and
reconsidered.

I will highlight the case of uploading real-time
information, because businesses in my constituency had
serious issues with the technology for uploading RTI
prior to coronavirus and now find themselves unable to
claim under the job retention scheme, for example. That
has been an issue with technology, and it has been very
difficult to resolve it. Meanwhile, those businesses are
on the brink, on the point of going bust, with employees
whom they are struggling to pay. That is because in an
emergency it is difficult to unwind a technical, computer-
based decision, made months ago.

I ask for reassurance about the automating of
discretionary decisions. What safeguards will be put in
place to ensure sure that no businesses find themselves
in a situation where they cannot unpick a decision made
by a computer, and to ensure that they will be able to
speak to a human who has discretion and is able to
exercise it effectively?

Jesse Norman: Again, I thank Opposition colleagues.
Let me pick up a couple of the points raised. The hon.
Member for Glasgow Central asks for safeguards, and
of course she makes a very important wider point. In a
rule of law society we want as little discretion as possible
to be exercised—and, in particular, personal discretion—so
it is important that within HMRC there is baked in a
culture of accountability for decisions. From that point
of view, nothing is changing. This measure is ratifying
an existing set of arrangements by putting them on a
legal basis. However, I can reassure her that the issue of
safeguards and the balance of powers between HMRC
and taxpayers is taken very seriously, and I have specifically
commissioned work within HMRC to ensure that that
balance is appropriately maintained, not just at customer
level but more generally.

The hon. Lady and the hon. Member for Ilford
North raised the question of decision making more
generally. I think I have, in a way, spoken to that, but I
recognise that there is a distinction between the automated

exercise of a decision and the capacity to make a
decision itself. Of course, HMRC does increasingly rely
on computerised systems, and it is absolutely right for
our purposes as a nation that it should do so. It is, for
example, inconceivable that we could have responded to
coronavirus with either the self-employed scheme or the
furlough scheme without heavy reliance on computing.
It is to HMRC’s enormous credit that it was able to
commission and bring into effect a platform and an
approach to those schemes in a matter of weeks, using
that computing expertise. I also agree with the hon.
Gentleman when he points out that there are benefits
not merely in terms of customer service, but in freeing
up people and, we hope, improving the quality of work
by taking HMRC staff away from the more routine
operations and more towards higher quality work that
can give more professional satisfaction.

Question put and agreed to.

Clause 100 accordingly ordered to stand part of the
Bill.

Clause 101

RETURNS RELATING TO LLP NOT CARRYING ON

BUSINESS ETC WITH VIEW TO PROFIT

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Again, this is a technical measure.
Clause 101 makes changes to put beyond doubt that
where an LLP is found not to trade for profit, HMRC
can continue to amend LLP members’ tax returns using
income tax rules as it has always done, in the same way
that it does for general partnerships. It ensures that, as
with the previous clause, the intention of Parliament is
appropriately reflected in the legislation, and it confirms
that the rules work in the way they are widely understood
to work, and as they have been applied since they were
introduced in 2001. To ensure that this is plainly and
unequivocally understood, the measure is introduced
with prospective and retrospective effect back to that
date—2001—with the result that the changes simply
clarify and support the legislation and continue to meet
taxpayers’ expectations. Again, they do not result in any
new charges or obligations for taxpayers.

By way of context, limited liability partnerships are a
legitimate means of structuring business activity. They
are used successfully by the vast majority of partnerships:
for example, by many large law and accountancy firms
that operate for profit. Since the LLP rules were introduced
in 2001, HMRC has always treated LLPs and their
members’ tax returns under income tax rules on the
same basis as any other partnership. That is widely
understood and accepted by the vast majority of taxpayers,
but it has been challenged in the courts on the basis that
where an LLP is found not to trade for profit in line
with its partnership tax return, the law does not support
its treatment under income tax rules. The upper tax
tribunal recently confirmed that HMRC’s long-held tax
treatment of LLPs is correct. This decision overturned
an earlier decision of the first-tier tribunal that had
judged it incorrect. However, as the matter is still in
litigation, putting the matter beyond doubt in legislation
will provide certainty for LLP taxpayers.

Such legal challenges come from a small minority
who are intent on avoiding paying their tax and looking
for technical loopholes to do so. They seek to use

241 242HOUSE OF COMMONSPublic Bill Committee Finance Bill



limited liability partnerships to create losses and to
share and then offset them unfairly against their members’
personal income in their own tax returns. That is not
fair either to the Exchequer or to the vast majority of
honest limited liability partnerships. The Government
are legislating to prevent such practice.

The measure introduces three conditions that clarify
the position and apply where an LLP delivers a partnership
return; where the basis of that return is trading with a
view to profit; and where it is found that the LLP was
not trading with a view to profit. This clarifies the legal
basis relating to LLPs that submit partnership returns
where they are subsequently found not to be trading for
profit, allowing HMRC to amend LLP members’ tax
returns in such circumstances, as it has always done, to
remove any unfair tax advantage. The clarification does
not introduce any new or additional obligations or
liabilities for taxpayers and it prevents loopholes from
opening up in tax law that could be exploited in future
by those seeking to avoid paying their fair share.

The changes made by the clause clarify the treatment
of LLP partnership returns where the LLP is found to
be operating without a view to profit. It permits HMRC
to amend such returns using income tax rules, as it has
always done. The legislation is introduced with retrospective
effect, treating it as always having been in force. This is
necessary in order to maintain the status quo, provide
certainty for taxpayers, and protect about £2 billion of
tax revenue that has already been collected. It also
ensures that people seeking to avoid tax do not secure
unfair and advantageous treatment due to the exploitation
of perceived loopholes in legislation.

The policy is not new and nothing will change for
taxpayers. No new or additional liabilities will be created
and HMRC’s policy and processes will continue to
operate in the way that they have for many years. It
provides clarity for taxpayers and ensures that there is a
fair and level playing field for all. I therefore commend
the clause to the Committee.

Wes Streeting: Limited liability partnerships are a
legitimate way of structuring business activity that is
used successfully by the vast majority of LLPs that
operate for profit. There is no doubt about any of that,
but as we heard from the Minister this morning, there
have been too many examples of LLPs being used for
the purposes of minimising people’s tax liabilities, effectively
to avoid tax. Of course, Opposition Members take a
very dim view of that.

Clause 101 seems to be a sensible provision, intended
to help HMRC to close down tax-avoiding structures
that use LLPs to generate and spread losses that the
partners use to offset against their other personal income.
Let the message go out that people ought to act within
not just the letter but the spirit of the law, and if they
cannot find in themselves the moral scruples to do that,
this House will have no hesitation whatsoever in changing
the letter of the law to make sure that people do the
right thing and pay their fair share.

Jesse Norman: The hon. Gentleman has made the
point extremely well, and with his support I hope the
Committee will agree to the clause.

Question put and agreed to.

Clause 101 accordingly ordered to stand part of the
Bill.

Clause 102

PREPARING FOR A NEW TAX IN RESPECT OF CERTAIN

PLASTIC PACKAGING

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: Clause 102 ensures that Her Majesty’s
Revenue and Customs can make preparations to introduce
a new tax in respect of certain plastic packaging. The
new tax will apply to plastic packaging that is manufactured
in or imported into the UK and that contains less than
30% recycled plastic.

Plastic waste is a very serious global issue. Often, it
does not decompose. Indeed, it can last for centuries in
landfill, or it ends up littering the streets or polluting
the natural environment. More than 2.2 million tonnes
of plastic packaging are produced in the UK each year.
The vast majority is made from new plastic, rather than
recycled material, because recycled plastic is often more
expensive to use than new plastic.

To tackle this problem, the Conservative manifesto
reaffirmed the commitment to introduce, from April
2022, a world-leading new tax on the manufacture and
import of plastic packaging that does not contain at
least 30% recycled plastic. The tax will provide a clear
economic incentive for businesses to use recycled material
in the production of plastic packaging, which will create
greater demand for this material, and in turn stimulate
increased levels of recycling and collection of plastic
waste, diverting it away from landfill or incineration.

This follows an initial announcement of the tax at
Budget 2018 and consultation on the high-level design
in 2019. In its response to the consultation framework,
the Chartered Institute of Taxation welcomed the
Government’s measured approach to the implementation
of the tax. Many respondents agreed with the initial
proposals on the tax design, although there were areas
where some respondents disagreed.

The Government took this feedback into consideration,
announcing in response that we would extend the scope
of the tax to include imported filled plastic packaging
that contains less than 30% recycled plastic, given concerns
about the impact on UK competitiveness without that
adjustment. The Government are currently holding a
further consultation on the detailed design and
implementation of this tax, to ensure that it works as
intended and so that businesses have time to prepare
for it.

Clause 102 is a technical provision to ensure that
HMRC can make preparations for the introduction of
the new tax, such as incurring expenditure on the
development of an IT system. Alongside this, HMRC is
developing the detailed legislation to introduce the tax.
We expect that this will be published in draft for technical
consultation later this year, before being implemented
in a future finance Bill.

In conclusion, the clause forms the first part of the
legislation needed to introduce the plastic packaging
tax. I therefore commend it to the Committee.
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Wes Streeting: For very obvious reasons, it is quite
right to move ahead and use the tax system to incentivise
good behaviour, to reduce our reliance on plastics,
particularly products using new plastics, and to improve
the take-up and use of recycled plastics.

That is why this proposal received such widespread
support in response to the Government’s consultation,
and I recognise and welcome the fact that the Government
responded favourably when the majority of respondents
made representations about wanting the tax to be extended
to imported filled plastic packaging.

In his remarks, the Minister addressed some of the
questions I had about the timetable for introducing
draft legislation, and when we can expect it to be
implemented. Next year’s finance Bill feels a long way
away, and, because of the events we are living through,
finance legislation and a finance Bill might be introduced
sooner. On the basis of the merits of this policy and the
impact it is likely to have on the use of plastics in our
country—we certainly hope it will have such an impact—we
would support the Government if they were presented
with the opportunity to move further and faster. I urge
the Minister to consider doing so.

12 noon

Jesse Norman: I thank the hon. Gentleman for his
comments. As he will know, the introduction of any
new text requires great care and attention, which is why,
as he rightly highlighted, we have taken such a deliberate
approach to consultation. However, I thank him for his
support and note his suggestion. With that, I commend
clause 102 to the Committee.

Question put and agreed to.

Clause 102 accordingly ordered to stand part of the
Bill.

Clause 103

LIMITS ON LOCAL LOANS

Question proposed, That the clause stand part of the
Bill.

Jesse Norman: This is another small, technical measure.
Clause 103 makes changes to ensure that Public Works
Loan Board lending is available to local authorities in
order to support worthy capital endeavours that benefit
their residents. There is a statutory limit on the total
amount that may be lent to local government through
the PWLB, a limit that is governed by section 4 of the
National Loans Act 1968. That Act allows for two
future levels of that limit to be specified in advance
through primary legislation and activated through
secondary legislation.

The legislation would be exercised through HM Treasury.
A date to exercise these powers has not been, and would
not usually be, set in advance. The Treasury considers
this clause to be a high priority because of the central
role the PWLB plays in the capital finance system,
supporting local authorities to deliver public services
and, still more urgently, supporting communities through
the pandemic as the need may arise.

The changes made by clause 103 will amend the
predetermined legislated figures in the 1968 Act. The
limit is currently £95 billion, and the clause resets the

two future amounts to £115 billion and £135 billion.
Clause 103 thus ensures the continuity of PWLB lending,
which is a key stream of funding for local authorities
across the country.

Harriett Baldwin: I know that Worcestershire County
Council finds the Public Works Loan Board very useful.
Can the Minister update the Committee on the interest
rate charged on that facility?

Jesse Norman: That is a very helpful question. I
cannot update the Committee at the moment, because,
as my hon. Friend will know, that is a matter for
consideration within the Treasury. However, she has
usefully put the issue on the record, and I thank her for
doing so.

Wes Streeting: Clause 103 gives me an opportunity to
speak to some of the challenges facing local authorities
and the role that the Public Works Loan Board can
play. I also want to knock on the head some of the
assertions that have been made about local government
finances and the sensible use of borrowing by local
authorities across the country to invest in local infrastructure
and works that benefit their residents. I speak not just
as my party’s shadow Treasury spokesperson, but as a
former deputy leader of the London Borough of Redbridge
and a current vice-president of the Local Government
Association.

Local authorities have done a remarkable job managing
their finances sensibly and effectively during a very
difficult decade. Not only was the public sector broadly
hit by cuts, but local authorities felt the brunt because
those cuts were both deep and front-loaded. The local
authority response to those challenges over the course
of the past decade has, to be frank, been remarkable.
The same can be said for the ingenuity of many local
authorities in making sensible and wise investments
that not only improve the lives of their residents but
generate income that can then be ploughed back into
frontline services and mitigate the impact of central
Government cuts. I think I speak for people right across
the Local Government Association, regardless of their
party, in saying that, as well as devolving power without
resources, the Government have too often devolved
blame. I hope that Ministers will consider that. I will
address the issue this afternoon, when debate the new
clauses.

There have been some rather unhelpful and misleading
headlines about local authorities borrowing to invest in
local projects. Of course, as with central Government,
we will always be able to point to decisions that, though
made with the best of intentions, do not work and incur
a liability for the public purse. If public funds are not
used widely, it is absolutely right that there should be
scrutiny, lessons learned and accountability. It is fair to
say, however, that in the vast majority of cases where
local authorities have drawn on the Public Works Loan
Board, their approach has been sensible, effective and
well deployed. It is important that the facility continues
to be made available to local authorities in the same
way.

When Ministers consider not just this Bill but impending
decisions by the Treasury, I urge them to recognise the
awful impact of covid-19 on local authorities. In responding
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to the Secretary of State’s plea to do whatever it takes to
get their communities through the crisis, not only have
their costs risen; their income has also fallen significantly.
I urge Ministers to think carefully about the demands
they place on local authorities, particularly in terms of
loan repayments during this period, and to consider
whether more could be done.

Stephen Flynn (Aberdeen South) (SNP): I have had a
look at the figures. Scottish local authorities are due to
repay £793 million of PWLB interest and principal debt
over the financial year 2020-21. Given the extreme
challenges facing local authorities, does the hon. Gentleman
agree that it would be sensible if the Treasury considered
mitigating those debt repayments?

Wes Streeting: I am grateful to the hon. Gentleman
for his intervention. The Government have to look very
carefully at the liabilities facing local authorities and
how they are having to balance them against other
demands and challenges. As I have said, in addition to
creating cost pressures, the pandemic has had an impact
on local authority income, too. In that respect, local
authorities really are all in this together, whether they
are Labour, Conservative or SNP. There are challenges
for local authorities right across the United Kingdom.
As we will discuss when we come to the new clauses,
some communities have been affected more than others.
None the less, the challenges are universal.

I hope that Ministers will take that on board and that
they will listen very carefully to the representations
from the Local Government Association, which is cross-
party but Conservative controlled. We will do our best
to remedy that in next May’s local elections. I hope that
the representations Ministers receive from Conservative
LGA leaders—and not just Opposition party representatives
—will help them understand the challenges that local
authorities are facing, particularly as they have been
unable to collect around £1 billion in combined business
rates and council tax income during the crisis so far.

I also impress upon Ministers the importance of
Government keeping their word to local government.
When local authorities were asked to do whatever it
takes—and whatever it took—to get communities through
the covid-19 pandemic, they took the Secretary of State
for Housing, Communities and Local Government at
his word and they delivered. Now, they expect to be
reimbursed, as was promised. The Government have
given some additional funding to local authorities, but
it is a drop in the ocean when compared with the cost
pressures they face and the fall in income.

With that, I am content to support the clause, and I
hope that the wider points that it has enabled me to
make have been heard and well understood by the
Treasury, and not just the Ministry of Housing,
Communities and Local Government.

Jesse Norman: I will just move the clause, if I may.

Question put and agreed to.

Clause 103 accordingly ordered to stand part of the
Bill.

Clauses 104 and 105 ordered to stand part of the Bill.

New Clause 1

WORKERS’ SERVICES PROVIDED THROUGH

INTERMEDIARIES

“Schedule (Workers’ services provided through intermediaries)
makes provision about workers’ services provided through
intermediaries.”—(Jesse Norman.)

This new clause introduces the new Schedule inserted by NS1.

Brought up, and read the First time.

Jesse Norman: I beg to move, That the clause be read
a Second time.

The Chair: With this it will be convenient to discuss
Government new schedule 1—Workers’ services provided
through intermediaries.

Jesse Norman: The new clause and new schedule 1
make changes to ensure that the off-payroll working
reform is extended to medium and large-sized organisations
in all sectors outside the public sector from April 2021.

The reform moves the responsibility for determining
whether the off-payroll working rules apply from an
individual’s personal service company to the client engaging
them. It also requires the client, or the party paying the
individual’s personal service company to account for
and deduct employment taxes where they are due, rather
than that responsibility resting with the individual’s
personal service company. The change is not the imposition
of a new tax, but is focussed on improving compliance
with the already existing off-payroll working rules.

The off-payroll working rules have been in place for
nearly two decades. They are designed to ensure that
individuals who work like employees but through their
own personal service company pay broadly the same
income tax and national insurance contributions as
those who are directly employed. Without those rules,
nothing prevents individuals from being engaged off-payroll
simply to reduce the tax and national insurance
contributions rightfully due.

Personal service companies have traditionally had to
self-assess whether the rules apply. Unfortunately, non-
compliance with the off-payroll working rules outside
the public sector is widespread. The public sector reform
has demonstrated that organisations engaging individuals
are better placed to assess the employment status for tax
of that individual.

There have been several attempts to tackle non-
compliance with the rules in recent years. In November
2015, the Government carried out a consultation on
how to improve the effectiveness of the off-payroll
working rules. Since then, the Government have carried
out three further consultations on reforming the rules.
During this period, several alternatives to the original
off-payroll working rules were suggested. The Government
fully considered alternative proposals as part of the
extensive consultation process on the reform.

In general, the approaches suggested would create a
group of people who are exempt from the employment
status tests and subject to a separate and advantageous
tax regime, which the Government did not consider to
be fair to the majority of working individuals who are
subject to the existing boundary between employment
and self-employment. Options such as administrative
changes and strengthening HMRC’s compliance response
were also discussed, but the consultation found that
those would not be sufficient to tackle the problem.
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The off-payroll working rules were reformed in the
public sector in April 2017, shifting the responsibility
for determining whether the off-payroll working rules
apply from an individual’s personal service company to
the public sector client engaging them. That was because
organisations are better equipped to make the correct
employment status for tax assessments than are individual
contractors, and HMRC is better able to monitor their
compliance. This reform is effective in reducing non-
compliance with rules: it raised an estimated £250 million
in additional revenue in the first 12 months, with
independent research showing that it did not damage
the flexibility of the labour market.

12.15 pm

Following the successful implementation of the reform
in the public sector, the Government announced at
Budget 2018 that it would address the unfairness elsewhere
in the labour market by extending the reform to the
private and voluntary sectors from April 2020. In developing
these latest changes, the Government have listened carefully
to feedback from the implementation of the public
sector reform and held many sessions with stakeholders
since then to improve the design of the reform for all
sectors.

Non-compliance with the rules outside the public
sector remains widespread and is forecast to cost the
Exchequer more than £1.3 billion a year by 2023-24 if
not addressed. This is not sustainable. It denies the
taxpayer revenue for important public services and
perpetuates an unfairness between individuals who may
work in the same way but pay different levels of tax. It
also results in a disparity of tax treatment between the
public sector and other sectors.

The changes made by new clause 1 and new schedule 1
would move the responsibility for determining whether
the off-payroll working rules apply from an individual’s
personal service company to medium and large-sized
organisations across all sectors that receive the individual’s
services. This change will not apply to engagements
with the 1.5 million smallest businesses. It is important
to note that this change is not an imposition of a new
tax, but focused on improving compliance with off-payroll
working rules that already exist.

The new clause and new schedule were originally
published in draft in July 2019. HMRC took a number
of steps ahead of the scheduled introduction in April
2020 to ensure organisations were ready for the reform.
In November 2019, HMRC launched an enhanced version
of the check employment status for tax––CEST––tool.
HMRC worked with more than 300 stakeholders to
make the tool clearer, reduce user error and consider
more detailed information. HMRC also set up dedicated
teams providing education and support to all organisations
affected, including one-to-one support for 2,000 of the
UK’s biggest employers and direct communications to
around 40,000 medium-sized businesses. This was supported
by workshops, guidance, online learning and roundtables
to help those organisations make the right decisions.

The Government also conducted a review of the
implementation of the reform, which was published in
February 2020, and announced that HMRC would take
a supportive approach to compliance in the first year of
the reform, with penalties being applied only in cases of

deliberate non-compliance. The new clause and new
schedule are being introduced at this stage via a Government
amendment with a new commencement date of 6 April
2021. That follows the announcement of a delay to the
introduction of the reform on 17 March 2020, as part of
the Government’s covid-19 economic response package.
This ensures that businesses and contractors will not
have to implement and adjust to the reform until next
year. HMRC will continue to provide a comprehensive
package of education and support in the run-up to the
new implementation date, building on the extensive
preparations made in anticipation of the original
implementation date that I have already outlined.

The Government very much value the important role
that contractors play in the labour market and want
businesses to be able to design their workforces, and
work with those workforces, in a way that makes sense
for them. This reform does not change that.

Alison Thewliss: Will the Minister give way?

Jesse Norman: I am winding up, so perhaps I could
let the hon. Lady introduce her point in her speech.

When their engagement meets the tests of an employment
relationship, contractors should not pay less tax than
those who are directly employed. I therefore move that
new clause 1 and new schedule 1 stand part of the Bill.

Wes Streeting: Our position on IR35 has been well
rehearsed in previous and recent debates on the Floor
of the House, but let me revisit some of those points,
because this debate is closely followed outside Parliament
and matters to people across the country. Self-employment
is a vital part of the UK economy. People who are
genuinely self-employed deserve to be properly supported
while also ensuring that everyone pays the right amount
of tax. Historically, the tax arrangements for self-employed
people have differed from those for people on payroll,
reflecting the fact that self-employed people have lower
levels of protection in areas such as holiday pay, sick
pay and other rights and benefits that people would
enjoy if they were employed on payroll. Clearly the
system has also been subject to abuse, and it is right that
we tackle that abuse.

Some of the anxiety arises from concerns that the
Treasury, and the Government more broadly, sometimes
have a tendency to think of the self-employed as if they
fell into only two categories of people. The first is the
very wealthy, who use self-employment status to avoid
paying their fair share of tax, which should obviously
be clamped down on. The second is the very low paid,
who work in parts of the economy that are deemed
unproductive—even to the extent that some people
would think it desirable that such workers were not
engaged in those forms of employment, as if that were
the best way to tackle the UK’s poor productivity
statistics. The true picture of self-employment in the
country is a lot more complicated than that, and huge
numbers of self-employed people make an enormous
contribution to the economy and who provide a whole
range of services that benefit citizens across the country
and businesses more generally.

It is right that the Government have taken the decision
to delay the implementation of the roll-out until April
2021 due to coronavirus. The Opposition would again
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impress on the Government the need to use the additional
time ahead of implementation to provide an additional
review and to learn from the mistakes of the public
sector roll-out and the continuing anxieties about the
planned private sector roll-out. Those concerns were
expressed in the House of Lords report entitled, “Off-payroll
working: treating people fairly”, which concluded that
the Government must address IR35’s inherent flaws
and unfairness, a point that was supported by the
ICAEW.

The Opposition urge the Government to use this time
wisely. We believe it is necessary for the Government to
take a broader approach in order to modernise the law
on employment status and to look at how it interrelates
with tax status, so that we have a genuinely joined-up
approach that brings together the issues of tax and
employment law. Notwithstanding the planned roll-out
of IR35, the Chancellor made it very clear, when he
announced the self-employment income support scheme,
that there will be consequences for future Treasury
policy and future tax arrangements for Britain’s self-
employed. That message was heard loud and clear by
the self-employed, but if we are asking them to pay a
greater contribution, we also have to address the inherent
challenge and, in many cases, the injustice around their
employment protections and the levels of social protection
and social insurance that people enjoy if they are employed,
as opposed to self-employed.

As the shadow Chancellor has said, having addressed
this issue many times both in her current role and in her
previous role:

“We really need a joined-up approach to the issues that brings
together the consideration of tax and employment law and levels
up protections for the self-employed, as well as dealing with the
current implications of the tax system that boost bogus self-
employment.”—[Official Report, 4 April 2019; Vol. 657, c. 489WH.]

She made those remarks back in April 2019; it is now
June 2020. I am not sure that, in the year that has
passed since she made those comments, the situation
has changed particularly and that things have improved.
The delayed roll-out is something that has been widely
welcomed, but it is crucial that the Government use this
time wisely. It is not clear from the year that has just
passed that the Government will use the next year any
better.

Stephen Flynn: Before I get into the substantive detail
of this issue, I want to touch on the process and where
we find ourselves at this moment in time with the new
clause that has been tabled by the Minister. It is simply
not acceptable that such a contentious tax matter was
first introduced through a 45-minute money resolution
debate in the House, instead of being subject to the full
scrutiny of the Budget process.

The money resolution debate took place after the
Finance Bill was published, meaning that the Government
were able to introduce the detailed IR35 tax law as a
Finance Bill amendment. The result of what can only
be described as a procedural whizz is that Opposition
parties cannot do what they were elected to do and
amend the proposals as the Bill goes through its line-by-line
scrutiny. Frankly, that is not good enough. I certainly
thought better—perhaps wrongly—of the Government
in that regard. Of course, that entire process missed out
those MPs who have been disenfranchised from taking
part in the House as a result of the Government’s
shocking processes in recent weeks.

On the substantive issue at the heart of this, let us be
clear that IR35 is creating a new group of zero-hours
employees paying full taxation but without receiving
the associated employment rights. What is just and fair
about that? Speaking as a Member with a constituency
that is dominated by the oil and gas sector, I have been
inundated—inundated—with correspondence from
contractors outraged by the decisions that the Government
are seeking to take, particularly so given that we are in
the middle of a global pandemic. I hope that the huge
concern that I and others have about the long and,
frankly, short-term sustainability of the oil and gas
sector, and the impact that that has on employees, has
not escaped the Government’s notice. To then add a
further layer of complexity into their employment status
is simply unforgivable.

In the north-east of Scotland, we are witnessing job
losses hand over fist. Barely a day goes by when companies
are not shedding staff. That is applicable to most sectors
at the moment, be it hospitality, tourism or aviation,
but it is very rare for a sector of such scale to be so
dominant in one city, as is the case in Aberdeen. What
the Government are seeking to do in relation to IR35 is
a slap in the face to those workers who are having to
deal with the most difficult of challenges.

Not only are the Government hitting those
contractors—many of whom went down that path in
good faith—with IR35, but they are failing to deliver
any sectoral support to the oil and gas industry. Not a
single penny of sector-specific support has been provided
by the UK Government for the oil and gas sector,
irrespective of the fact that the Treasury has lined its
pockets with North sea oil and gas revenue for decades.
It is time to give back, not time to double down on the
damage, so I urge the Government to reconsider what
they are putting forward.

Alison Thewliss: My hon. Friend makes an excellent
point about contractors in the north-east of Scotland.
In my constituency of Glasgow Central, it is IT contractors,
many of whom came to live in Glasgow from India.
They work in the IT sector and have found that their
contracts have not been renewed with companies that
they have been working for, and they are now really
struggling to find employment, causing them a huge
deal of uncertainty at this time, particularly with the
coronavirus crisis.

Stephen Flynn: I welcome the intervention from my
hon. Friend, which goes to the nub of the issue that we
are discussing. The Government’s policy is, frankly, to
turn their back on those people who need support at
this time.

If the Minister is not willing to take my word for
that, perhaps they will listen to the salient words of one
of their own. The hon. Member for West Aberdeenshire
and Kincardine (Andrew Bowie) said late last year in a
letter to the then Chancellor:

If the proposed changes—making every medium and large
sector private business responsible for setting the tax status of any
contractor they use—were to come into effect, I would worry for
the industry”—

the oil and gas industry—

“and its ability to attract the highly skilled workers they need. It is
also predicted that changes could see a worker’s income reduced
by up to 25 per cent. Many of these workers are my constituents.”
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Many of those workers are also my constituents, and it
is simply not good enough. I am glad that there is
cross-party support in north-east Scotland for opposing
what the Government are seeking to do, and I sincerely
hope that that cross-party ethos will be found in this
room today, before the Government do more damage.

I just want to pick up on one final point. I think the
Minister said in his opening remarks that he listened
carefully—that the Government have listened carefully.
They have not listened to the House of Lords—I do not
say that with any joy, being a member of the Scottish
National party—which has been clear that they need to
pause this policy and go back to the drawing board. I
urge them to do just that.

12.30 pm

Andrew Jones (Harrogate and Knaresborough) (Con):
The issue of off-payroll working has attracted much
attention in the House and beyond. Clearly, there are
some problems to solve, but they are not easy problems
to solve.

In some cases, the issue is straightforward. People
work for one employer for prolonged periods up to
several years and they really are employees, because
they do similar jobs to colleagues and use company
equipment, but they do so on different terms. It may be
that they are better paid in terms of headline salary
than their immediate work neighbours, but the situation
is more complex, because they are not paid for holidays
or potential pension contributions and so on.

Some workers may have been put under pressure to
become self-employed by less scrupulous employers
who have sought to save money on things such as NI
payments. I have read of cases—I am sure we all have—
where the imbalance of power that can exist between an
employer and an employee has seen pressure on people
to choose a particular route. That is not satisfactory for
those employees or taxpayers generally as revenue for
public services is missed.

While some may have been pressured into becoming
self-employed, vast legions in our economy have chosen
the self-employed route because they enjoy the challenge
of that type of work or they want to be more in control
of their own destiny, which being your own boss can
achieve, or many other personal reasons.

That is to be really encouraged, because the flexibility
that self-employed workers, often on contracts, provide
has been a great boost to our economy. It is one of the
ingredients that has contributed to the recent economic
progress that we have enjoyed. Being swift of foot in
response to commercial opportunities gives a competitive
advantage. It has allowed companies to bring in extra
resource where they need to boost operational capacity.
It has allowed extra skills to be brought into a company
when needed. Many people I have met or corresponded
with in my Harrogate and Knaresborough constituency
have highlighted to me that they have built careers
adding real value to their clients.

There are some sectors where the use of contractors
is more prevalent than others. We have just been hearing
about the oil and gas sector, but that includes IT and
technology more broadly, as well as marketing and the
creative industries, sectors where the UK is strong, and
where I worked before coming into this place. This is

about bringing skills and capacity into a company when
needed but when there is not enough work for long-term
permanent employment. There is also the issue of the
growing sector of interim managers.

I see a balance to be struck here in the way the issue is
taken forward by Ministers between protecting some
employees and recognising that the vast majority have
chosen self-employment and are providing real value.
We need to balance employment rights and protections
between the employed and self-employed, while ensuring
that the rules do not have a sclerotic effect on our
economy. Flexible, nimble companies responding to
customers, adding value, creating wealth and grabbing
opportunities is how economies grow and jobs are
created. Ensuring that is preserved is critical to the
operation of these rules. That is something the Minister
must consider as he takes this forward.

Miriam Cates (Penistone and Stocksbridge) (Con): I
refer hon. Members to my entry in the register of
Members’ interests. This is clearly a contentious issue,
but the majority of employers and contractors I have
spoken to agree that some kind of reform is necessary.

Our tax system must be fair, but it should also
support those who take risks to grow businesses and
innovate in a way that benefits our whole economy. It
should not offer advantages to those who are using
PSCs to create wealth only for themselves. I am certainly
not saying that it is wrong to create personal wealth,
just that our tax system should not offer particular
advantages in doing so and tax should not be avoided as
a result. We must balance flexibility with fairness and it
is not fair that two people doing the same job in broadly
the same conditions pay different rates of tax. We must
recognise that those who are genuine contractors do not
have the same benefits as employees—they do not have
the same job security—but where someone is to all
intents and purposes an employee, they and their employer
should pay their fair share of tax and national insurance.

I have personal experience of running a small business
in the tech sector and I believe that current practices
discourage people from becoming employees in some
sectors. For example, in the tech industry, people with
certain programming skills can command such high day
rates as contractors that there is very little incentive to
become an employee in a small company. That is a
particular issue in a sector where there is a shortage of
talent and a great demand for skills.

While there is and always will be a role for contractors,
contracting costs can be prohibitively high for start-ups
and scale-ups, and those businesses find it difficult to
recruit employees with the right skills. Start-ups and
scale-ups need employees—people who are committed
to the company, who can help shape its culture and,
importantly, who can pass on their knowledge and
skills to new employees as the company grows. Labour
market flexibility has to work for employers and employees.
At the moment, the very businesses that we most need
to grow and innovate are struggling to recruit skilled
employees, especially in areas outside London and the
south-east, such as Sheffield and Barnsley, which I
represent.

I believe that the reforms will make employment and
the benefit that it brings more attractive. As I said, we
should be using the tax system to support those who
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create wealth not only for themselves, but for our whole
economy. In that way, any tax saving to an individual or
company is an investment for the taxpayer, not just lost
revenue. A great example of that is the research and
development tax reliefs, which I am delighted have been
increased in the Bill and will encourage the kind of
innovation that the UK really needs to boost growth
and productivity. They are incentives that help to create
wealth for us all.

In contrast, using a personal service company to
reduce an individual’s tax burden does not benefit the
taxpayer. The individual’s income tax and national insurance
savings are not used to create other jobs or to invest in
technology or create products, and so the taxpayer
does not receive any return on the lost revenue. Where a
worker is genuinely self-employed, facing additional
risks, with none of the benefits of employment, there
should be no change, but where someone is to all intents
and purposes an employee, improving compliance should
make sure the taxpayer does not lose out.

I understand that any changes bring risks and uncertainty
and I am pleased that the changes to IR35 have been
delayed for a year to give our economy some chance to
stabilise after covid-19, but fairness should be the foundation
of our tax system and properly applied, the regulations
will help to achieve that aim.

Jesse Norman: I will respond to the many important
points raised by hon. Members, who I thank for raising
them.

My hon. Friend the Member for Penistone and
Stocksbridge is absolutely right to highlight the importance
of making employment attractive. It is vital that best
practice be spread throughout the economy as rapidly
as possible and if the effect of that is to create a more
level playing field between two sides of a particular
divide, that would be a very valuable thing. The
Government’s concern is that there is an unfairness in
that someone can be, as it were, latently employed,
although working for a personal service company, and
that is the concern that the Government seek to address.

My hon. Friend the Member for Harrogate and
Knaresborough is absolutely right to emphasise the
importance of having a flexible and nimble economy.
He is right, and the hon. Member for Ilford North is
right, to focus on the effect of the self-employment and
self-employed contractors in making this happen. For
reasons I will come on to, this reform does not tax the
self-employed. It does not tax anyone. What it does is to
change the determination for people who are not self-
employed but who are in fact employed, and to determine
whether they are or not.

The hon. Member for Aberdeen South made a series
of comments that I am afraid are simply not true. He
was very rude about the Government’s decision to
introduce this via a separate resolution, but the details
of the change were announced as part of the Budget
resolutions. They were not moved. They could and may
well have been discussed—I do not recall the details—during
the Budget debates. Therefore, it was perfectly open to
the House to scrutinise those details, although the resolution
was not itself moved. If the resolution had been moved,
it would not have been possible for us to legislate with
anything like the same straightforwardness for the move
to an April 2021 deadline. That was the purpose of

delaying moving the resolution. The effect was that the
resolution was debated on the Floor of the House of
Commons in and of itself—given a separate debate to
that resolution in order to discuss that. Therefore, the
idea that there has been any short-circuiting of due
process is entirely wrong.

Of course amendments can still be tabled on Report,
and the hon. Gentleman may seek to do that. He was
very rude about the reform, saying it would lead to
zero-hours contractors, and calling it shocking, but is
he planning to support it? Will he vote in favour of it or
against it? That will be the true measure of his and the
SNP’s position on this important reform.

Finally, the hon. Gentleman talks about the Lords
Economic Affairs Committee, but of course he is entirely
wrong about that. We have yet to respond to the Lords
Committee—we will do so in due course—but we have
engaged very closely with it on a whole variety of
different areas. If he speaks to Lord Forsyth, he will
know that I approached Lord Forsyth personally, having
just become Financial Secretary, to reopen the relationship
and make it flourish. Indeed, I volunteered to appear in
front of the Lords Economic Affairs Committee last
year precisely to hold myself and the Treasury accountable
in this area.

Stephen Flynn: The Minister has gone through a
number of the points I made, but one that he did not
touch upon was the impact that the proposal will have
upon contractors working in the oil and gas sector,
given the huge challenges facing those workers at the
moment. What message would he give those contractors,
whose future is uncertain in any case, but who are
facing this change on top of an already devastating
situation?

Jesse Norman: We are obviously very concerned about
the effects of coronavirus, which is precisely why we
have delayed the implementation of the reform by a
year. The message I would give is that we absolutely
respect and support the work that those individuals are
doing and understand the position they are in. The
Government have rapidly made available very important
sources of support for the economy across a whole
range of different areas and sectors of work and, indeed,
in the benefits system, both for businesses and families
and the sustaining of jobs. Therefore, there is no absence
of respect or support for the people the hon. Gentleman
describes.

The hon. Member for Ilford North mentioned the
diverse nature of these different forms of employment.
He referred to the self-employed, but actually the self-
employed are not taxed by this. The genuinely self-employed
are not affected by the reform. The reform is designed
merely to change the way in which the status of someone
who is latently employed—actually employed, but perhaps
unaware of it or not behaving on that basis—is determined.
The hon. Member asks us to use the additional time
appropriately. We have got before April 2021. I have
said already, but let me say again that we are in the
process of commissioning external research into the
effect of the public sector reform. As he will be aware,
the early research immediately after the public sector
reform did not bear out the dire predictions regarding
flexibility or reduction of income, but we will make sure
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that external research into the longer-term effects of the
public sector reform is completed and placed in front of
the House before April next year.

Alison Thewliss: Can I ask the Minister about the
impact assessments that will be done? What monitoring
is his Department doing of the chilling effect that this is
having on contracts right now? What I am hearing from
contractors in my constituency is that those contracts
are not being renewed now and it is already having a
chilling effect, regardless of when the measure is coming
in. What monitoring is he doing of the situation?

12.45 pm

Jesse Norman: As I have said, in relation to public
sector reform, the external research did not detect any
great chilling effect. We will be looking at the longer-term
effects of public sector reform. On this reform, it is
undoubtedly true that the measure is nudging some
companies to consider whether people they had thought
of as contractors are not, in fact, employees. In some
cases, they are having to review the structure of their
workforces. I do not think that is a chilling effect on the
status of those contracts, because those people were
always latently employed. It is then for the contractor
and the company to work out what future arrangement
they wish to have.

Alison Thewliss: The IT contractors from India who I
mentioned earlier can choose to go anywhere in the
world. They have chosen to locate in Glasgow because
the work is there, the skills are there and they have a
good community in my constituency. If the contracts
are not there, they will take their skills and their money
and go somewhere else. What is the Minister doing to
mitigate against that?

Jesse Norman: That is a claim that the hon. Lady makes
and we will be able to test it over time through external
research. It is not a view that has been validated so far
in the roll-out to the public sector. It is a diverse and
vibrant area of our life and it may well have more resilience
overall than she is giving it credit for, but we will not
know until we have seen the effects of the reform.

The final point, raised by the hon. Member for Ilford
North, is to do with rights. Of course, the measure is to
do with the determination of tax due, but the Government
have put in the Queen’s Speech a substantial commitment
to bring forward a Bill in that area following the Taylor
review. I know that my colleagues in the Department for
Business, Energy and Industrial Strategy take that
very seriously.

Question put and agreed to.

New clause 1 accordingly read a Second time, and
added to the Bill.

New Clause 2

REVIEW OF GEOGRAPHICAL EFFECTS OF PROVISIONS OF

SECTIONS 27 TO 30
‘The Chancellor of the Exchequer must within twelve months

of the passing of this Act lay before both Houses of Parliament
a report assessing the differential geographical effects, broken
down by nation and NUTS 1 statistical region, of the changes
made by sections 27 to 30 of this Act.’—(Alison Thewliss.)

This new clause would require a geographical impact assessment of the
clauses of the Bill relating to reliefs for business.

Brought up, and read the First time.

Alison Thewliss: I beg to move, That the clause be
read a Second time.

My understanding was that we were breaking after
the previous clause, so I will scramble to find my notes.
We think it is important to look at the geographical
impact of the Bill. I support the new clause tabled by
Plaid Cymru, which has suggested that we have a report
assessing the

“differential geographical effects, broken down by nation and
NUTS 1 statistical region, of the changes made by sections…of
this Act.”

What is lacking in this House—I have said this before
and I have no hesitation in returning to it—are real
mechanisms to explore how effective the measures in
the Finance Bill are in reality. My colleagues and I have
supported work on a Budget Committee, which has
been before the Procedure Committee to look at it as
well. We do not understand the effectiveness of the
policies and the ideas that the Government have, so we
end up with things being proposed in Bills that turn out
to be completely ineffective or we find out that they
have differential effects from what the Government
expected, so they have to come back later to amend
things and try to fix their mistakes.

We feel that requiring the Government to consider
the geographical effects of the changes to the reliefs,
including research and development expenditure credit,
would give a better understanding of how effective they
are across the different regions and nations and of
whether those incentives actually contribute to the
continuing inequalities that we see across the UK. We
think this is an issue of real importance to Scotland and
to Wales for the measures where we do not necessarily
have particular control ourselves and where the devolved
nations do not have competence. It is important to
understand what the Government are about with the
legislation they are proposing as well as its impact, and
whether the measures are truly seen to be effective.

Wes Streeting: The hon. Member for Glasgow Central
makes a reasonable case—that will be a running theme
throughout a number of new clauses, not least when we
turn to new clause 3 in the afternoon session. I will
make the points I want to make about the importance
of reviewing the geographical impact of measures in the
Finance Bill at that point, but I concur with her remarks.

Jesse Norman: I thank colleagues who have spoken.
New clause 2 would require the Government to assess
and report on the geographical effects of changes to
business tax reliefs made by clauses 27 to 30 within
12 months. That relates specifically to the research and
development expenditure credit, the structures and buildings
allowance, and the treatment of intangible fixed assets.

Her Majesty’s Revenue and Customs does not routinely
require businesses to provide geographical information
about where expenditure is incurred as part of their
claims for RDEC, SBA or intangible fixed assets treatment.
In order to do so, changes would need to be made to the
CT600 form, which would create a burden for businesses.
In addition, those claiming the reliefs would only provide
information after the year-end. For that reason, it does
not make sense. It is not possible for Her Majesty’s
Revenue and Customs to have that information within
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the 12 months stipulated in the amendment. HMRC
does in fact already publish annual statistics on many
tax reliefs, including a detailed breakdown of R&D tax
relief claims, which analyses, by region and sector, the
number of claims and the amount of relief received.
However, the regional analysis is based on the company’s
registered office, not necessarily where expenditure is
incurred.

Although the next set of annual R&D tax relief
statistics will be published by HMRC in the autumn,
companies can claim R&D tax relief up to two years
after the end of their accounting period. For that reason,
the 2020 statistical release will include claims only until
2018-19, and will therefore not include claims for the
increased 13% RDEC rate. The Government do, of
course, remain committed to levelling up every region
and nation of the UK to spread opportunity and to
ensure that everyone benefits from growth. For example,
the spring Budget provided a £1.14 billion increase to
block grants for devolved Administrations to spend on
their own priorities. That is in addition to the £2.7 billion
that the Government are investing in city deals across
Scotland, Wales and Northern Ireland, with £800 million
of funding being provided to support four deals in
Wales alone, and a further £1.4 billion being provided
across 10 deals in Scotland.

As we look to our economic recovery from the impact
of covid-19, that levelling-up agenda will be more important
than ever. Given that the Government already publish
detailed analyses and that regional information is collected
and held as part of HMRC’s tax returns, asking business
to record further information would represent a significant
additional business burden. I ask the Committee to
reject the new clause.

Alison Thewliss: The Treasury Select Committee is
also looking at regional imbalances. Part of the Committee’s
work has identified that the data collected by the
Government on a range of areas is not sufficient. It
is not good enough for the Minister to say, “Oh, it’s

difficult to do that.”I accept that money is not necessarily
spent where an office is based, but it is a start in
understanding where that money is going. If lots of
organisations based in London are taking in the money
and perhaps it is going somewhere else, the Government
ought to be aware of that and ought to be looking at it
to make sure that if somebody based in London is
taking in the money but it is being spent somewhere
else, then perhaps they should be based where the
money is being spent. Perhaps they should be moving
their offices to where the money is being spent. That
puts it back on to those businesses, to add to that
consideration, so I do not buy the Minister’s argument
that it is awfully difficult and that we should not do it. It
is a first step into looking at how it might be done, so I
would like to press clause 2.

Question put, That the clause be read a Second time.

The Committee divided: Ayes 7, Noes 10.

Division No. 7]

AYES

Flynn, Stephen

Oppong-Asare, Abena

Phillipson, Bridget

Ribeiro-Addy, Bell

Smith, Jeff

Streeting, Wes

Thewliss, Alison

NOES

Badenoch, Kemi

Baldwin, Harriett

Browne, Anthony

Buchan, Felicity

Cates, Miriam

Jones, Andrew

Millar, Robin

Norman, rh Jesse

Rutley, David

Williams, Craig

Question accordingly negatived.

Ordered, That further consideration be now adjourned.
—(David Rutley.)

12.56 pm

Adjourned till this day at Two o’clock.
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