
Corporate Interest Restriction
How the new rules impact the energy industry 
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Highly geared power and utilities companies may face higher tax charges as a result of the new 
Corporate Interest Restriction rules in force from 1 April 2017. This note sets out how KPMG’s tax 
specialists can help companies work through and understand the impact of the changes.

How can KPMG help? These rules 
took effect from 

— Determine the most appropriate of the three methods available to claim interest relie1fA bepriing l 2017,the in  
Fixed Ratio Method (‘FRM’), Group Ratio Method (‘GRM’) or the Public Benefit Infrastarddiucttiuron te o 
Exemption (‘PBIE’). transfer pricing 

legislation.
— Establish whether groups qualify for the Public Benefit Infrastructure Exemption, whether it would 

be beneficial to elect for it to apply, and what permissible restructuring may be necessary to qualify. 

— Consider if interest on pre-May 2016 shareholder loans funding Public Benefit Infrastructure is 
exempted.

— Apply for non-statutory business clearances from HMRC on specific fact patterns to gain clarity. 

— Advise on financing documents and guarantee arrangements for new investments and loans and 
modelling the impact of raising finance.

Key features

De 
minimis 
exemption 

For all groups of companies, the first £2 million of interest is always deductible.

Fixed ratio 
method The FRM will limit the amount of deductible interest to 30% of UK “tax EBITDA”. 

Group ratio 
method

Enables a group to replace 30% fixed ratio with the group’s interest to EBITDA ratio. This 
method is beneficial for highly geared groups but the replacement ratio excludes related party 
gearing and therefore could restrict UK tax relief on interest to third party borrowing costs.

Debt cap A debt cap can also apply under both the FRM and GRM, such that, broadly, the interest 
expense cannot exceed the interest expense of the worldwide group for the period. 

Carry 
forward

Interest above the deductible limits can be carried forward indefinitely to future periods. Where 
there is more UK tax-EBITDA capacity than there is interest expense, the excess capacity can 
be carried forward for up to five years. Excess debt cap capacity can only be utilised in the 
following period.
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Key terms

The legislation uses an accounting 
definition of ‘group’.

Interest is broadly anything accounted 
for as interest, e.g. finance lease 
interest. The rules will apply to the net 
interest expense in the accounts after 
the application of all other UK 
legislation that may restrict interest 
relief (e.g. transfer pricing).

Fixed ratio method is the lower of 30% 
of tax EBITDA and adjusted net group 
interest expense plus net tax-interest 
income of the group. 

EBITDA is earnings before interest, tax, 
depreciation and amortisation. The 
fixed ratio rule will apply to ‘tax-
EBITDA’, which is accounting EBITDA 
adjusted for non-taxable and non-
deductible items.

Third party debt does not generally 
include a loan from a shareholder, even 
a minority shareholder where there is a 
consortium of investors.

Group ratio method

While many groups will ultimately feel that their 
wider group has a good level of non-related 
party interest, the practicalities are leading many 
to find that they need to rely on other means to 
ensure that their interest costs are not restricted.

In practice, for multinational groups the group 
ratio method may give rise to the requirement to 
prepare additional calculations and a level of 
complexity, limiting the extent on which it can 
provide a benefit. 

Public Benefit Infrastructure Exemption

There is a Public Benefit Infrastructure 
Exemption (‘PBIE’) for companies falling within 
the definition of a ‘qualifying infrastructure 
company’. A qualifying company must elect into 
the PBIE. The election is irrevocable for five 
years. 

To qualify, a company must satisfy 
tests on the nature of the 
infrastructure and the income 
earned from it.

The asset must either be provided 
to a public authority, or its use may 
be regulated by an ‘infrastructure 
authority’ (of which the legislation 
contains a list).

HMRC recognise that some groups 
may need to reorganise certain 
aspects of their holding structures 
in order to access the exemption as 
intended. 

An election for the PBIE must be made by 31 
March 2018.

How does the PBIE help?

Under the PBIE, a qualifying infrastructure 
company’s interest payable to unrelated parties is 
treated as outside the scope of the corporate 
interest restriction (‘CIR’) rules. This exemption 
would not generally apply to loans from 
shareholders.

There are grandfathering provisions in place so 
that, for most Private Finance Initiatives (‘PFI’) and 
similar companies with publicly procured / 
sponsored revenue streams, interest on all loans 
made before 13 May 2016 will be outside the 
scope of the CIR rules, including loans from 
shareholders.

For more information please contact:

Claire Angell
Partner,  Head of Energy & 
Natural Resources Tax 
T: +44 (0)20 7694 3327
E: claire.angell@kpmg.co.uk

Gavin Little
Director, Head of 
Restructuring Tax
T: +44 (0)20 7311 6047 
E: gavin.little@kpmg.co.uk

Anthony Massey
Senior Manager, Tax, Energy & 
Natural Resources 
T: +44 (0) 20 7311 6588 
E: anthony.massey@kpmg.co.uk

kpmg.com/uk/powerandutilities

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or
entity. Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it 
is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a 
thorough examination of the particular situation.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or 
trademarks of KPMG International.

2

https://twitter.com/kpmguk
https://twitter.com/kpmguk
mailto:claire.angell@kpmg.co.uk
mailto:claire.angell@kpmg.co.uk
mailto:anthony.massey@kpmg.co.uk
mailto:anthony.massey@kpmg.co.uk
mailto:gavin.little@kpmg.co.uk
mailto:gavin.little@kpmg.co.uk
https://www.linkedin.com/company/1080
https://www.linkedin.com/company/1080
https://twitter.com/kpmguk
https://www.linkedin.com/company/1080
https://home.kpmg.com/uk/en/home/industries/energy/power-utilities.html

	Slide Number 1
	Slide Number 2


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice





