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New UK Withholding Tax Exemption Set to
Boost the UK Private Placement Market

By Sonia Girgis and Trevor James

On 4 December, George Osborne in his Autumn Statement, announced a new UK withholding tax exemption for
interest payments on UK private placements. The announcement was followed by draft legislative clauses with
the Finance Bill 2015, released yesterday.

The new exemption will mean that UK corporate borrowers will be able to access worldwide financing with
significantly less UK withholding tax stumbling blocks. The current 20% UK withholding tax charge has two main
constraints on the UK private placement market. The first is that UK borrowers are restricted as to the jurisdictions
from which they can obtain financing as there may not be double tax treaties to eliminate or reduce the 20%
withholding tax rate. Such tax charge does not encourage cross-border borrowing. Secondly, although
withholding tax is technically the tax of a lender, the market practice in regards to the contractual terms of the
arrangements entered between lender and borrower mean that the UK borrower agrees to bear the interest
burden if the interest arises and is not within a series of exclusions provided for in the agreement. The UK
borrower also takes the burden of a change in law. Together, these have restricted the growth of the UK private
placement market.

The conditions in the draft legislation include that the private placement instrument must represent a loan
relationship of a company, be issued for a minimum of 3 years, and not be listed on a recognised stock exchange.
In addition the draft legislation allows further conditions to be set out in the form of regulations and these can
relate to the security itself, the terms and conditions of its issuance, the loan relationship, and to the issuer and
holder of the security. The new legislation will take effect after the date of Royal Assent to the Finance Bill 2015.

We expect that the new UK withholding tax exemption will provide a significant boost to the UK private placement
market.
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About Morrison & Foerster:

We are Morrison & Foerster—a global firm of exceptional credentials. Our clients include some of the largest
financial institutions, investment banks, Fortune 100, technology and life science companies. We've been
included on The American Lawyer’s A-List for 11 straight years, and Fortune named us one of the “100 Best
Companies to Work For.” Our lawyers are committed to achieving innovative and business-minded results for our
clients, while preserving the differences that make us stronger. This is MoFo. Visit us at www.mofo.com.

Because of the generality of this update, the information provided herein may not be applicable in all situations
and should not be acted upon without specific legal advice based on particular situations. Prior results do not
guarantee a similar outcome.
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