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The Infrastructure Forum’s Taxation working group – Budget 2015 Representation 
 
We are very concerned about the potential impact of the current proposals found in the OECD’s, 
“Public Discussion Draft on Action 4: Interest deductions and other financial payments,” published 
on 18 December 2014, which forms part of the OECD’s Action Plan on Base Erosion and Profit 
Shifting (“BEPS”). 
 
In addition to the points we have made to OECD set out below, we would like to make the following 
points to HM Treasury and HMRC: 
  
UK stands to be uniquely damaged if it chooses to adopt these proposals. We are very open to and 
have benefited from foreign investment particularly into our public infrastructure over many 
years. By international comparison, UK has a high proportion of its public infrastructure in private 
rather than public ownership. The effect of tax legislation based on these proposals should be 
subject to an impact assessment on future investment into our much needed economic 
infrastructure.  
 
We believe the proposals risk great damage to UK investment and growth. Yet UK is not a high tax 
jurisdiction and this form of BEPS is not a high risk for UK. UK already has a package of targeted 
measures applicable to interest payments to attack tax motivated, abusive arrangements.  
 
The current UK tax treatment of existing and future infrastructure businesses would be significantly 
altered by the proposals made in the document, and we cannot see that carve outs and adjustments 
to what is proposed could preserve the current treatment of infrastructure investment.   

 
Infrastructure supports extremely high levels of gearing on commercially justifiable arm’s length 
terms for businesses with low profitability. Therefore tax changes would have significant commercial 
and financing implications for investors, lenders and users of public infrastructure (governments and 
consumers), with both existing investment and new investment to consider. 
  
As regards existing investments, privately financed investment into public infrastructure has 
assumed tax relief for interest on the basis that borrowings are commercially justifiable on arm’s 
length terms. Tax relief for interest on both third party and shareholder debt has been relied on as 
continuing into the future by UK pension funds and overseas investors in making long term 
investments.  This has reduced the cost of capital, with the public sector and UK users of 
infrastructure benefitting in the form of lower charges for the use of water, transport, energy etc.  
 
Even the prospect of UK tax legislation to implement new policies along the lines proposed will lead 
to real losses for foreign investors and UK pension funds which have invested in UK infrastructure on 
the basis of the current regime.  There will also be losses for developers of infrastructure who hold 
investments in assets they have developed and expect to be able to release their capital to fund new 
developments. 
 
UK needs new foreign and pension fund investment into energy and transport infrastructure, yet as 
an asset class it may be damaged by “retrospective” changes to the tax treatment of financing costs. 
For new investments we believe that under proposed rules, investors and lenders in many cases 
would have to assume no tax relief in their pricing of new developments and investments. The cost 
of capital and hence cost of infrastructure would increase.   
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Very careful communication with investors and management of transitional arrangements to 
grandfather existing arrangements will be needed to avoid damage to UK’s reputation as a stable, 
low risk destination for international, long term capital.  
 
In response to the OECD Public Discussion Draft TIF has made a detailed representation setting out a 
number of key points and supplied several examples of the impact of the proposals on UK 
infrastructure projects.  In summary: 
 

 We are wholly supportive of the BEPS project objectives but we are concerned that the 

proposals presented in the Discussion Draft would eliminate or put at risk tax relief for 

interest to an extent beyond addressing opportunities for BEPS, to the detriment of 

investment in infrastructure.  

 

 By introducing structural restrictions on tax relief for interest, which are separated from 

commercial financing decisions, we believe the proposals would have a significant impact in 

the following ways: they would distort competition which is vital for public confidence and 

value for money, they would introduce uncertainty into third party financing decisions and 

they will increase the cost of capital. 

 

 We believe that tax relief for interest on third party debt should not be subject to restriction 

in the borrowing entity in any circumstances. If this recommendation is included in the 

guidance, it would do much to preserve investors’ confidence. 

 

 Similarly, guidance should recommend that since groups operating in only one country, with 

net group third party debt that matches their cumulative group entity level net debt, have 

no BEPS risk they should not be subject to restrictions.   

 

 We believe the OECD best practice guidance should allow countries the freedom to address 

the risks of BEPS through interest deductions in a way which is proportionate to their 

country’s risk and its requirement to attract foreign investment to fund growth and 

investment. We believe it is possible for this approach to satisfy the remit of BEPS action 

item 4 without damaging availability of funds for investment.   

We understand that, through the written representations submitted and the public consultation 
meeting held at the OECD on 17 February 2015, the OECD, HMRC and HM Treasury consider that 
they have received a clear understanding from the infrastructure sector of the practical and 
technical considerations associated with the proposals.  We appreciate the efforts made by HM 
Treasury and HMRC to engage with the infrastructure sector on this consultation and welcome 
opportunities to continue our dialogue. 
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